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Abstract 
Background 

Sustainability is an increasing subject of interest amongst customers, society and corporate leaders. As 
firms are adapting towards a more sustainable business, opportunities towards a leading position 
where both long-term corporate social responsibility and financial performance is of interest. 

Objectives 

The purpose of this thesis is to investigate firm’s Environmental, Social and Governance (ESG) rating 
and its effect on their financial performance. The study is conducted on firms located in the European 
region. A related purpose is to investigate individual sectors to understand whether this relationship is 
different depending on the sector characteristics in which the firms operate in. 

Method 

This thesis uses secondary data for several firms over a time-period ranging from 2008-2017. In order 
to investigate several entities over this time-period, the data was constructed as panel data. To 
investigate the objective, panel regressions was performed. 

Results 

The compounded dataset, including firms from all sectors, shows that the Environmental rating has 
statistical significance on financial performance. The individual sectors that shows significance with 
any of the ESG-rating, indicates an often-negative relationship between ESG and financial 
performance. 

Conclusion 

This thesis contributes as an ongoing analysis in the field of ESG and financial performance. The 
understanding from this and future studies assist customers, investors and corporate leaders when 
choosing to adapt towards more socially responsible activities. Further research in the European 
region is of interest, continuing investigating positive or negative aspects of ESG and a firm’s 
financial performance.  

 

Keywords: Environmental, Social, Governance, ESG, Corporate Social Responsibility, Firm 
Performance 
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Sammanfattning 
Bakgrund 

Hållbarhet är ett ämne av växande intresse hos både kunder, samhället och företagsledare. När företag 
anpassar sig till en mer hållbar affärsverksamhet, öppnar sig möjligheter till en ledande position där 
både långsiktigt socialt ansvarstagande och finansiell prestanda är av intresse. 

Syfte 

Syftet med detta examensarbete är att undersöka företags miljömässiga, sociala och bolags styrande 
betyg och deras inverkan på deras finansiella prestanda. Studien utförs på företag som är verksamma 
inom den Europeiska regionen. Ett relaterat syfte är att undersöka enskilda sektorer för att skapa en 
förståelse om detta samband är annorlunda beroende på karakteristiken av sektorn som företagen 
verkar inom. 

Metod 

Detta examensarbete använder sig av sekundärdata från flera företag under en tidsperiod som sträcker 
sig från 2008–2017. För att kunna undersöka flera entiteter över denna tidsperiod, konstruerades datan 
som paneldata. För att undersöka syftet utfördes panelregressioner. 

Resultat 

I den sammansatta datan, som innehåller företag från alla sektorer, visas det att det miljömässiga 
betyget har statistisk signifikans för den finansiella prestandan. De enskilda sektorerna som visar 
signifikans för någon av ESG-betygen, indikerar ett ofta negativt samband mellan ESG och finansiell 
prestanda. 

Slutsats 

Detta examensarbete bidrar till en pågående analys inom ESG och finansiell prestanda. Förståelsen 
ifrån denna och framtida studier hjälper kunder, investerare och företagsledare när dem väljer att 
anpassa sig till mer socialt ansvarstagande aktiviteter. Ytterligare forskning inom den Europeiska 
regionen av är intresse, fortsättningsvis att undersöka positiva eller negativa aspekter av ESG och 
företagens finansiella prestanda. 

Nyckelord: Miljömässiga, Sociala, Bolags styrande, ESG, Socialt Ansvarstagande, Företags 
prestanda 
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Nomenclature 
CSR            Corporate Social Responsibility 

ESG            Environmental, Social and Governance 

SRI             Socially responsible investment 

FEM           Fixed effects model 

REM           Random effects model 

YoY Year of Year 

LOG Logarithmic value 

d/E debt-to-equity ratio 

NA Not available 
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1 Introduction  
This chapter will introduce the research topic and provide relevant background information. It will 
also discuss the problem that’s being studied and derive at a research question. Lastly, delimitations 
are discussed, and a synopsis of the thesis is presented. 

 

1.1 Background 
Sustainability is a widely discussed topic amongst both citizens and corporate leaders. The sustainable 
responsibility of large firms is increasing, and the impact they impose on the development of 
sustainable trends and policies is more important than ever (Robèrt & Broman, 2016). Robèrt & 
Broman (2016) also discusses the dilemma of a firm’s financial risk when an adoption towards a 
sustainable future is made too late, i.e., shifting their core business to a more sustainable direction. In 
this case, it is possible that the firm has lost some of its market share to competitors that already offer 
similar but sustainable solutions. Hahn, Figge, Pinkse & Preuss (2010) discusses a similar dilemma, 
namely when firms only engage in a sustainability approach when a win-win situation is created. The 
win-win situation referred to is that a firm does not act towards sustainability until a situation is 
created where they make both a financial gain and reduce their impact on the environment, thus 
neglecting a proactive sustainable approach. An alternative to acting upon this win-win situation is to 
adopt a proactive approach towards sustainability. One of these proactive approaches that have 
become standard practice for many modern organizations is Corporate Social Responsibility (CSR) 
(Turner, McIntosh, Reid, & Buckley, 2019).  

CSR has been a big part of organizations for the last couple of decades and the first definition of CSR 
dates back to the 1950s in a book by Howard Bowen, where he defines CSR as “The obligations of 
businessmen to pursue those policies, to make those decisions, or to follow those lines of action which 
are desirable in terms of the objectives and values of our society” (H. R. Bowen, 1953/2013, p. 6). 
Since Bowen’s early definition of CSR, the corporate environment has changed, resulting in a change 
of the definition of CSR. There have been many scholars that have tried to redefine CSR whereas one 
of the most recent definitions is produced by the European Commission as “The responsibility of 
enterprises for their impacts on society” (European Commission, 2011, p. 6).  

CSR is not only a way for organizations to engage in the local community and the society by helping 
out in certain scenarios, it is also a way to show the society what they represent and what their values 
are. Turner et al., (2019) describes that in the broadest of terms, CSR is a representation of an 
organization's obligation to both external audiences, i.e., community in which they operate and 
society, as well to the internal stakeholders. Today’s society is knowledgeable and concerned about 
the products they buy and how these products are brought to the market. This uprising in consumer-
knowledge has led to consumers unwillingness to purchase products or services from companies that 
may engage in unethical behaviour (Fuentes-García, Núñez-Tabales, & Veroz-Herradón, 2008). 
Drawing from this increased consumer knowledge, companies started to report their social activities, 
in excess to their financial report. However, when companies started to develop these reports, there 
were differences in the disposition, resulting in difficulties when comparing the reports between 
different firms as well as the validity and reliability as there was no third party evaluating the content 
(Fuentes-García et al., 2008). The Global Reporting Initiative (GRI) aimed to resolve this problem by 
creating standardized guidelines for companies social reporting, with a set of indicators that enlighten 
transparency and allowed for comparability between different companies (Fuentes-García et al., 
2008). Building upon the initiative by firms to engage themselves in CSR, investors, and managers of 
investment funds have during the last decade began to integrate the companies CSR policies in 
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investment decisions. This integration of social responsibility with investments is characterized by 
Socially Responsible Investments (SRI) (Asongu, 2007; Pizzi, 2018). 

SRI is a way for companies to apply their CSR policies when making investment decisions. In 
practice, when facing an investment opportunity, firms can apply a set of investment screens also to 
evaluate the non-financial aspects of an investment. Therefore, the SRI investment screens allow the 
firm to align their investments not only with their core values, but also regarding the environment, 
social aspects and corporate governance (Renneboog, Ter Horst, & Zhang, 2008). Sparkes & Cowton 
(2004) explains that the executives of a firm need to embrace their most powerful investor's values, if 
these investors are advocating SRI, then it is likely that social issues will find its place on the firm's 
agenda. A way of supplementing the firm's way of making investments through the traditional 
quantitative financial analysis is to regard environmental, social, and governance (ESG) inputs 
(Mikołajek-Gocejna, 2018). The ESG ratings of a firm are determined by a third party, to perform an 
unbiased and correct investigation externally. Each of the three criteria’s is built upon multiple 
measurements that together provide a rating for the individual firm (Giese, Lee, Melas, Nagy, & 
Nishikawa, 2017).  

