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ABSTRACT 

This paper evaluates how Environmental, Social and Governance (ESG) performance determines the valuation 

of firms in Asian as well as European stock markets. In the analysis, the relationship between ESG scores and 

Tobin's Q is investigated using panel data of 7,520 firm-years of 1,789 listed companies on five major stock 

exchanges (Tokyo, Shanghai, NSE India, London, and Paris) during 2020-2024 to control the effects of the size 

of the firm, leverage, and profitability. The results indicate that there is a significant heterogeneity of the ESG-

valuation relationship by region. ESG performance has a positive and statistically significant relationship with 

the valuation of firms in European markets as predicted by the stakeholder theory. Conversely, the Asian mar-

kets have weak or null effects indicating that there are institutional differences in the value of ESG among 

investors. The breakdown of the ESG score into pillars of the score reveals that it has varied impacts on envi-

ronmental, social, and governance dimensions with governance having the most stable relationship with valu-

ation. The findings are also strong in other valuation measures, winsorization, and year fixed effect specifica-

tions. These results reflect the significance of institutional environment, regulatory systems, and investor in-

terests in the process of financial materiality of ESG performance, and provide substantial significance to the 

corporate managers, investors, and policymakers in developed and emerging markets. 
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 G34: Corporate Governance; Corporate Finance 

 M14: Corporate Social Responsibility 

 Q56: Environment and Development 
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CHAPTER 1: INTRODUCTION  

1.1 Background and Context 

Environmental, social and governance (ESG) concerns have ceased to be placed on the periph-

ery of corporate strategy and investment decision making to the core. The integration of ESG in capital 

markets has gained speed in the last ten years by a great margin. According to the Global Sustainable 

Investment Alliance (2022), the total managed professionally in terms of assets that are sustainable 

and consider ESG factors include more than one-third of the world market with over $35 trillion. Large 

institutional investors like BlackRock and Vanguard have made public commitments to incorporate 

the ESG factors in their investment policies and have considered sustainability as the key to creating 

long-term value (Azar et al., 2021). 

This change exhibits both demand-side and supply-side processes. Regulatory authorities on 

the supply side (especially in Europe) have developed all-inclusive ESG disclosure mandates. The 

Corporate Sustainability Reporting Directive (CSRD) of the European Union sets out comprehensive 

non-financial reporting requirements of large companies, with the Sustainable Finance Disclosure 

Regulation (SFDR) making asset managers disclose their approach to sustainability. These regulatory 

changes are an indication that the authorities believe that ESG information is material to the decision-

making process of investors, as global standards on sustainability reporting (IFRS S1 and S2) have 

been issued by the International Sustainability Standards Board (ISSB).1 

On the demand side, investors have changed their tastes significantly towards sustainable in-

vestments. ESG performance is becoming more relevant to the risk management and long-term returns 

by institutional investors, and investments that conform to the values of retail investors. It is this shift 

in demand that has led to massive inflows of capital in ESG labelled investment products with sustain-

able funds receiving more than $500 billion in net inflows over the past few years (Morningstar, 2023). 

Although this trend is present, one of the primary questions is not addressed properly, namely: 

Does ESG performance have a significant impact on the valuation of firms in capital markets? Alt-

hough this question has been discussed by many academic works, the evidence is still inconclusive 

and contradictory. Other studies report the positive ESG-valuation correlations (Gomers et al., 2003; 

Eccles et al., 2014), and others report the weak, null, or even negative correlations (Pastor et al., 2021). 

A lot of available evidence is based on the U.S. markets, so we do not know whether the results can be 

extrapolated to other institutional and regulatory environments. 

This research fills this gap by discussing ESG-valuation associations in Asian and European 

capital markets based on the 1,813-firm panel data of 2020-2024(5 Years). Our sample covers five 

large stock markets namely Tokyo Stock Exchange (512 firms), Shanghai Stock Exchange (488 firms), 

National Stock Exchange of India (467 firms), London Stock Exchange (223 firms) and Paris Stock 

Exchange (123 firms), with 7,742 firm-year observations. This geographic focus facilitates a direct 

comparison between areas that have significantly different ESG ecosystems: European markets where 

there is compulsory disclosure framework and well-developed ESG framework, and Asian markets 

with more diversified regulatory frameworks and new ESG frameworks. 

1.2 The ESG-Valuation Puzzle 

Theoretically, ESG performance may have various influences on the valuation of firms, which 

produce conflicting forecasts. According to the stakeholder theory (Freeman, 1984), companies that 

are successful in their stakeholder relationship management can generate long-term value by improv-

ing reputation, customer loyalty, employee productivity, and less regulatory risk. The 

 
1 The ISSB standards (IFRS S1 and S2) were issued in June 2023 and represent the first global baseline for sustainability 
disclosures, endorsed by IOSCO. While adoption is voluntary at the international level, several jurisdictions including the 
UK, Singapore, and Australia have announced plans to incorporate IFRS sustainability standards into their regulatory 
frameworks. 
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conceptualization of strong ESG practices as valuable intangible resources that are not easily imitable 

by competitors is the resource-based view (Barney, 1991) that can be used to create sustained compet-

itive advantage. In such structures, the high ESG performance must have a positive correlation with 

firm valuation. 

On the other hand, agency theory (Jensen and Meckling, 1976) is of the view that agency ESG 

investments might be an expression of an agency-building by the managers and not maximization of 

shareholder value. The managers can greenwash - purporting to be committed to ESG, without having 

any substance - to improve their own reputation at the cost of shareholders. In this sense, ESG spending 

can be viewed as agency costs which must have a negative valuation impact. 

The investigation by Pastor et al. (2021) presents further complexity as recent theoretical work 

by the authors includes an equilibrium model in which investors possess heterogeneous ESG prefer-

ences. According to this model, ESG-responsible investors will be willing to receive reduced expected 

returns on high-ESG stocks because they will have non-pecuniary utility in owning them. This demand, 

which is based on taste, increases the existing valuations of high-ESG companies but suggests reduced 

returns in the future. Therefore, ESG and valuation can be positively correlated in cross-section with 

ESG predicting negative future returns. 

To make the situation even more complicated, it is shown by Berg et al. (2022) that the ratings 

of the same companies by major ESG rating providers show varying results (average pairwise corre-

lation is about 0.61 versus 0.99 in the case of credit ratings). This general disorientation leaves it un-

certain what exactly is the measure of the performance of ESG and how effectively markets can effi-

ciently price it. Such theoretical ambiguities and measurement problems highlight the reason why the 

empirical evidence is so divided. This research is helpful as it analyses a well-designed sample of 

international companies with detailed ESG data of one uniform source (Refinitiv). 

1.3 Research Question and Objectives. 

Four major research questions are explored in This research: 

RQ1: Does ESG performance have any impact on the valuation of firms in Asian and European capital 

markets? 

We analyse at the baseline whether the companies with better ESG performance receive higher valua-

tions (in terms of Tobin Q, market-to-book ratios, and price-to-book ratios) and determine it with re-

spect to any fundamental determinant of these companies such as profitability, size, and leverage. Our 

models are panel data models that use firm fixed effects and lagged ESG scores to determine whether 

within-firm increases in ESG performance are related to valuation changes. 

RQ2: Are there any difference-in-associations between various ESG dimensions and firm valuation?  

There is theory that the three pillars of ESG can have different impacts on valuation. The quality of 

governance has a direct impact on the agency costs and efficiency in capital allocation (Gomers et al., 

2003). Efficiency in operations might be indicated by environmental performance (Kruger, 2015). So-

cial performance can increase the productivity of the employees and customer loyalty (Edmans, 2011). 

To determine the dimensions that drive any observed ESG-valuation relations, we break down aggre-

gate ESG scores into pillar-specific measures. 

RQ3: Are there differences in the ESG-valuation relations between institutional settings and indus-

tries? 

The institutional factors such as regulatory stringency and investor sophistication can be tested by our 

comparative strategy in Asian and European markets on whether ESG-valuation associations rely on 

these factors. In our sample, Asian exchanges will make 81% of observations compared to European 

exchanges making 19% with mean ESG scores significantly different (46.7 in Asia and 61.6 in Eu-

rope). We also study variation at the industry level using seven key industries (25 percent of observa-

tions): Industrials (25 percent), Consumer Cyclicals (19 percent), Basic Materials (16 percent), Tech-

nology (15 percent), Healthcare (9 percent), Consumer Non-Cyclicals (9 percent) and Real Estate (6 

percent). 
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RQ4: Does long-term ESG growth lead to valuation growth? 

Cross-sectional ESG-valuation relationships can be related to selection effect and not causation. We 

examine whether firms experiencing sustained ESG score improvements over 2020-2024 exhibit cor-

responding valuation gains, using first-difference specifications that isolate within-firm temporal var-

iation. 

1.4 Significance and Contributions of the Research. 

1.4.1 Theoretical and Methodological Contributions. 

First, we offer new findings on institutional contingency in ESG-valuation relations. Although 

the bulk of previous studies is on the U.S. markets, our analysis of Asian Europeans directly examines 

the issue of whether the results can be extrapolated to radically different regulatory and investor set-

tings. In case ESG-valuation correlations are found to be stronger in Europe as compared to Asia, this 

would confirm theory that ESG materiality is contingent upon institutional setting (Jackson and Apos-

tolakou, 2010). 

Second, we help in realizing what ESG dimensions are the most important to be valued. Our 

way of simultaneously analysing all the three pillars in two geographical regions and different indus-

tries would help us determine whether associations of the pillars are universal or context specific. 

Third, our panel data model that uses firm fixed effects and lagged independent variables solves the 

issue of identification that afflicts cross-sectional ESG studies. Although we cannot assert the definite 

causal identification unless ESG is exogenously varied, our approach is the current best practice. We 

employ methodologically extensive panel data (7,742 observations of firm-years of 1,813 firms in five 

years) with statistical power but allowing panel econometric analysis to adjust to unobserved hetero-

geneity. To solve the ESG measurement problem, the data provided by Refinitiv is used exclusively, 

and ESG scores are available on 42 percent of firm-years. We use various valuation measurements to 

ensure strength in specifications. 

1.4.2 Practical Implications 

Our results guide ESG integration strategies to the portfolio manager and institutional inves-

tors. In case there are ESG-valuation correlations and these correlations are systematically different 

between regions or industries, then investors can make optimal choices in building a portfolio by fo-

cusing on ESG where it is most valuable. On the other hand, weak relationships imply that ESG screen-

ing is mainly used to satisfy values-based preferences and not to improve risk-adjusted returns. 

To managers of corporations, our findings shed light on the existence and location of ESG 

investments that create the shareholder value. Provided that markets reward the ESG performance in 

some situations, the managers can justify ESG expenditures financially. In case ESG is not systemati-

cally priced in markets, ESG managers must defend investments by other rationale, including stake-

holder relations or regulatory compliance. 

To policy makers and regulators, our findings address the argument regarding the compulsory 

ESG disclosure. When ESG information is value-relevant and markets are efficient in using it, such a 

requirement is associated with higher allocative efficiency. Nonetheless, where markets fail to reward 

ESG especially in jurisdictions with weaker ESG ecosystems, mandates can create compliance costs 

that are not rewarded. 

1.4.3 Addressing Evidence Gaps 

There are a number of gaps in the existing evidence that our study is going to address. To begin 

with, the majority of studies concentrate on the U.S. markets. We apply the same measurement and 

estimation techniques to Asian, as well as European regions, which makes it possible to compare them 

credibly. Second, previous studies tend to analyse short time intervals or make use of cross-sectional 

differences. The panel of five years (2020-2024) that we use also takes advantage of cross-sectional 

and time-series variation by asking whether ESG-valuation relationships are dynamically significant. 
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Third, the current literature tends to focus on aggregate ESG scores and does not break them down by 

pillar or examine industry heterogeneity systematically. Our methodology considers the environmen-

tal, social and governance aspects individually in seven industry segments and two geographic areas. 

1.5 Scope and Limitations of the Research. 

A number of scope limitations are to be mentioned. To begin with, we have a sample of publicly 

traded companies in five large exchanges. Results might not be applicable in small-cap firms, privately 

owned firms, or firms in non-developed markets. Second, we are measuring ESG performance with 

the help of Refinitiv scores. Although Refinitiv has a strict methodology, all ESG ratings are based on 

underlying performance and quality of disclosure, and varying rates are offered by different providers 

(Berg et al., 2022). 

Third, our five-year sample (2020-2024) is not very long to measure long-term impacts. Other 

ESG projects could take decades to translate into valuation. Nonetheless, current developments in ESG 

ecosystems such as the issuance of ISSB standards, the adoption of CSRD, and the increasing volume 

of sustainable investment flows are also important in our period. 

Fourth, although our panel design, firm fixed effects and lagged independent variables design 

helps to reduce endogeneity issues, we cannot say that we have caused identification. In high-valuation 

firms, they might invest more in ESG in the past, forming some levels of persistent correlations that 

our methods cannot completely disentangle. We do not understand findings to be recording cause and 

effect relationships but only systematic relationships. 