With the increased use of the ESG criteria from both internal and external stakeholders, unexplored 
areas regarding a firm’s performance with their achieved socially responsible contribution have 
emerged. Thus, allowing further comparisons and evidential research about a firm's ESG score and its 
performance indicators to be of interest, which will be the focus of this thesis. 

 

1.2 Problem discussion 

As the ESG criteria’s have been increasingly adopted by firms and investors, research within the field 
has emerged. An underlying theme of the research regards the ESG’s contribution toward a firm’s 
performance, declaring if socially responsible actions have any profitable effects. Zhao et al., (2018) 
investigated ESG with the financial performance of China’s listed power generating companies, the 
results concluded a confirmation that during the prevailing market condition, the financial 
performance indicators could be improved with stronger attention to the companies ESG 
performances. Their findings also show that investors demand a disclosed sustainability report as the 
interpretation of enterprise value and risk are increasingly based on long-term corporate social 
responsibility. Sultana, Zulkifli & Zainal (2018) conducted similar research where they examined 
investment decisions in Bangladesh and found that investors do believe that consideration towards 
ESG contributes to sustainable growth rather than artificial, unstable or rapid growth. Hence, 
strengthening their belief that long-term financial return is derived from fulfilling socially responsible 
requirements. Comparably, a Brazilian study resulted in the combined score of the three ESG ratings 
was not of value for investors. However, comparing the individual scores of the ratings, they found 
that the environmental score had a strong positive and significant appraisal for investors (Miralles-
Quirós, Miralles-Quirós, & Valente Gonçalves, 2018). 
On the contrary to Zhao et al., (2018), Garcia, Mendes-Da-Silva, & Orsato (2017) revised 365 
companies listed in the emerging BRICS countries and found that only the environmental aspect of 
ESG is associated with the firm’s profitability, neglecting the overall ESG score to be a beneficiary to 
profitability. Aboud & Diab (2018) also researched an emerging market and investigated whether 
ESG, as a combined score, had any correlation to a firm’s value in Egypt. In this case, the 
performance indicator of firm value did increase both when an overall ESG score was disclosed and 
when it was rising. Similar research by Fatemi, Glaum & Kaiser (2018) also states that the effect of a 
strengthened ESG score does increase firm value; however, they contradict that the disclosure of the 
ESG score per se, has a positive effect on the firm’s value. Regarding firm value in developed 
countries, Yoon, Lee, and Byun’s (2018) research resulted that an increase of value from CSR 
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activities is strongly related to the industry characteristics. They are showing that firms in 
environmentally sensitive industries have a lower beneficial outcome from socially responsible 
actions, than firms outside the sensitive industry. However, firms in environmentally sensitive 
industries are also, to a greater extent, able to lower the firm’s risk when investing in environmental 
performance, as wider stakeholder, reputational or regulatory pressure is closer at stake (Sassen, 
Hinze, & Hardeck, 2016).  
CSR has become a key business activity in organizations as differentiation, and value-adding 
performances are increasingly important in today’s competitive business environment. The rapid 
growth is explained through the adopted demand from investors, customers, and stakeholders to not 
only provide quality product and services but also having a long-term, socially responsible obligation. 

Therefore, it is of interest to further investigate the relationship between a firm’s financial 
performance and the improvement of their responsible activities. As ESG is a measurement of a 
firms’ CSR activities, research regarding this topic and its connection to firm performance is valuable 
for firms and their stakeholders.  

 

1.3 Purpose and research question 
The purpose of this thesis is to investigate the correlation of the ESG ratings with the performance of 
firms within the European region. The thesis will result in empirical evidence to determine which of 
the ESG rating that has the most significant effect on firm performance. Another related purpose is to 
investigate how the correlation of the ESG ratings and the performance of firms may change 
depending on which sector the firms are operating within. Previous research within the field does not 
include analysis of the European market, and it does not investigate how the correlation may change 
depending on the sector in which the firm is operating in, meaning that this thesis has the opportunity 
to contribute to the field of research.  

The purpose and background of the problem lead to the following research question: 

 
How does the performance of firms, within the European market, respond to their ESG ratings? 

 
1.4 Delimitations 
The scope of this study is limited to the European region and will not regard any other regions in the 
analysis. The study will also be limited to the firms that are listed in the stock exchanges within the 
European region. Firms that are listed on a stock exchange are reporting the needed measures in a 
structured manner, and therefore, the data is also more complete. The time-span that this study will 
examine is ten years, between 2008-2017, and it will only include firms that have fulfilled the 
criterions for reduction. The selection of firms, variables, and the criterions for reduction will be 
described in chapter 3.2. 

 

1.5 Structure of the thesis 

The theoretical framework has the purpose of connecting the reader with existing research on the 
theme of the study. The theory presented in this chapter aims to create the base for coming analysis 
and discussion regarding this study’s results.  

The method chapter will describe the process of the conducted research. It is formed based on the 
theoretical framework and will present the data collection, research design, statistical description, and 
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discuss the reliability and validity of the thesis. Furthermore, it aims to guide the reader through the 
multiple processes that has been done, also in terms of recreating the study and its results.  

In the results and analysis chapter, the results from the statistical procedures will be presented; it will 
also analyse the results. The results and analysis have been combined to allow for a direct connection 
between the results and the theory, making the reasoning clear and straightforward.   

The last chapter, conclusion and future possibilities, will connect the previous theory and the outcome 
of the results, the research question will be answered on these bases. Discussion regarding this thesis’ 
possible contribution to the field of research and proposed future research topics in the field is also 
included.    
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2 Theoretical framework 
This chapter has the purpose of providing the reader with an understanding of the relevant theories 
that are used in this thesis. The first part regards a firm’s responsibilities concerning society. It is 
followed by theories regarding corporate performance, and lastly, theory regarding ESG will be 
presented. 

 

2.1 Corporate Social Responsibility 

Corporate Social Responsibility is a concept that refers to a firm’s attitude, responsibilities and moral 
obligations towards the society in which the firm is operating in (Asongu, 2007; Turner et al., 2019). 
The general idea behind CSR is that corporations take responsibility for their actions towards society; 
to a greater extent than what is required by law (Turner et al., 2019).  

The issues that CSR is aiming to resolve is closely related to both corporations and the society. These 
issues may be business ethics, community engagement, global warming, and human rights, amongst 
others (Srivastava, Gupta, Singh, & Srivastava, 2017). Depending on the organization’s core business, 
the direction of engagement may vary. Meaning that environmental sensitive industries might focus 
on CSR activities that reduce their impact on the environment, equally, social sensitive industries 
might focus on the CSR activities that matter more to people and communities (Miralles-Quirós et al., 
2018). These CSR investments can be seen as a statement by corporations as to who they are and what 
their values are (Turner et al., 2019), attracting customers that might not have considered the 
corporation as an alternative prior to the investment. By continuously adopting CSR policies, 
corporations are actively trying to market themselves with a socially responsible image, that lets both 
their current and future customers connect the corporation with something that is good. This image of 
the corporation will entail that customers to believe that they are supporting a cause by buying 
products from that corporation (McWilliams & Siegel, 2000). 

Research has shown that customers might not be willing to buy from certain corporations as a result 
of them engaging in unethical behaviour, making it necessary for the corporation to engage 
themselves in CSR activities (Fuentes-García et al., 2008). The reduction of customers most likely 
will lead to a decline in sales, thus reducing the corporation’s performance. Likewise, there is 
evidence that a commitment to CSR activities has a positive effect on a corporation’s performance 
(Turner et al., 2019).  