Lastly, our comparison between Asian Europeans involves a lot of heterogeneity within the 

region. United Kingdom and France are not similar to Japan, China and India in economic develop-

ment, quality of governance and ESG frameworks. Our dummies of the region give us but rude char-

acter of this heterogeneity. 

1.6 Key Findings Preview 

Several significant conclusions are made in the course of our analysis: 

Findings 1: Regional Heterogeneity Preeminent. 

The most vivid outcome is a high level of heterogeneity in the regions. The ESG scores of 

European markets are statistically significantly positively related to the firm valuation, controlling the 

size, the profitability, and the leverage. The positive relationship between ESG score and Tobin Q is 

between 8-12 percent when the ESG score increases by one standard deviation. Conversely, ESG-

valuation relationships are near zero and statistically insignificant in Asian markets. The regional dif-

ference is probably a result of institutional variations: European markets are structured on mandatory 

ESG disclosure (CSRD, SFDR) and are highly institutionally interested in requiring ESG integration, 

whereas Asian market have assumed more diversified regulatory frameworks. 

Finding 2: Governance is Best. 

Upon disaggregating aggregate ESG scores into pillars, governance becomes the aspect that is 

most uniformly related to valuation. In the markets with any ESG-valuation relations (mostly in Eu-

rope), the scores of governance pillars demonstrate stronger and statistically significant coefficients 

compared to environmental or social scores. This trend is consistent with the agency theory: the quality 

of governance has direct implications on shareholder value as it means that the cost of agency decreases 

and capital allocation improves. 

Findings 3: Scarce Universal ESG Premium. 

When we pool Asian and European observations in our full-sample baseline regressions, ESG 

scores exhibit poor and statistically insignificant relationships with Tobin Q with firm fixed effects 

added. This null finding represents counterbalancing tendencies: the positive European effects are av-

eraged with the null Asian effects. The finding is closer to the equilibrium model proposed by Pastor 

et al. (2021) than the simple stakeholder theory predictions of homogenous ESG premia. 
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Findings 4: Heterogeneity of the industries. 

The degree of association between ESG-valuation and industries is significant. The positive 

relationships between ESG-values and valuation are stronger in Technology and Healthcare industries. 

Weaker associations are demonstrated among Basic Materials and traditional Industrials. This varia-

tion in the industry implies that ESG materiality is contingent on business model features: ESG is more 

important where intangible assets, relationships with stakeholders and social license to operate are the 

primary sources of value creation. 

1.7 Contributions 

This research contributes to the literature regarding ESG and firm valuation in a number of ways. 

1.7.1 Theoretical Contributions 

First, we offer new evidence regarding the importance of institutional environment to ESG 

pricing by making the first systematic comparison of ESG-valuation relationships between Asian and 

European markets. Although previous studies have reported the ESG impacts within single markets, 

most of them are based in the United States, we are testing the existence of such relationships between 

different regulatory jurisdictions and the investor mix. By doing so, in our comparative approach, we 

can determine which channel of value (ESG as fundamental information) or values channel (ESG as 

investor preference) is dominant in various situations, which leads to the discussion that Starks (2023) 

seeks to provoke. 

Second, we discuss the performance-disclosure difference pointed out by Berg et al. (2022) and 

Christensen et al. (2021) within a valuation setting. We offer more reliable estimates than studies that 

combine rating providers or do not consider measurement error by employing only one rating provider 

and clearly recognizing the limitations on measurement. Our methodology shows us how to do rigor-

ous research on ESG-valuation when there are measurement issues. 

Third, we apply the governance-valuation correlation reported by Gomers et al. (2003) to the 

international markets and determine whether the role of governance can be generalized in terms of 

institutional contexts outside of the U.S. markets. The fact that we have separated ESG into the Envi-

ronmental, Social, and Governance pillars gives us evidence about what dimensions are the most sig-

nificant to valuation in various situations. 

1.7.2 Practical Contributions 

Our results have practical implications to ESG integration strategies to portfolio managers and 

institutional investors. When we discover that ESG-valuation relationships are higher in specific re-

gions or industries, this gives us an idea where ESG screening or engagement can be of most benefit. 

When the governance prevails over the environmental and social factors, then this is where the inves-

tors are supposed to direct their analytical resources. In case long-term ESG improvement is predictive 

of valuation growth, this justifies engagement strategies that focus on promoting long-term ESG im-

provement as opposed to short-term improvements. 

This is because to corporate managers our evidence would guide them to make decisions on 

whether to invest in ESG initiatives and the amount to invest. When markets positively respond to 

ESG performance by offering higher valuations, then this is the justification to incur ESG expenditure 

despite the short-term costs being evident. Nevertheless, when we discover that it is only some of the 

ESG dimensions or only some contexts that yield valuation benefits, this implies that managers ought 

to look at the ESG strategies based on their particular situations and not generic strategies. 

 

1.7.3 Policy Contributions 

Our findings are relevant to regulators and standard-setters in continuing discussions on the 

issue of mandatory ESG disclosure. When we discover that ESG information is value-relevant that is, 
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markets systematically price ESG performance, this gives materiality claims underlying disclosure 

requirements like CSRD and ISSB standards. But when we observe weak or inconclusive relationships, 

then this begs the question of whether we should make disclosure, which is expensive to be mandatory. 

Our comparative approach is also an answer to the harmonization debates. The fact that ESG-

valuation associations vary significantly between the Asian and the European markets indicates that a 

single global standard might not be suitable, and thus regional customization might be needed. Alter-

natively, when relationships are alike even though there are institutional differences, this helps in pro-

moting standardization worldwide. 

1.8 Dissertation Organization. 

The other sections of this research are structured in the following manner. Chapter 2 is a review 

of the theoretical and empirical studies on ESG and firm valuation, research gaps, and testable hypoth-

eses. Chapter 3 explains our empirical design, such as, econometric models, definitions of variables, 

and identification strategy. In chapter 4, we provide our sources of data, sample building processes, 

and descriptive statistics. The key empirical findings and strong robustness tests are contained in chap-

ter 5. Chapter 6 talks about the findings, their comparison with the existing evidence, theoretical and 

practical implications and limitations and recommendations on future research. Chapter 7 ends by 

concluding on our key contributions and implications on theory, practice and policy. 

CHAPTER 2: LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

2.1 Introduction 

In this chapter, we will review both theoretical and empirical studies of ESG performance and 

firm valuation to provide a basis to our research. Our point of departure is to look at theoretical frame-

works that produce conflicting forecasts regarding the associations between ESG-valuation (Section 

2.2). Section 2.3 is a review of empirical evidence, which shows conflicting results that justify our 

research. Section 2.4 is about institutional variations between Asian and European markets. Six re-

search gaps are identified in Section 2.5 and are the focus of our dissertation. Lastly, Section 2.6 for-

mulates four hypotheses that can be tested. 

2.2 Theoretical Foundations 

2.2.1 Value Creation and Stakeholder Theory. 

The main theoretical explanation of positive relationships between ESG-valuations and Stake-

holders is the stakeholder theory (Freeman, 1984). This model assumes that companies can generate 

value in the long term through managing relationships with various groups of stakeholders- employees, 

customers, suppliers, communities, or regulators. High ESG performance is an indicator of good man-

agement of stakeholders, and this creates a number of value-creation channels. 

To begin with, excellent environmental performance can minimize regulatory risk and operat-

ing expenses by being resource efficient (Porter and van der Linde, 1995). The natural-resource-based 

perspective of Hart (1995) states that environmental capabilities are useful resources that cannot be 

imitated easily by the competitors. Second, good social performance increases the productivity of the 

employees, customer loyalty and brand value (Edmans, 2011). Third, the governance structures are of 

high quality, which lowers the agency cost and enhances decision-making (Gomers et al., 2003). La 

Porta et al. (1998) show that investor protection and the quality of governance is significantly different 

among countries with systematic effects on corporate valuation. 

In the framework of the stakeholder theory and similar approaches, companies that perform 

better in ESG parameters must value higher since the market understands that stakeholder management 

gives rise to sustainable competitive benefits. 
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2.2.2 the Agency Theory and Value Destruction. 

An opposite view is the agency theory (Jensen and Meckling, 1976; Jensen, 2001). ESG in-

vestments that are used to fulfil the managerial interests as opposed to maximizing shareholder value 

would reflect agency costs that ought to lower firm value. Managers can also seek ESG projects in 

order to elevate their individual reputation or create empires at the expense of shareholders. 

Jensen (2001) believes that the stakeholder theory sets unclear goals that managers can take 

advantage of. An example of such an agency approach is the so-called greenwashing: companies can 

present themselves as committed to ESG by selective disclosure without necessarily undertaking ex-

pensive substantive steps (Lyon and Maxwell, 2011). However, in case investors are unable to differ-

entiate between true ESG performers and greenwashers, which is an achievable fear with the reported 

rating dispersion as shown by Berg et al. (2022), ESG reporting may not be correlated with underlying 

value. 

In this sense, the high scores of ESG can indicate the managerial agency problems. In case 

agency theory prevails, ESG and valuation ought to be negatively correlated or positively associated 

only when powerful external controls govern the discretion of managers. 

2.2.3 Investor Preference Equilibrium Models. 

The recent theoretical contributions by Pastor et al. (2021, 2022) present the complexity in the 

form of equilibrium models in which investors have non-homogeneous preferences towards ESG char-

acteristics. Green investors in their framework take non-pecuniary utility in the possession of high-

ESG stocks, which generates taste-based demand, which increases prices. There are two main predic-

tions that are produced by this preference-based mechanism. To begin with, high-ESG companies 

ought to have greater valuations (Lowered expected returns) since green investors push up the prices. 

Second, the positive abnormal returns are created by the unexpected changes in the ESG profiles of 

firms. 

Pastor et al. (2022) report empirical trends in line with this model based on U.S. data of 2012-

2020. They also discover that long high-ESG stocks and short low-ESG stocks have negative alphas, 

which implies that high-ESG firms have low expected returns in equilibrium. Nevertheless, ESG pref-

erences increased in their sample period leading to unexpected positive ESG shocks, which produced 

realized returns that were higher than the ex-ante expectations. 

This framework also suggests that the ESG-valuation relationships can be different under the 

conditions of the existence of the strong ESG preferences in a market. High-ESG companies can fetch 

valuation premiums in markets where there is high demand amongst green investors (such as in Eu-

rope). Such premiums might not arise in markets with lower ESG preferences (which may be the case 

in Asia between 2020-2024). 

2.2.4 Signalling and Asymmetry of Information. 

Another approach is the information asymmetry theories. ESG disclosures can have signalling 

roles in case the information on ESG performance is related to quality of management or prospects 

that cannot be seen directly by investors (Connelly et al., 2011). It is possible that high ESG scores 

indicate that the management is capable, visionary, and efficient, which are characteristics that have 

been found to enhance high financial performance. 

Signalling interpretations are consistent with the evidence given by Cheng et al. (2014), who 

state that companies that have better ESG performance have less information asymmetry and cost of 

capital. In a market where there is a consistent set of disclosure (Europe) compared to a heterogenous 

set of disclosure (Asia), ESG may have more informational signals, and this may be the cause of het-

erogeneity in ESG-valuation relationships across regions. 
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2.3 ESG and Valuation Empirical Evidence. 

2.3.1 There exists evidence of Positive Relationships. 

A number of influential studies report positive relations between ESG and firm valuation or 

stock returns, which are in line with the predictions of the stakeholder theory. 

Gomers et al., (2003) review corporate governance through a G-index which measures 24 anti-

takeover provisions. They discover that the companies that have stronger rights of the shareholders 

have better Q of Tobin and provide better stock returns throughout the 1990s. A democracy portfolio 

will beat a dictatorship portfolio by 8.5 per annum. This confirms that governance is an issue of valu-

ation. 

In the study by Eccles et al. (2014), 180 American companies that are either high sustainability 

or low sustainability are compared. They discover that high-sustainability companies significantly out-

weigh low-sustainability counterparts in stock returns, ROE, and ROA especially in the areas where 

sustainability is critical. This implies that ESG generates value and impacts differ between industries. 

Edmans (2011) uses the list of Fortune 100 best companies to work at in his analysis of em-

ployee satisfaction. Companies on this list make positive abnormal stock returns of 3.5 per annum in 

the period 1984-2009. According to him, the right treatment of employees is a way of increasing the 

value of a firm because of better productivity and lower turnover. 

Kruger (2015) researches the response of the market to CSR events. The negative occurrences 

elicit high levels of negative abnormal returns, especially when the stakeholders are directly related to 

the firm value. This asymmetry indicates that markets are concerned about ESG, but it is only related 

to risk and downside protection.  

2.3.2 Null or Negative relationship Evidence. 

Other studies, in contrast to this bright evidence, also identify weak, null or negative ESG-

valuation relationships. 