 

2.2 Stakeholder theory 

The main argument for the stakeholder theory is that an organization can not only focus on the owners 
or shareholders of the organization; instead, they must realise that they must consider all connected 
stakeholders (McWilliams, Siegel, & Wright, 2006). The stakeholders for an organisation may differ 
depending on which environment the organisation is operating in. However, certain stakeholders can 
be seen as universal for all organisations (Crowther & Aras, 2008). Clarkson (1995) suggested that the 
stakeholders should be divided into two different groups, depending on the connection they have with 
the corporation. The first group, primary stakeholders, involve those stakeholders that are directly 
connected to the corporation, e.g., shareholders, investors, employees, customers (Clarkson, 1995). 
The primary stakeholders are the main concern of a corporation; if they withdraw their investment, 
the corporation may suffer (Clarkson, 1995). The second group, secondary stakeholders, involve those 
stakeholders that are not directly connected to the corporation, but they do, however, have an 
opportunity to influence the corporation (Clarkson, 1995). The secondary stakeholders, unlike the 
primary, does not have any investments in the corporation. However, the stakeholder theory suggests 



6 
 

that they also should be considered in order to maximize the overall wealth of the corporation 
(Crowther & Aras, 2008). There are three main reasons to why all stakeholders should be considered; 
the first one is that it is simply the moral and ethical way to behave, the second one is that the 
inclusion of all stakeholders benefits the shareholders and the third reason is that it reflects what 
happens in the corporation.  

 

2.3 Corporate performance 

Corporate performance are ways to construct, represent and express values that deem necessary to the 
organization (Catasús, Högberg, & Johrén, 2017) Different performance measures are of varying 
interest and are bringing simplicity to otherwise complex and external factors. To this implication, 
corporate performance measures are useful for organizations when ensuring strategically healthy 
management (Nilsson, Olve, & Parment, 2010). An increased competitive environment for customers, 
employees, and investors implicate that resources should be used in the best possible way, with each 
opportunity fully investigated (Nilsson et al., 2010). Opportunities may yield different results, 
suggesting performance measures to identify and compare value-adding benefits, risk mitigations, or 
profitable actions. However, it is important to note performance measures as the outcome of actions 
and processes, meaning that frameworks and strategies are the operational forms of control, i.e., to 
create the procedures towards an enhanced outcome of interesting measures (Catasús et al., 2017, p. 
36).  

An increased competitive environment has also led to a demand of emphasizing a corporations 
transparency and operational control, whereas management should identify, analyze and prepare for 
both likely and unlikely events (Nilsson et al., 2010). Building causal models for operational risk 
involves identifying events related to key risk factors and corporate measures, allowing for better 
control and interpretation of operation impacts (King, 2001, p. 160). The casual models may result in 
a management framework that consolidates risk focus, while allowing for a necessary competitive 
edge (Borge, 2001, p. 104). Although risk management varies widely, a common strategy towards risk 
compensation is the portfolio theory. For corporations, the portfolio theory aims to allocate 
diversifying actions and investments that represents the best combination of risk and return (Jorion, 
2007, pp. 70, 184), while balancing both business and financial risks. Assuming that a corporation is 
primarily an economic and profit-maximizing entity, risks are relevant only if they directly or 
indirectly affect the shareholders’ financial interests. Hence the need to recognize and quantify risks 
to justify them towards an expected return (Borge, 2001, p. 131).  

 

2.4 ESG 

ESG is an evaluation method that scores companies in regard to their Environmental, Social, and 
Governance efforts. The trend for reporting the ESG score has increased significantly over the last 
decades and the 2017 KPMG International Survey on Corporate Responsibility Reporting, which 
aims to survey the world’s largest companies in regard to CSR reporting. It concludes that the 
reporting rate of N250 companies (top 250 companies listed in the Fortune Global 500 ranking) is 
stable between 90 and 95 percent over the last 4 years. While N100 companies (The 100 largest 
companies in 41 countries) continuous to catch up, at a current rate of 75 percent (KPMG, 2017, p. 9). 
The increase of reporting habits should imply that ESG issues are critical and important for firms 
recognizing the potential issues, risks, and profit when incorporating responsibility policies (Murphy 
& McGrath, 2013). 
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2.4.1 Environmental Pillar 

The environmental aspects of social responsibility acknowledge the liability of individuals, 
companies, and nations towards a sustainable and ‘green’ product and services choosing. There are 
multiple ways to achieve environmentally friendly adoptions, and some actions may be more 
rewarding than others, depending on company, market-sensitivity, or region. The following theory 
will underline the bases of the Environmental pillar and its subjects, to further understand measures to 
achieve a strong Environmental score.  

The human influence on the earth’s climate system is clear, the impact over the last decades has 
systematically increased the rate of global warming, extinction of species and risks of food security 
(IPCC, 2014). This systematic weakening of society’s eco-systems, when disrupting the natural flow 
of elements, is causing hard-to-predict global problems that are gradually reducing the possibility to 
steer away from it (Robèrt, 2015, p. 12). Environmental sustainability, therefore, implies that society 
must use no more of a resource than can be regenerated (Crowther & Aras, 2008). Underlining the 
Brundtland Report (WCED, 1987, p. 16) definition, “Sustainable development is development that 
meets the needs of the present without compromising the ability of future generations to meet their 
own needs.” By this definition, each degradation of finite resources is harmful towards a sustainable 
society with environmental diversity and long-term prosperity.  

Business leaders are influential when concerning environmental decision making and with increased 
pressure from a globalized society, it is suggested that companies become leaders for environmental 
responsibilities; living on the earth’s interest, not its capital (Willard, 2002, pp. 4–5). To strategize 
such initiative, one must understand the base conditions of the system that each individual, 
organization, or corporation conflicts within. The Natural Step, an international organization that 
helps corporations and cities, amongst others, with their sustainability challenges, has developed four 
key system conditions that provide the limits for which the society can remain sustainable (Robèrt, 
2002, p. 65).  

In the sustainable society…  

1. …nature is not subject to systematically increasing concentrations of substances extracted 
from the Earth’s crust. 

2. …nature is not subject to systematically increasing concentration of substances produced by 
society. 

3. …nature is not subject to systematically increasing degradations by physical means. 
4. …human needs are met worldwide. 

The above limits are helpful in terms of identifying in what ways individuals or global corporations 
contribute to irresponsible and short-term behaviour, allowing actions to take place before the 
boundaries are trespassed (Robèrt, Broman, & Basile, 2013). Corporations differentiating themselves, 
within the boundaries of the system, does not risk unforeseen public stigmatization or economic 
suffering, in contrast to an adoption being made too late or not at all. Similarly, early adopters would 
be the winners as further progress and opportunities may arise, even besides the financial advantages 
of, e.g., reduced expenses in manufacturing or increased market shares (Willard, 2002, pp. 60, 100). 

The Environmental Pillar of ESG is strongly committed to the above guidelines and is affected by the 
corporation’s initiatives to apply a sustainable corporation that stands within the aspects of long-term 
and global accountability. Standing liable when employing the environment’s resources and 
continuously regarding the surrounding issues through policies, efficiency measures, and product 
development engagement. 
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2.4.2 Social Pillar 

The social dimension of the three pillars regards the corporation's contribution towards the members 
of both the nearby and global society. Rogers, Gardner & Carlson (2013) describes the concept as 
human well-being that incorporates different measures of social responsibility, such as human 
development, welfare, or quality of life. The European Commission regards Social Responsibility as 
actively including every person to fully participate in society, regardless of disadvantages or 
background (European Commission, 2017). On these terms, Bowen, Newenham-Kahindi & 
Herremans (2010) argues that corporations have large opportunities to develop engagement strategies 
to cooperate with their communities and to provide relevant means for support. It is also stated that 
social responsibility expands the firm’s stakeholder’s management towards communities, to provide 
activities satisfying the community, and less so the primary stakeholders. Likewise, leading 
corporations have realized they need to meet more than the regulatory and financial interests, but also 
meet the expectations of the community as a secondary stakeholder (Vanclay, Esteves, Aucamp, 
Research, & Franks, 2015).  

 

2.4.3 Governance Pillar 

The governance pillar of ESG regards the managerial responsibilities of the corporation. More 
specifically, it regards issues such as protection of stakeholder rights, managerial compensation 
structure and information disclosure quality amongst others (Yoon et al., 2018). Furthermore, 
achieving good corporate governance is an ongoing process that includes introducing policies and 
regulations with constant evaluation and improvements, with the end goal of reducing the effect of the 
issues. There are several other aspects to consider when managing the governance of the corporations, 
there are for instance effects depending on the geographic location of the corporation such as cultural 
and religious traditions, political stability and legal systems (Solomon, 2010).  