Pastor et al. (2021) report that U.S. data between 2012-2020 records portfolios of long high-

ESG stocks and short low-ESG stocks have negative alphas, meaning they have lower risk-adjusted 

returns on high-ESG companies. This is because they believe that they have a preference-based equi-

librium mechanism; when the green investor demand is high it increases the current valuation, which 

decreases the anticipated future returns. 

van Duuren et al. (2016) question institutional investors regarding ESG integration. Although 

the majority of them claim to take into consideration ESG factors, the authors have discovered that 

ESG integration does not have a significant effect on risk-adjusted returns. ESG seems to be a tool of 

achieving non-financial goals as opposed to financial performance. 

Hong and Kacperczyk (2009) study the so-called sin stocks, alcohol, tobacco and gambling 

companies that have low social ratings. They discover that sin stocks are doing better than similar 

stocks by 2-3% per year, indicating that bad ESG can be paid off. 

Bebchuk et al. (2013) criticize the broad governance indices, stating that only six provisions, 

namely the six entrenchment provisions, tend to create returns and valuation. They imply that broad 

indices combine factors that are relevant to values and irrelevant noise. 

2.3.3 The Rating Divergence Problem. 

According to the article by Berg et al. (2022), one of the most significant problems is docu-

mented: significant differences in ratings are created by the leading rating providers. They estimate 

pairwise correlation between six major ESG rating agencies, the mean of which is only 0.61 (as com-

pared to 0.99 between credit ratings). This overall confusion is caused by scope divergence, measure-

ment divergence and weight divergence. 

This discrepancy in rating is extremely difficult to empirically address. When ESG is quantified 

with a significant amount of noise, any underlying relationship of interest will be diluted in estimations 
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based on the ratings of only one provider. In our case, this makes us only use Refinitiv to have internal 

consistency, but we do recognize that our study is not applicable to other ways ESG is measured 

2.3.4 International Evidence 

Majority of ESG studies analyse the US markets, with some studies analysing international 

markets. 

Ioannou and Serafeim (2015) discuss the effects of social performance in 42 countries and 

determine that the difference is significant. In coordinated market economies and corporate governance 

that is stakeholder-oriented (typical in Europe and Japan), CSR has more positive correlations with 

valuation. CSR has weaker relations in liberal market economies that promote shareholder primacy 

(U.S., UK). They understand this in terms of institutional complementarity. 

Ferrell et al. (2016) examine the phenomenon of CSR and firm value in 32 countries and dis-

cover that CSR has a positive impact on valuation in the countries that have weak legal institutions. 

According to them, CSR replaces institutional voids with formal governance. 

Ng and Rezaee (2015) research on CSR in Asia, and the results are mixed. The impacts differ 

significantly among countries and industries, and this is due to the institutional factors such as the 

government intervention, the business group membership, and the family ownership. 

All these international studies allude to the fact that institutional context is important in ESG-

valuation relationships. They however have comparability issues. This limitation is overcome by our 

approach, which is to apply the same data and methods to both Asian and European markets. 

2.4 Institutional Differences: Asia and Europe. 

2.4.1 European ESG Ecosystem 

The European markets have been leading in the field of ESG integration by having thorough 

regulatory frameworks and well-developed institutional investor participation. The CSRD of the EU 

requires full disclosure of ESG of some 50,000 major companies. The SFDR obliges asset managers 

to report how they incorporate ESG in the process of investing. In Europe, institutional investors, 

especially the European ones, have been more systematized in the adoption of ESG integration com-

pared to counterparts in other regions. 

European exchanges (London, Paris) are also in our sample; they provide 19% of observations 

but with mean ESG scores of 61.6- much higher than those in Asia. The average ESG score in the 

London-listed firms is 58.0, whereas the average score in the Paris-listed firms is 68.0. 

2.4.2 Asian ESG Ecosystem 

Asian markets are less homogenous ESG environments. Japan boasts of developed ESG sys-

tems, as the Tokyo Stock Exchange has been encouraging corporate governance reform. There is an 

increased incorporation of ESG by Japanese institutional investors. The firms in Tokyo Stock Ex-

change (28% of observations) have an average ESG score of 52.1, which is better than the other Asian 

stock exchanges, but lower than those of Europe. 

The ecosystem of ESG in China is developing at a very fast rate but is less mature. ESG dis-

closure rules are established at Shanghai Stock Exchange, and Chinese regulators are popularizing 

green finance. Disclosure is however largely voluntary. The ESG scores of Shanghai Stock Exchange 

firms (27% of observation) are the lowest in our sample of exchanges with an average of ESG of 39.2. 

The ESG system in India is still nascent, as SEBI has published business responsibility report-

ing requirements. Nonetheless, there is a low level of disclosure. The firms in the National Stock Ex-

change of India (22% of observations) have a mean ESG of 48.9, which is in between Shanghai and 

Tokyo. 

2.4.3 Implications to ESG-Valuation Relationships. 

These institutional variations create a number of predictions. To start with, when ESG-valua-

tion relations are conditional on the demand of investors (Pastor et al., 2021), we anticipate the 
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existence of stronger relationships in European markets where institutional investors systematically 

incorporate ESG. Second, the quality of ESG information regarding mandatory disclosure should be 

better, which we hope will be more associated in Europe. Third, in case ESG generates value in terms 

of stakeholder management (Freeman, 1984), the efficiency might rely on stakeholder power, which 

is more powerful in Europe. 

2.5 Research Gaps 

This research fills six particular gaps that we find in our review: 

Gap 1: Sparser International Comparative Evidence - The majority of ESG studies are based 

in the U.S market. Our Asian and European markets are analysed on the same basis, on the same ESG 

measures, valuation metrics and econometric specifications. 

Gap 2: Lack of Regional Heterogeneity - Research analysis in many countries across borders 

tends to combine data and estimate overall effects, overlooking significant regional heterogeneity. We 

test interaction terms and separate regressions systematically to test regional differences. 

Gap 3: Lack of Consistent Treatment of ESG Dimensions - Seldom are studies with adequate 

statistical power found to be studying all three pillars simultaneously. We have 7,742 observations, 

which can be used to estimate models with all three pillars at the same time. 

Gap 4: Weak Industry-Level Analysis - The wide-range industry coverage of our sample (seven 

major industries) allows conducting a rigorous industry comparison. 

Gap 5: Poor Dynamic Analysis - Our five-year panel can be used to test first-difference speci-

fications that test whether firms that experience an improvement in ESG scores can have a correspond-

ing improvement in valuation. 

Gap 6: Measurement Consistency - We will use Refinitiv only in all firms, regions, and years 

in order to be sure that any cross-region or cross-industry differences are due to a true heterogeneity, 

as opposed to measurement artifacts.  

2.6 Hypothesis Development  

Hypothesis 1: Baseline ESG-Valuation Relationship.  

H1: There is a positive relationship between the performance of ESG and firm valuation, and 

this relationship is controlled by fundamental determinants. The stakeholder theory, the resource-based 

view, and signalling frameworks all imply that companies that are better in ESG performance ought to 

be valued at a higher price. Nevertheless, the agency theory implies that ESG can be related to mana-

gerial empire-building, implying a null or negative correlation. The equilibrium model of Pastor et al. 

(2021) observes that high-ESG companies might receive a high valuation because of the presence of 

green investors, but it is because of the reduced expected returns and not value creation. Empirical 

evidence is mixed.  

With this ambivalent terrain, H1 is an unrestricted empirical question. We can test it in Asian 

and European settings, where the extensive panel data will be used.  

Operationalization: We operationalize firm fixed effects regressions that have the dependent variables 

as either the Q, price-to-book ratio and the key independent variable being lagged ESG combined 

scores but adjusted by firm size, profitability (ROA), and leverage. H 1 states that b1 = 0 and statisti-

cally significant.  

Hypothesis 2: Governance Pre-eminence between ESG Pillars.  

H2: The governance pillar will demonstrate greater relationships with firm valuation compared 

to either of the other pillars (environmental or social) pillars. The quality of governance has a direct 

relationship with shareholder value in terms of lowering the agency costs and enhancing capital allo-

cation (Gomers et al., 2003). The environmental and social pillars can be reviewed having a less direct 
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impact on valuation by reducing risk or improving relationships with stakeholders, and its materiality 

probably depends on the industry setting.  

Governance dominance is supported by empirical evidence. Strong governance-valuation rela-

tionships are found by Gomers et al. (2003). Although there are reports of environmental or social 

impacts, this is usually industry-specific or focused.  

In our case, governance could be of the greatest concern since: (1) it is a universal agency cost 

mechanism, (2) it is more standardized between countries and (3) investors can be better informed 

about implications of governance.  

Operationalization: We estimate models that incorporate the scores of the pillars of environmental, 

social, and governance at the same time. H2 It is expected that the coefficient of governance (b3) will 

be higher in magnitude and statistically significant than environmental and social coefficients (b1 and 

b2). Formally testing is carried out through Wald tests.  

Hypothesis 3: Regional/ Industry Heterogeneity.  

H3a: The ESG-valuation relationships are stronger in the European markets as compared to 

the Asian markets.  

H3b: Relationships between ESG-valuations and technologies and consumer sectors are 

stronger than between ESG-valuations and basic materials and traditional industrials.  

H3a. European markets are characterised by compulsory ESG disclosure (CSRD, SFDR), high 

institutional investment ESG absorption, and stakeholder-based governance standards. It is probably 

the case that these institutional factors render ESG more value-relevant via information, demand, 

stakeholder power, and regulatory pressure channels.  

The less developed and heterogeneous ESG systems in Asian markets in the course of our 

sample period imply weakening ESG-valuation correlations. Our descriptive statistics prove this: the 

mean ESG scores among European firms appear 61.6 and 46.7 in Asia- a difference of 15 (0.7 standard 

deviation) points.  

H3b takes care of industry heterogeneity. Both Technology and Consumer industries (34% of 

our observations) are probably more associated with high ESG-valuation relationships due to the hu-

man capital being vital, brand reputation affecting consumer preference, and innovation ecosystems 

demanding stakeholder trust. Basic Materials and traditional Industrials (41 of our sample) might have 

weaker relationships, even though they are undergoing much environmental pressure due to competi-

tion focusing on cost efficiency and products are commoditizing.  

Operationalization: To test H3a, we test the estimates of models of interaction terms of ESG-

regions as well as test Chow tests between Asian and European subsamples. In the case of H3b, we 

will estimate industry-specific regressions and pooled regressions that have ESG-industry interactions. 

H3 hypothesizes much higher positive ESG coefficients in European models and Technology/Con-

sumer sectors.  

Hypothesis 4: ESG Improvement Dynamic Effects.  

H4: Companies with a consistent increase in ESG scores have an increase in the valuation in 

the long run. When the value of ESG is generated by the management of stakeholders or the indication 

of the quality of management improvement, these firms should have seen gains in their valuation be-

cause of the continuing improvement in their ESG. Cross-sectional ESG-valuation relationships can 

be an expression of selection: some forms of firms select high ESG. Causal effects are those where it 

is demonstrated that as a given firm increases the level of ESG performance, it raises its valuation.  
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We can test this using the first-difference specifications of our panel structure which test 

whether year-over-year changes in ESGs are predicting the changes in their valuation in the same 

timeframe. Such dynamic effects could be produced by a number of mechanisms: information revela-

tion (Cheng et al., 2014), demand shifts among investors (Pastor et al., 2022), or creation of funda-

mental value.  

Under the conditions of the fast ESG ecosystem transformation as we will have in 2020-2024, 

which includes the introduction of ISSB standards, the implementation of CSRD, and the inflows of 

massive sustainable funds, the markets can be likened to rewarding ESG improvements in this period 

more, which supports H4.  

Operationalization: We will estimate first-difference models: DValuation{it} = a + b1DESG{it} + 

b2DControls_{it} + l[?] + e[?]. We categorize firms as well by ESG direction (improvers, stable, de-

cliners) and rank valuation growth. H4 is that b1 > 0 and that improvement in ESG leads to higher 

growth of valuation than decrease. 2.7  

2.7 Conclusion  

The chapter has laid theoretical and empirical backgrounds in exploring ESG-valuation links 

in Asian and European markets. Competing predictions are given by the stakeholder theory, the agency 

theory and equilibrium models with investor preferences. Empirical data remain inconclusive with 

some studies reporting positive associations and others are reporting null or negative effects. A lot of 

evidence has cantered on the markets in the U.S., which poses issues of generalizability.  

The presence of institutional dissimilarities between Asia and Europe, in terms of disclosure 

systems, investor ESG integration, and stakeholder power, give an incentive to test whether there are 

systematic variations in the relationships between ESG-valuation across regions. Likewise, ESG ma-

teriality would tend to be industry specific.  