The neglection of the importance of corporate governance may have tremendous negative effects and 
has led to the demise of several large corporations over the last decades (Solomon, 2010). The reason 
for the demise of these corporations are several, but in terms of corporate governance, they may be 
reduced down to four types of dysfunctional themes of corporate governance (Tirole, 2006): 

- lack of transparency 
- levels (of compensation) 
- the tenuous link between performance and compensation 
- accounting manipulations  

When there is an absence of a system for disclosure on governance actions, shareholders will 
experience difficulties in finding information about the corporation that they have invested in 
(Solomon, 2010). In other words, the lack of transparency of the corporation’s top management team 
may lead to reduced trust from both investors and stakeholders, reducing the value of the corporation 
(Tirole, 2006).  

The levels of compensation for the top management team has, in recent years has become 
significantly higher, to the point where the compensation is no longer reasonable (Tirole, 2006). 
Jensen (2005) claims that a compensation policy is one of the most important factors for the success 
of an organization. Gillan (2005) supports this claim and gives several reasons why a compensation 
policy should be of priority for a corporation. With such policies in place, a reduction of the level of 
compensation would be expected to take place, allowing for an equal compensation structure 
throughout the corporation. 
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There are concerns that, in the context of a booming economy and a rising stock market, top 
management teams receive a large compensation package without the performance indicators to 
support it (Gillan, 2005). Tirole (2006) further examined this concern and indeed found that there 
persists a weak connection with the compensation given to the top management team and the expected 
performance that should be related to this kind of compensation, was not present in the corporations.  

In many cases, the bonus for executives and the managers in a corporation is based on the accounting 
data for the corporation. Thus, making manipulation of the accounting data lucrative for managers, 
since it will enable them a higher bonus (Tirole, 2006). Discouraging accounting manipulation may, 
therefore, increase both internal and external trust and credibility towards the top management team. 

 

2.5 Summary 

The theory describes how a firm’s performance is strategically aligned with its competitive 
environment, opportunities for value-adding benefits, and risk mitigation. In this sense, the factors 
deciding firm performance may vary, although similarities of performance measures between sectors 
or regions would occur. The theory also describes how Corporate Social Responsibilities have 
transformed into a measurement system of ESG, allowing for a defined and better comparison among 
firms. It is presented that Environmental, Social, and Governance actions are relevant and widely 
discussed topics, creating an opportunity for firms looking to utilize this newly demanded interest.  

The extent of Environmental, Social, and Governance research regarding long-term engagement and 
policies are thorough, generally creating an underlined expectation that these activities are important 
and beneficial for firms. In this regard, the results from this thesis are expected to show that firm 
performance is positively and significantly affected by a firm’s ESG rating, making these actions 
value-adding and economically beneficial. 
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3 Method 
This chapter will describe the methods used in this thesis, both for data collection and statistical 
procedures. The first part will describe the method choice, followed by the data design. Following this 
is an operationalization of variables and description of the regression models. Lastly, the reliability 
and validity of the thesis will be discussed. 

 

3.1 Method choice 

For this thesis, the main objective and purpose is to perform statistical research in order to explain the 
relationship between a collection of dependent and independent variables. Statistical research involves 
identifying and collecting sets of data in an attempt to explain the variables of interest. The data is 
sought to be reliable and collectable, making the consideration of variables and data design a critical 
matter (Martella, Nelson, & Marchand-Martella, 1999, p. 200). As this statistical research aims to 
analyse and specify the relations among the ESG variables with the effect of firm performance, the 
defined procedure of the study design will be deeper explained in this chapter.  

In the literature of research methods, there are mainly two ways of approaching an answer to the 
research question. These options include quantitative and qualitative research methods and are mainly 
distinguished by the collection of data and the design process of research. Furthermore, the mentioned 
difference may not affect the quality of the research, but rather the procedure of gathering and 
interpreting the inputs towards an answer to the research question (Ghauri & Grønhaug, 2010). On 
these terms, the outline of the research question is strongly associated with the choice of method as 
observations, questionnaires, or standardized data may all be compelling for different research 
problems.  

In the sense of this statistical research, large amounts of numerical data will be needed in order to 
arrive at a result bearing significance and validation. This puts increased pressure on the study design; 
making the selection of data sources and data acquiring of high concern. Accordingly, a quantitative 
research method will create the most reliable way of collecting standardized data without any means 
of unfair preference (Martella et al., 1999, p. 202).  

A quantitative research method is preferred when dealing with large amounts of numerical and 
standardized data. However, this presents certain limitations to the research, including that the 
particular research focus becomes a limited reality. Meaning that the reality is explained only through 
discrete and numerical pieces that may not represent the full situation, leading to a statistical cluster in 
that certain area (Ghauri & Grønhaug, 2010). In the case of this statistical research, the in-depth 
insight of why the data behaves in a certain way is not necessary in order to answer the research 
question; further approving a quantitative research method to be of best practice.  

In addition to the reasons mentioned above, the selected method is also based on how previous studies 
within the field has been conducted. The general approach is to used large amounts of historical data 
in order to find statistical explanations of the sought relationships, further strengthening the method 
choice used in this thesis. 

 

3.2 Data design 

3.2.1 Data collection 

This thesis will use secondary data and is collected from Thomson Reuters’ Eikon database. By 
collecting the data from Eikon, it is ensured that the data is presented in a standardized form and poses 
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no threat to being biased, as it could be if the data were individually collected from financial- or 
sustainability reports from each firm (Ghauri & Grønhaug, 2010, p. 90). Similarly, the database is 
repeatedly used in previous studies due to wide coverage and frequently reliable updates (Aouadi & 
Marsat, 2018). Furthermore, the Eikon database provides a direct approach in regards to accessing and 
systemizing the large amount of data needed to pursue the upcoming statistical procedures.  

 

3.2.2 Data reduction 

The data from the Eikon database includes all firms from any European stock exchange. The total 
amount of firms enlisted in each of the ten sectors are visualized below and was compounded into one 
unsorted dataset.   

 
Figure 1 Illustration of the data reduction. *Note: Gathered 16/4-19 

For the data to appropriately fit the upcoming statistical procedures and to be relevant for the research 
question, a large number of firms with missing observations was excluded. As the time-period was set 
to ten years, the sorted dataset contains the firms that have no missing dependent variables together 
with a minimum of one-year ESG reported for the period 2008 to 2017. Conducting the reduction, 
based on the criterions described above, resulted in a dataset comprised of 586 observed firms.  

The reduced data design considers a time-period ranging from 2008-2017, with the total amount of 
companies summarizing to 586, leading to 5% of the total number of Eikon’s publicly traded 
companies in Europe. However, these companies compile to 57.9% of the total market cap in the 
region, characterizes the companies to be large.  

The table below describes the final data collection, consisting of 10 sectors within 21 different 
countries of the European Region.  
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Table 1 Overview of the sample data used in this thesis 

Sectors Number of firms % Countries 
Technology 37 6.3% Austria, Belgium, 

Czech Republic, 
Denmark, Finland, 
France, Germany, 
Greece, Hungary, 
Ireland, Italy, 
Luxemburg, 
Netherlands, 
Norway, Poland, 
Portugal, Russia, 
Spain, Sweden, 
Switzerland, United 
Kingdom 

   
Industrials 127 21.7% 

   
Energy 61 10.4% 

   
Financials 46 7.8% 

   
Utilities 29 4.9% 

   
Health Care 44 7.5% 

   
Basic Materials 83 14.2% 

   
Telecommunication 31 5.3% 

   
Consumer Cyclicals 98 16.7% 

   
Consumer non-
Cyclicals 90 5.2%  
Total 586 100%   

 

3.2.3 Panel data 

To fully examine the relationships of firm performance over the time-period, the use of panel data is 
appropriate. The main purpose of panel data is that it denotes the dependent variable with two 
subscripts, allowing the variable to track its 𝑖𝑡ℎ of n entities in the 𝑡𝑡ℎ  of T periods. When dealing with 
panel data, the dataset is either balanced or unbalanced. A balanced panel contains observations for all 
entities for every time-period. Whereas the unbalanced panel is missing observations for an entity for 
a single time period or there are missing observations for any of the variables (Stock & Watson, 2012, 
p. 390).  

As described in the data reduction part of this chapter, there are some missing values in the dataset 
used, making the used panel unbalanced for this thesis. When dealing with an unbalanced panel, there 
are two ways of handling such missing observations. The first option is to restrict the analysis to 
observations with uninterrupted sequences of data or to fill the missing observations through strong 
assumptions and interpolation methods (Greene, 2012). For the analysis in this thesis, an unbalanced 
panel is regarded as sufficient since filling the gaps with anticipated data might not create an accurate 
observation which may lower the validity of the analysis. 

 

3.3 Operationalization of variables 

3.3.1 Dependent variable 

For this thesis, the dependent variable is aimed to explain firm performance. Therefore, regarding 
theory and previous studies, the measurement of firm performance has been selected as a firm's Year 
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over Year change in Revenue. This measure allows for the evaluation of a firm’s improving, static, or 
worsening financial performance. Over a time-span, the Year over Year change also allows for 
observations and comparisons across time. Even though the panel data will be unbalanced, the 
dependent variable will be fully observed without any missing values, in line with the criterions for 
reduction stated above. 

 

3.3.2 Independent variables 

The first choice of independent variables has derived from the research question, stating the 
relationship between ESG data and firm performance. Therefore, the Environmental, Social, and 
Governance pillar scores are used as independent variables. The pillars are defined by Eikon as 
following: 

Table 2 Independent variables 

Environmental 
pillar 

  
Reflects the company's practices to avoid environmental risks and 
capitalizes on environmental opportunities.  

 

Social pillar 
 Reflects the company's capacity to generate trust and loyalty with its 

workforce, customers and society.   
 

Governance pillar 
 Ensures that the company's board members and executives act in the 

best interest of its long-term shareholders  
  

 

From a panel design point of view, there is no need for this data to be fully observed, allowing the 
data set to be unbalanced. However, the effects of these independent variables are considered 
observable only a year after the changes to ESG are seen. Resulting in an imputed degree of lag to 
consider the right effect over the right time.  

 

3.3.3 Control variables 

Control variables will be added in order to more accurately explain the relationship between 
performance and the explanatory, independent variables. They are used to categorize and distinguish 
firms with different conditions and settings, increasing the relevant information about each firm. The 
additional data is used in this study to control for size, economic resources, and financial leverage. In 
line with previous studies, size, and economic resources.  

The variables used are the firm’s size, economic resources, and financial leverage. The size of the 
firm is regarded as to how many employees they have, and the economic resources are defined as the 
firm's total current assets. Due to the magnitude of these data points compared to the dependent 
variable, they are reduced with their logarithmic value, similar to other research (Yoon et al., 2018; 
Zhao et al., 2018). The financial leverage is presented as a firm’s yearly debt-to-equity ratio. 

 

3.4 Regression models 

When using panel data, there are two commonly used estimation models, fixed effects model (FEM), 
or the random effects model (REM). The FEM assumes that the variables used in the regression are 
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correlated with the omitted effects. Meaning that in the formula for the fixed effects below, the 𝛼𝑖 is a 
group-specific constant term (Greene, 2012).  

𝑦𝑖𝑡 = 𝑥′
𝑖𝑡𝛽 + 𝛼𝑖 + 𝜀𝑖𝑡  

However, the REM assumes that unobserved individual heterogeneity is uncorrelated with the 
variables used in the regression. The effect of this is that the term 𝑢𝑖  in the equation below is a 
random element that is group-specific (Greene, 2012). 

𝑦𝑖𝑡 =  𝑥′
𝑖𝑡𝛽 +  𝛼 +  𝑢𝑖 +  𝜀𝑖𝑡 

The main difference between the two models is that of how the unobserved individual effects are 
allowed to correlate with the regressors in the model. In the FEM, these are allowed to be correlated, 
and in the REM, these are not allowed to be correlated. Instead, there is a random element in the 
equation to correct for these effects (Greene, 2012). 

In order to evaluate which of the two models that are most fitting to the data, a Hausman test is 
performed. The Hausman test works under the condition that the null hypothesis is that the REM is 
preferred, if the null hypothesis is rejected, then the FEM is the more appropriate model (Greene, 
2012).  

 

3.5 Reliability and validity 

In order to determine the reliability and validity of the research, it is important to understand the 
difference between the two terms and how they are related. Reliability is often regarded as the 
consistency of the results, disregarding time (Martella et al., 1999). For this thesis, where secondary 
data is used, the reliability of the source becomes increasingly important. Therefore, as the database 
has been used in previous research and is commonly used by investors, it poses no threat of reducing 
the reliability of the data. One thing to notice about secondary data is that it might have been collected 
for a different purpose (Ghauri & Grønhaug, 2010, p. 91). However, due to the nature of the data, this 
will not serve as a threat to the reliability of the thesis.  

To ensure validity in the results and the research, the researchers must question how the study is 
performed and if what is being measured is measured correctly (Martella et al., 1999). In order to 
make sure that that this thesis is valid, the choice of method and the collected data has been 
thoroughly scrutinized to make sure that the research is being conducted properly. The panel 
regression performed in order to derive at a result has been conducted similarly to previous studies to 
ensure that there is no error or bias in the regression model. 
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4 Results and analysis 
This chapter will present the results from the regressions; the results will also be analysed to enhance 
the understanding of the relationship between the ESG ratings and firm performance. 

 

4.1 Results from the compounded data 

The compounded dataset contains firms from the ten different sectors described in chapter 3.2; the 
result in this section is the first step in order to answer the research question. Following table is the 
descriptive statistics for the compounded dataset. 

Table 3 Descriptive statistics for the compounded dataset 

  Observations Min Median Mean Max NA's 
YoY Change in Revenue 5860 -9.21 0.04 0.19 512.68  
Environmental (T-1) 5109 5.72 65.04 62.3 98.91 751 
Social (T-1) 5109 4.13 62.81 60.43 98.79 751 
Governance (T-1) 5109 1 50.52 50.69 97.23 751 
LOG Employees 5449 0 4.05 4 5.81 411 
LOG Total Current Assets 5737 6 9.17 9.17 11.39 123 
d/E 5852 -205.29 1.50 2.22 265.97 8 

 

The descriptive statistics above provides an overview of the variables and their characteristics. Firstly, 
the dependant variable is fully observed with no missing data, allowing for 5860 observations. The 
maximum and minimum values are showing distant outliers whilst still showing a positive mean of 
19% and a median of 4%, explaining a general yearly growth in revenue for the firms in the 
compounded dataset.  

Secondly, the Environmental and Social scores are similar in the sense of maximum value and only 
some differences in mean, median, and minimum values. The Governance score is altogether lower, 
implicating either a generally tougher grading score or less interest of improvements. When analysing 
this to the yearly mean of the separated ESG scores, seen in appendix C, the Governance score is 
more stationary and has barely increased over the time-period of ten years. While the yearly 
improvement of both the Environmental and Social scores is clear.   

For the control variables, the minimum value of LOG Employees being zero shows the fact that some 
firms only have one reported employee, still accepted as a useful datapoint. Further, the d/E shows 
large intervals between the minimum and the maximum values, whilst a mean close to zero indicates a 
normal spread of the data. In terms of the amount of reported data, d/E is close to being balanced with 
only eight missing observations. On the contrary, the ESG score having 751 missing observation 
points; which is accepted due to the statement in chapter 3.2.  
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Table 4 Correlation matrix for the compounded dataset 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.080      

Social -0.072 0.683     

Governance -0.043 0.280 0.341    

Employees -0.013 0.359 0.418 0.210   

Total Current 
Assets 0.001 0.461 0.485 0.249 0.804  

debt-to-equity 
(d/E) -0.003 0.020 0.044 -0.042 0.074 0.098 

 

For the YoY Change in Revenue, there is a negative correlation with all variables except for Total 
current assets; noticeably the correlation is low. A value that stands out in the matrix is the correlation 
between Employees and Total Current Assets, with a value of 0.804. This correlation might indicate 
that there is multicollinearity in the data. However, according to Pallant (2007), multicollinearity is 
present if the correlation > 0.9, which in this case, it is not. The correlation matrix is not enough in 
order to explain the relationship between the YoY Change in Revenue and the ESG ratings, and it is 
therefore imperative to look at the results from the panel regression. 