We have found that there are six research gaps and formulated four testable hypotheses. H1 

tests establish associations of ESG-valuation. H2 studies the dimension of ESG that is the most im-

portant. H3 makes regional and industry heterogeneity in line with variations in institutional and busi-

ness model. H4 is whether the dynamic valuation growth is predicted by ESG improvements.  

Our empirical approach of testing these hypotheses is described in the next chapter based on 

panel data of 1,813 firms across five exchanges between 2020-2024. 

 

CHAPTER 3: EMPIRICAL DESIGN AND METHODOLOGY.  

3.1 Introduction  

This chapter describes the way we intend to test the hypotheses we developed in Chapter 2 empirically. 

We study whether ESG performance influences the firm valuation in the Asian and European capital 

markets through the econometric method of the panel data. Our scope of analysis is explained in sec-

tion 3.2. In section 3.3, we give our econometric models. These variables are defined in 3.4-3.6. Our 

identification strategy and concerns regarding endogeneity are discussed in section 3.7. Section 3.8 

presents strong tests and Section 3.9 recognizes the constraints.  

3.2 Scope of Analysis 

Time Period: The time period of our analysis is 2020-2024, which is enough to take advantage of panel 

data approaches and at the same time, ensure quality data. It is especially the era of fast ESG ecosystem 

development such as the issuance of ISSB standards, the adoption of European CSRD, and the inflow 
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of huge amounts of sustainable funds, which makes it especially important to understand how markets 

value ESG information (Lins et al., 2017).  

Geographic Scope: 

We will sample five exchanges within Asian (Tokyo Stock Exchange, Shanghai Stock Exchange, Na-

tional Stock Exchange of India) and European markets ( London Stock Exchange, Paris Stock Ex-

change). It is this geographic coverage that makes it possible to compare ESG-valuation relationships 

in different institutional settings. In European markets, full mandatory disclosure of ESG has been 

introduced via CSRD and SFDR, but in Asia, other more diverse regulatory strategies have been 

adopted (Ioannou and Serafeim, 2015).  

Sample Construction: 

We need companies with ESG data of Refinitiv and full financial information. With help of the TRBC 

classifications of Refinitiv, we filter out financial services companies and utilities since these industries 

are subject to different regulations (Gomers et al., 2003). The concluding sample is made up of 7,742 

firm-year observations in 1,813 distinct firms. The contribution of Asian exchanges is in 5,075 and 

that of European exchanges is in 1,667. Out of these, 4,451 of these are completely data-filled to enable 

regression.  

3.3 Econometric Models  

3.3.1 Panel Data Approach 

We utilise panel data techniques to take advantage of cross-sectional as well as time-series variation. 

The advantages of using panel data are the ability to control time-invariant firm characteristics by firm 

fixed effects, greater statistical power, and the possibility to test dynamic relationships (Roberts and 

Whited, 2013; Pastor et al., 2021). We base our identification on within-firm variation--are variations 

in the performance of ESG associated with variations in valuation. 

3.3.2 Baseline Model (Hypothesis 1) 

Our model of the firm fixed effects is the following (Gompers et al., 2003; Bebchuk et al., 2013): 

Equation (1): Baseline ESG-Valuation Model 

𝑉𝑎𝑙𝑢𝑎𝑡𝑖𝑜𝑛ᵢₜ =  𝛼 +  𝛽₁𝐸𝑆𝐺_𝑆𝑐𝑜𝑟𝑒ᵢ, ₜ₋₁ +  𝛽₂𝐹𝑖𝑟𝑚_𝑆𝑖𝑧𝑒ᵢₜ +  𝛽₃𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒ᵢₜ +  𝛽₄𝑅𝑂𝐴ᵢₜ +  𝜇ᵢ +  𝜆ₜ +  𝜀ᵢₜ 

where Valuationᵢₜ is measured by Tobin's Q, market-to-book ratio, or price-to-book ratio; 

𝐸𝑆𝐺_𝑆𝑐𝑜𝑟𝑒ᵢ, ₜ₋₁ is lagged one year; μᵢ represents firm fixed effects; λₜ represents year fixed effects; and 

εᵢₜ is the error term. The ESG scores are lagged to minimize the potential reverse causation (Pastor et 

al., 2021). The standard errors are concentrated at the firm level (Petersen, 2009) 

3.3.3 ESG Pillar Model (Hypothesis 2) 

In order to investigate what pillar is the most important, we break down ESG into the pieces (Kruger, 

2015; Edmans, 2011): 

Equation (2): ESG Pillar Model 

𝑉𝑎𝑙𝑢𝑎𝑡𝑖𝑜𝑛ᵢₜ =  𝛼 +  𝛽₁𝐸_𝑆𝑐𝑜𝑟𝑒ᵢ, ₜ₋₁ +  𝛽₂𝑆_𝑆𝑐𝑜𝑟𝑒ᵢ, ₜ₋₁ +  𝛽₃𝐺_𝑆𝑐𝑜𝑟𝑒ᵢ, ₜ₋₁ +  𝛽₄𝐹𝑖𝑟𝑚_𝑆𝑖𝑧𝑒ᵢₜ 

+  𝛽₅𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒ᵢₜ +  𝛽₆𝑅𝑂𝐴ᵢₜ +  𝜇ᵢ +  𝜆ₜ +  𝜀ᵢₜ 
 

We test H2 using Wald tests comparing β₁, β₂, and β₃. 

3.3.4. Regional Heterogeneity Model (Hypothesis 3a) 

In order to compare regional differences (Ioannou and Serafeim, 2015; Ferrell et al., 2016):  

Equation (3): Regional Interaction Model. 
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 𝑉𝑎𝑙𝑢𝑎𝑡𝑖𝑜𝑛ᵢₜ =  𝛼 +  𝛽₁𝐸𝑆𝐺ᵢ, ₜ₋₁ +  𝛽₂(𝐸𝑆𝐺ᵢ, ₜ₋₁ ×  𝐴𝑠𝑖𝑎ᵢ)  +  𝛽₃𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠ᵢₜ +  𝜇ᵢ +  𝜆ₜ +  𝜀ᵢₜ 

The value of Asia is one in the Tokyo exchange, Shanghai, or NSE India exchange. We also estimate 

individual subsample regressions (La Porta et al., 1998): 

Equation (4a): Asian Subsample  

𝑉𝑎𝑙𝑢𝑎𝑡𝑖𝑜𝑛ᵢₜ =  𝛼^𝐴𝑠𝑖𝑎 +  𝛽₁^𝐴𝑠𝑖𝑎𝐸𝑆𝐺ᵢ, ₜ₋₁ +  𝛽₂^𝐴𝑠𝑖𝑎𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠ᵢₜ +  𝜇ᵢ^𝐴𝑠𝑖𝑎 +  𝜆ₜ^𝐴𝑠𝑖𝑎 +  𝜀ᵢₜ^𝐴𝑠𝑖𝑎 