Table 5 Regression results from the compounded dataset 

YoY Change in Revenue 
Variables                       Estimate              Std. Error 

Environmental -0.00128*            (0.00068)  
   
Social  0.00052              (0.00064)  
   
Governance -0.00053              (0.00047)  
     
Employees  0.12957***        (0.04684)  
   
Total Current Assets  0.06124              (0.05061)  
   
d/E -0.00074              (0.00083)  
  

Observations 4,674  
R2 0.00483  
Adjusted R2 -0.13232  
F Statistic 3.32158*** (df = 6; 4107)  
  

Note: *p<0.1; **p<0.05; ***p<0.01 
 

The regression results from the compounded dataset show that the environmental rating does have a 
statistical significance on the firm’s YoY Change in Revenue at the 10% level. However, the estimate 
is shown to be negative, meaning that an increase in the environmental rating is reducing the YoY 
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Change in Revenue. The social score shows a positive relation but does not show any statistical 
significance, making interpretations limited. The control variable Employees give a strong and 
positive relation with the dependant variable at the 1% level. Nonetheless, this dummy variable is 
only included to check for company size, giving it low value in terms of answering the research 
question. 

For the compounded data set, both a FEM and a REM was used. In order to decide which model that 
was more suitable for the data, a Hausman test was introduced, which rejected the null hypothesis, 
indicating that the FEM is more suitable for this regression. 

In terms of other regional ESG research, the result confirms the previous research conducted in Korea, 
where ESG and firm value was investigated (Yoon et al., 2018). Though, they segregate their results 
to sensitive industries, resulting in negative estimates on all three ESG scores. They argue that their 
findings are inconsistent with the value-enhancing theory of CSR practices, while it does correspond 
to their highlights of the cost-generating aspects of CSR practices. 

Contradictory to the results above, Garcia et al., (2017) found a positive correlation between the 
environmental score and firm performance. This difference may be explained by the fact that their 
study was conducted on an emerging market, which may display saturation in the European region. 
The countries in that study are in a developing phase, hence the positive correlation between 
Environmental score and firm performance. Another crucial aspect is their accounted time-period, 
ranging for only three years between 2010 and 2012, not fully examining the long-term change and 
effects.  

The F-statistics for the regression show significance at the 1% level, indicating a high fit of the model. 
However, the 𝑅2 shows a low estimate which means that even though the goodness-of-fit is high, the 
model only explains a small portion of the observations, making these results difficult to generalize. 
Since these results may not be suitable for a more general conclusion of the ESG ratings effect on 
firm performance, the firms have been divided into their respective sectors for a more in-depth 
analysis of the European market.  

 

4.2 Regression results from individual sectors 

To further investigate the relationship between ESG rating and firm performance, ten different sectors 
was considered individually. In other words, in excess to the regression performed on the 
compounded data, statistical models were also performed on the ten different sectors described in 
chapter 3.2. For all regressions in this section, a Hausman test has been performed to evaluate which 
of the models that is more fitting, the rejected one is not presented. The figure below represents how 
the compounded dataset was divided into the ten different sectors and the amount of firms that are 
represented in each sector. 
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Figure 2 Illustration of the separation of sectors 

When looking at the sectors individually, there are four sectors showing significance on the ESG 
rating for the firm performance. These four sectors are Utilities, Basic materials, Consumer cyclicals, 
and Consumer non-cyclicals; the results from these sectors are presented and analysed in this chapter. 
The remaining sectors will not be presented, but the correlation matrices and their regression results 
can be found in the appendices. 

Table 6 Regression results for the Utilities and Basic Materials sector 

  YoY Change in Revenue  

  Utilities   Basic materials  

Variables                      Estimate            Std. Error        Estimate             Std. Error   

Environmental -0.00176          (0.00121)        -0.00086              (0.00098)  
     
Social -0.00333***    (0.00121)         0.00189*            (0.00099)  
     
Governance -0.00127          (0.00094)        -0.00047              (0.00070)  
      
Employees  0.18790*             (0.10704)         0.05530              (0.09013)  
     
Total Current Assets  0.05207          (0.09953)         0.01218              (0.09834)  
     
d/E -0.00129          (0.00241)        -0.00425              (0.00297)  
    

Observations 251  660  
R2 0.08639  0.01382  
Adjusted R2 -0.09283  -0.14823  
F Statistic 3.29391*** (df = 6; 209)  1.32151 (df = 6; 566)  
    

Note: *p<0.1; **p<0.05; ***p<0.01   
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Utilities 

The utility sector is extensively composed of companies involved in the delivery of water, natural gas, 
electricity, and other related services (TRBC). 

The correlation matrix for the Utilities sector, see appendix A.1, shows both negative and low 
correlation between the YoY Change in Revenue and the independent variables. The negative 
correlations lead to an expected negative estimate in the following regression model. However, the 
expectation of a negative estimate is only derived from the relationship between two variables, not 
considering the others. The correlation between employees and total current assets is high relative to 
other correlations but poses no threat of multicollinearity according to (Pallant, 2007). 

In the regression results for the Utilities sector, we notice a clear significance on the Social score and 
a lower significance on the number of Employees. However, the Social score shows a negative 
estimate at the 1% level, meaning an increase in the social rating will cause a decrease of the Year 
over year Change in Revenue. The results also show that there is significance at the 10% level for 
Employees with a positive estimate. Thus, making the size variable of a more beneficiary in this 
sector.  

The F-statistic shows high significance, approving the explanation of the dependent variable at an R-
squared value of 8.6%. 

The research in the utility sector in the European region is limited. However, Research conducted on 
power generating companies in China shows that the combined ESG score indeed have an impact on a 
firm’s performance (Zhao et al., 2018). Since this thesis investigates the separate ESG scores, it is not 
possible to make a comparison with the results from that study, but it is assumed that the firm 
performance within the Utilities sector in the European region is not likely to create the same effect as 
the study performed in China. This is due to the regional regulations and especially “the major 
pollution emission indicators” (Zhao et al., 2018, p. 16) 

Basic materials 

The basic materials sector contains firms that are present in the chemicals, mineral resources, applied 
resources, and industrial goods sub-sectors (TRBC).  

The correlation matrix for the basic materials sector, see appendix A.2, indicates that all of the 
independent variables have a low correlation with the YoY Change in Revenue. Two variables show a 
positive correlation with the YoY Change in Revenue, the social score, and the governance score. 
This would indicate that for the regression, these two variables are expected to show a positive 
estimate. In this correlation matrix, two variables are close to being multicollinear. However, with the 
correlation still being < 0.9, this is not seen as a point of concern (Pallant, 2007). 

The regression results from the Basic materials sector show statistical significance at the 10% level 
for the Social score on the YoY Change in Revenue for firms, the estimate for the Social rating is also 
positive, showing the first and only positive regression result of this research.  

The results of this regression can be explained by the fact that the Social score is closely related to the 
CSR activities that firms are incorporating into their business. As described in chapter 2.4 in this 
thesis, the Social score regards the contribution that the firm is making towards the members of the 
nearby and the global society. These results may indicate that the Basic materials sector is a socially 
sensitive industry and that improvement towards the firm’s social rating will result in a financial 
benefit for the firms in this sector (Miralles-Quirós et al., 2018).  

Another analysis made from these regression results is that the Basic material sector is more 
dependent on business-to-business than the other sectors, as they can be seen as subcontractors to 
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other manufacturing firms and sectors, supplying the raw material. Implying that businesses are more 
inclined than customers when it comes to choosing the right and more responsible products. 

Although the results from the regression show a significance of the Social score on firm performance, 
the low 𝑅2 value means that the regression only applies to a small portion of the observations. The F-
statistics does not show any significance for this result, leading to a questionable overall fit of the 
model. The low 𝑅2 and the lack of significance of the F-statistics makes it so that these results have 
limited possibilities for interpretation. 

Table 7 Regression results for the Consumer cyclicals and Consumer non-cyclicals sector 

  YoY Change in Revenue   

  Consumer cyclicals   Consumer non-cyclicals  

Variables                      Estimate            Std. Error        Estimate             Std. Error   

Environmental -0.00401**       (0.00162)         0.00302              (0.00197)  
     
Social -0.00235           (0.00165)         0.00242              (0.00179)  
     
Governance -0.00134           (0.00133)        -0.00202*            (0.00112)  
     
Employees  0.02685           (0.06146)        -0.10445              (0.17898)  
     
Total Current Assets  0.14863**       (0.06103)         0.01218              (0.09834)  
     
d/E  0.00010           (0.00117)         0.00056              (0.00210)  
     
Constant -0.95430**       (0.37845)    
    
Observations 806  250  
R2 0.03908  0.05613  
Adjusted R2 -0.03187  -0.14646  

F Statistic 
32.49767*** (df = 6; 

694)  2.03185* (df = 6; 205)  
    

Note: *p<0.1; **p<0.05; ***p<0.01 
 

Consumer cyclicals and Consumer non-cyclicals 

The Consumer cyclicals sector contains firms that are present in the automobiles and auto parts, 
textile and apparel, household goods, hotels and entertainment, and other retailing businesses. 
Whereas the Consumer non-cyclicals contain firms that are acting food and beverages, personal and 
household products and services as well as drug retailing (TRBC). 

The correlation matrix for the Consumer cyclicals sector, see appendix A.3, is also showing a low 
correlation between the YoY Change in Revenue and the predictor variables. The ESG scores show a 
negative correlation, while the other independent variables show a positive correlation. 
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The correlation matrix for the Consumer non-cyclicals, see appendix A.4, show similarities to the 
previous sectors, still showing a positive yet moderate correlation between the Environmental and 
Social score. Of interest is the exact same correlation results between Social and Governance in the 
Consumer- and Consumer non-cyclicals sectors, while some of the other results show close to 
identical values. This indicates similarities between these two sectors, creating strong predictability 
and potentially likewise regression results. The multicollinearity is continuously rejected between any 
of the variables.  

The regression results for the consumer cyclicals sector show that there is statistical significance at the 
5% level for both the Environmental score and the Total current assets. The estimates are respectively 
negative and positive.  

The regression results for the Consumer non-cyclicals sector show statistical significance at the 10% 
level for the Governance score. However, as with the Consumer cyclicals sector, the estimate is 
negative.  

These results are indicating that an increase in the Environmental or Governance score will translate 
into a decrease of YoY Change in Revenue. As mentioned in chapter 2, the firm interest in 
sustainability is constantly increasing. Contradictory, following the results from these two sectors, it is 
seen that an effort into sustainability and corporate governance will have a negative effect on the next 
years change in revenue, which disproves the trends mentioned earlier and any value adding benefits 
from responsible actions. In this sense, firms might invest for other reasons than short-term profit, 
indicating that either the variables or imputed lag do not explain the relationship correctly.  

As the theory describes, Robèrt (2016) discusses the dilemma of firms always seeking a win-win 
situation; firms should realize the long-term opportunities of investing in sustainability. In this regard, 
efficient and aware management is beneficial for decision making, allowing firms to stay vigilant in 
fast transitional markets. However, as the regression results oppose this, an analysis for these sectors 
might be subjected to different imputations, variables, and lag-inputs. In this sense, other variables for 
firm performance may be more suitable, also imputing a different the cause and effect of one-year lag 
to be off.  

However, there are aspects regarding these sectors making it difficult, to draw conclusions and make 
assumptions, since these sectors are combined of several, non-similar, groups of firms, creating a need 
to investigate these ESG relationships further. Similarly, as there are not any previous studies 
regarding either one of these sectors with the ESG scores, making it impossible to make a 
comparative analysis against other studies. With the obstacles in these sectors, it would be preferable 
to divide them into their sub-contents to further analyse each group of firms independently. 

Remaining sectors 

There are, as mentioned before, a total of ten sectors that have been analysed independently. The 
remaining six sectors that did not show any significance, and therefore was not presented in this 
chapter was the following sectors: Energy, Industrials, Financials, Healthcare, Technology, and 
Telecommunications. These sectors have been disregarded since their regression results did not show 
any statistical significance for any of the ESG ratings. Without statistical significance, there is no 
reliability in the results from these sectors, meaning that it is not possible to make a valid claim about 
the relationship. The reason that these sectors are not showing any statistical significance might be 
related to the nature of the sector or the choice of performance measure. The correlation matrices can 
be found in Appendix A, and the regression results can be found in Appendix B. 
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5 Conclusion and future possibilities 

The following chapter contains a conclusion where the research question will be answered based on 
the results of the thesis. Contribution to the field of research and recommendations for future studies 
will be discussed in this chapter. 
 
5.1 Conclusion 

For this study, in-depth statistical research regarding ESG ratings’ effect on firm performance has 
been conducted. The interest of ESG has steadily increased over the last years, and the result of this 
thesis aims to answer if a change in firm performance can be explained by the individual ESG ratings.  

The research question, presented in chapter 1.3, states the following, 

 

How does the performance of firms, within the European market, respond to their ESG ratings? 
 

To answer the research question, a large amount of firm data has been secondarily collected for a 
time-period of ten years, including all stock exchanged firms within the European region. The 
regression result of the compounded dataset, seen in chapter 4.1, shows significance only on 
Employees and Environmental score. The estimate of these variables is considered to be low, though 
in terms of the research question, the state and direction of the relationship is of more interest than the 
magnitude of the estimation. The compounded dataset also shows a low but significant 𝑅2, stating 
low explanation of the dependent variable. Consequently, to allow for further analysis and to answer 
the research question, dividing the compounded data into individual sectors was imperative.  

The compounded dataset was divided according to the sectors described in chapter 4.2. The results 
from the individual regressions show that in four sectors, the individual ESG ratings are connected 
with firm performance. The results from these sectors confirm the expected significance stated in 
chapter 2. However, only the Basic materials sector confirms the expected positive relation. Even 
though this positive relation exists in this sector, the result indicates that the model is only explains a 
small part of the observations, due to a low 𝑅2. It also shows no significance for the F-statistics, 
which indicates a poor fit of the model.  

The other three sectors did show significance on at least one of the ESG ratings, as well as the F-
statistics. Nonetheless, as these results are negatively affecting the firm performance, they also 
contradict the expected positive relation stated in chapter 2.5. Resulting in not approving any of these 
sectors for a positive and significant relationship with Year over Year change in Revenue, showing a 
negative effect between the ESG score and firm performance. 

 

5.2 Contribution to the field of research 

Previous research conducted within the ESG field has been limited by either country aspects or by 
certain market sectors. Regions such as parts of Asia, South-America, and North-America has been 
included in the previous research, but the European region has not yet been fully explored. The limit 
“market sectors” have generally restricted the number of firms investigated, which in turn limits the 
generalizability of the research.  

The study conducted shows that when combining the market sectors in the European region, there is 
not enough statistical evidence that supports the theory that ESG ratings have any considerable effect 
on the revenue of firms. This result is not equivalent to previous studies proving statistical and often 
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positive evidence for the relationship between ESG ratings and firm performance. However, some 
previous research arrives at a similar conclusion, rejecting positive effects on firm performance from 
ESG score. For example, Garcia et al., (2017) finds a significant but negative correlation between firm 
performance and their Environmental score. They conclude that this negative correlation is derived 
from investors’ lack of interest in climate change policies. Therefore, this thesis strengthens the 
results from previous studies that show a negative effect from ESG ratings, further dividing the two 
opposite sides of ESG’s contribution to firm performance.  

This thesis contributes to the field of research as it takes the first steps into exploring how the separate 
ESG ratings are affecting the performance of firms within the European region, which as mentioned 
before, have not been investigated. Although the results do not show any clear positive relationship 
between the variables, it serves as a baseline for future studies in the field of ESG. 

 

5.3 Recommendations for future studies 

For this thesis, the dependent variable has been chosen as the YoY Change in Revenue, which is used 
as a performance measure for the firms. With the use of this measure for performance, the results 
show no relationship with the explanatory variables, opening up the possibility for future studies to 
investigate if there are other performance measures that the ESG ratings might explain better. As 
discussed in chapter 2.3, there are multiple ways to measure a firm’s performance, and depending on 
research purpose, more or other control variables might allow for a better explanation of the 
dependent variable chosen.  

As mentioned in chapter 3.2, the data for this study has been unbalanced, which means that 
observations are missing in the data. An interesting point for future studies might be to only use firms 
that have observed data over the full time-span, comparing if the gaps display any varying results.  

A part of this thesis was to perform a regression on a compounded dataset containing firms from all 
sectors in the European region. Therefore, an interesting point of further research is to compare the 
results from this study to other regions or also to separate the sectors country-wise. Naturally, making 
similarities or differences between regions and countries clear.  
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Appendix A – Correlation matrices 
Appendix Table A. 1 Correlation matrix for the Utilities sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.114      

Social -0.083 0.766     

Governance -0.046 0.407 0.410    

Employees -0.012 0.283 0.219 0.020   

Total Current 
Assets -0.036 0.469 0.464 0.151 0.844  

debt-to-equity 
(d/E) -0.011 0.171 0.168 -0.040 0.148 0.195 

 

Appendix Table A. 2 Correlation matrix for the Basic Materials sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.010      

Social 0.009 0.571     

Governance 0.011 0.141 0.270    

Employees -0.030 0.371 0.493 0.358   

Total Current 
Assets -0.004 0.456 0.470 0.301 0.850  

debt-to-equity 
(d/E) -0.095 -0.041 0.011 -0.004 0.089 0.0023 

 

Appendix Table A. 3 Correlation matrix for the Consumer Cyclicals sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.119      

Social -0.100 0.676     

Governance -0.068 0.403 0.425    

Employees 0.073 0.341 0.373 0.338   

Total Current 
Assets 0.089 0.369 0.388 0.291 0.816  

debt-to-equity 
(d/E) 0.016 -0.016 0.002 -0.063 0.043 0.050 
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Appendix Table A. 4 Correlation matrix for the Consumer non-Cyclicals sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.120      

Social -0.096 0.706     

Governance -0.071 0.474 0.425    

Employees 0.025 0.240 0.460 0.179   

Total Current 
Assets -0.054 0.389 0.572 0.218 0.842  

debt-to-equity 
(d/E) -0.030 -0.078 -0.128 -0.077 -0.044 -0.111 

 

Appendix Table A. 5 Correlation matrix for the Technology sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.088      

Social -0.087 0.787     

Governance -0.078 0.526 0.509    

Employees -0.068 0.640 0.616 0.461   

Total Current 
Assets -0.008 0.592 0.633 0.489 0.892  

debt-to-equity 
(d/E) 0.015 0.107 0.090 0.100 0.021 -0.033 

 

Appendix Table A. 6 Correlation matrix for the Industrials sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.088      

Social -0.072 0.665     

Governance -0.010 0.148 0.212    

Employees -0.027 0.426 0.447 0.109   

Total Current 
Assets -0.016 0.528 0.485 0.067 0.762  

debt-to-equity 
(d/E) -0.018 0.034 0.036 -0.050 0.036 0.042 
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Appendix Table A. 7 Correlation matrix for the Energy sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.093      

Social -0.082 0.682     

Governance -0.019 0.214 0.294    

Employees -0.064 0.498 0.397 0.189   

Total Current 
Assets -0.025 0.585 0.497 0.263 0.870  

debt-to-equity 
(d/E) 0.114 0.125 0.141 -0.021 0.027 0.059 

 

Appendix Table A. 8 Correlation matrix for the Financials sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.001      

Social -0.003 0.641     

Governance -0.105 0.169 0.119    

Employees 0.156 -0.083 0.128 0.098   

Total Current 
Assets 0.069 -0.088 -0.173 0.150 0.539  

debt-to-equity 
(d/E) -0.057 -0.196 -0.149 0.103 0.074 0.383 

 

Appendix Table A. 9 Correlation matrix for the Health Care sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.109      

Social -0.107 0.736     

Governance -0.072 0.360 0.473    

Employees -0.181 0.577 0.615 0.313   

Total Current 
Assets -0.164 0.622 0.708 0.463 0.915  

debt-to-equity 
(d/E) 0.004 -0.047 -0.059 -0.084 -0.049 -0.062 
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Appendix Table A. 10 Correlation matrix for the Telecommunication sector 

  YoY Change 
in Revenue Environmental Social Governance Employees Total Current 

Assets 

Environmental -0.099      

Social -0.121 0.785     

Governance 0.007 0.358 0.428    

Employees -0.119 0.555 0.615 0.185   

Total Current 
Assets -0.095 0.614 0.596 0.l175 0.910  

debt-to-equity 
(d/E) -0.294 -0.025 -0.050 -0.105 0.048 0.062 
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Appendix B – Regression results 
Appendix Table B. 1 Regression results for the Technology and Industrials sectors 

  YoY Change in Revenue   

  Technology   Industrials   

Variables                      Estimate            Std. Error        Estimate             Std. Error   

Environmental -0.00006           (0.00114)        -0.00141              (0.00102)  
     
Social -0.00117           (0.00126)         0.00020              (0.00089)  
     
Governance -0.00081           (0.00086)        -0.00014              (0.00068)  
     
Employees -0.10159**           (0.05113)         0.36635***         (0.07340)  
     
Total Current Assets  0.13323**       (0.05498)         0.01051              (0.08877)  
     
d/E  0.00582           (0.00740)         0.000002            (0.00006)  
     
Constant -0.62992*         (0.33042)    
    
Observations 287  1078  
R2 0.03060  0.03261  
Adjusted R2 0.00983  -0.11193  
F Statistic 8.83955 (df = 6; 235)  5.26482*** (df = 6; 937)  
    

Note: *p<0.1; **p<0.05; ***p<0.01 
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Appendix Table B. 2 Regression results for the Energy and Financials sectors 

  YoY Change in Revenue   

  Energy   Financials   

Variables                      Estimate            Std. Error        Estimate             Std. Error   

Environmental -0.00143           (0.00097)         0.00071              (0.00149)  
     
Social -0.00097           (0.00089)        -0.00061              (0.00164)  
     
Governance  0.00003           (0.00066)        -0.00239**           (0.00121)  
     
Employees -0.06192*              (0.03263)         0.07511*                 (0.04036)  
     
Total Current Assets  0.08124**       (0.03857)         0.00696               (0.05471)  
     
d/E  0.00952***     (0.00337)        -0.00310                (0.00390)  
     
Constant -0.33501           (0.24157)        -0.11193               (0.43251)  
    
Observations 485  236  
R2 0.03529  0.03846  
Adjusted R2 0.02318  0.01327  

F Statistic 
17.48315*** (df = 6; 

415)  9.15208   
    

Note: *p<0.1; **p<0.05; ***p<0.01 
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Appendix Table B. 3 Regression results for the Health Care and Telecommunication sectors 

  YoY Change in Revenue   

  Health care   Telecommunications   

Variables                      Estimate            Std. Error        Estimate             Std. Error   

Environmental -0.00033           (0.00141)        -0.00037              (0.00073)  
     
Social  0.00033           (0.00137)        -0.00055              (0.00076)  
     
Governance -0.00041           (0.00098)         0.00044              (0.00056)  
     
Employees -0.08090                 (0.05413)        -0.00207                  (0.04160)  
     
Total Current Assets  0.01449           (0.07181)        -0.00562             (0.04432)  
     
d/E -0.00005           (0.00043)        -0.00497***        (0.00101)  
     
Constant  0.30029           (0.43837)         0.11524              (0.27398)  
    
Observations 363  259  
R2 0.03351  0.10303  
Adjusted R2 0.01722  0.08167  
F Statistic 12.34434* (df = 6; 304)  23.93565*** (df = 6; 214)  
    

Note: *p<0.1; **p<0.05; ***p<0.01 
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Appendix C – Trends in ESG and YoY Change in Revenue 
Appendix Table C. 1 Mean of ESG ratings by year 

 
 