Equation (4b): European Subsample 

𝑉𝑎𝑙𝑢𝑎𝑡𝑖𝑜𝑛ᵢₜ =  𝛼^𝐸𝑢𝑟𝑜𝑝𝑒 +  𝛽₁^𝐸𝑢𝑟𝑜𝑝𝑒𝐸𝑆𝐺ᵢ, ₜ₋₁ +  𝛽₂^𝐸𝑢𝑟𝑜𝑝𝑒𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠ᵢₜ +  𝜇ᵢ^𝐸𝑢𝑟𝑜𝑝𝑒 

+  𝜆ₜ^𝐸𝑢𝑟𝑜𝑝𝑒 +  𝜀ᵢₜ^𝐸𝑢𝑟𝑜𝑝𝑒 

3.3.5 Industry Heterogeneity Model (Hypothesis 3b) 

To investigate industry variation (Eccles et al., 2014; Kruger, 2015): 

Equation (5): Industry Interaction Model.  

𝑉𝑎𝑙𝑢𝑎𝑡𝑖𝑜𝑛ᵢₜ =  𝛼 +  𝛽₁𝐸𝑆𝐺ᵢ, ₜ₋₁ +  𝛴ⱼ𝛾ⱼ(𝐸𝑆𝐺ᵢ, ₜ₋₁ ×  𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦ⱼ, ᵢ)  +  𝛽₂𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠ᵢₜ +  𝜇ᵢ +  𝜆ₜ +  𝜀ᵢₜ 

3.3.6 Dynamic Model (Hypothesis 4) 

In order to test the hypothesis that ESG improvements are predictors of valuation growth (Pastor et al., 

2021):  

Equation (6): First-Differentiated Model.  

𝛥𝑉𝑎𝑙𝑢𝑎𝑡𝑖𝑜𝑛ᵢₜ =  𝛼 +  𝛽₁𝛥𝐸𝑆𝐺ᵢₜ +  𝛽₂𝛥𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠ᵢₜ +  𝜆ₜ +  𝜀ᵢₜ 

This specification eliminates firm fixed effects by differencing temporal variation within a firm.  

3.4 Identification and Endogeneity 

3.4.1 Endogeneity Concerns  

There are three major issues (Roberts and Whited, 2013):  

Reverse causality: It is possible that high ESG is brought about by high valuation and not the opposite. 

More resources of ESG investments are available in high-valuation firms (Pastor et al., 2021).  

Omitted variables: Unobserved variables (management quality, corporate culture) can be the causes 

of both ESG and valuation (Edmans, 2011; Eccles et al., 2014).  

Measurement error: ESG scores are measure imperfectly of true performance. Classical measurement 

error biases coefficients to zero values (Berg et al., 2022).  

3.4.2 Mitigation Strategies  

Lagged ESG: Lagged a year lowers reverse causality--it is impossible to reverse cause past ESG by 

current valuation (Pastor et al., 2021).  

Firm fixed effects: Manage all fixed time characteristics. The determination is based on the within-

firm variation--ESG change is associated with valuation change (Gomers et al., 2003).  

Year fixed effects: Control over common shocks and time trends that impact all the firms (Pastor et al., 

2021). 

Control variables: Take into consideration observable confounders profitability (ROA), capital struc-

ture (leverage), and scale (size) (Ferrell et al., 2016). These attempts notwithstanding, we cannot say 

that we have got definite causality. This methodology is best practice when panel data do not have 

exogenous shocks (Roberts and Whited, 2013).  
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3.5 Robustness Checks  

We also conduct a large-scale robustness check to ensure that the results are not a result of 

particular methodology, after a thorough approach to robustness testing used in recent studies in ESG 

(Pastor et al., 2021; Eccles et al., 2014):  

Alternative lag structure: We re-estimate models as where (t-2) (two years lagged ESG scores) instead 

of one year lagged. When results are persistent at longer lags, then that is a better indicator that reverse 

causality is not the case because it is more reasonable that the current valuation is the cause of ESG 

performance two years ago.  

Other indicators of valuation: We confirm results are consistent on the three different valuation 

measures (Tobin Q, M/B ratio, Price to Book ratio). The internal consistency among measures makes 

it more confident that results have some valid valuation effects and not some unusual characteristics 

of a single measure (Gomers et al., 2003).  

Subsample analysis: To approximate the models, we use different subperiods (2020-2022 vs. 2023-

2024), the groups of firm sizes (large vs. small) and the ranges of ESG score (high vs. low ESG). These 

studies evaluate the consistency of relationships between contexts or focus in specific segments, and 

these take the strategies of heterogeneity analysis (Ioannou and Serafeim, 2015).  

Outlier treatment: On top of the 1%/99 winorisation of the baseline, we ensure that results are con-

sistent when winorisation is done at a more aggressive level (5%/95), or when no extreme values are 

excluded. This makes sure that the results are not influenced by few outliers.  

Alternative standard errors: We confirm that inference is stable to various assumptions regarding the 

error structure such as heteroskedasticity-robust and two-way clustering by firm and year, as is cus-

tomary in panel data inference (Petersen, 2009).  

Balanced vs. unbalanced panel: We compare findings on our full unbalanced panel to a balanced panel 

that limits to the firms, which have been around in all five years. This will deal with possible bias in 

sample selection should firms entering or leaving our sample do so in a systematic way to the contin-

uing firms.  

3.6 Limitations  

There are a number of limitations that should be mentioned in our methodology:  

Endogeneity problem that has not been entirely addressed: Although we have implemented mitigation 

measures, we cannot be certain that we have eliminated reverse causation or omitted variable bias. 

Although firm fixed effects and lagged variables minimize these issues significantly, they exclude 

them completely (Roberts and Whited, 2013). Our findings should be understood by the reader as the 

systematic relationships that are (or are not) consistent with theoretical anticipations, but not as causal 

effects.  

Measurement of ESG imperfect: ESG scores indicate the underlying level of performance as well as 

the quality of disclosure, as shown by Berg et al. (2022), and there is heterogeneity in the ratings 

between various providers. What our results point us to is the interpretation of our results as pertaining 

to ESG performance in the sense of Refinitiv and not a more idealized version of the true ESG. Our 

estimates can be biased against zero, and therefore we have conservative tests, to the extent that the 

error in measurement is classical (random).  

Short time frame: We have a five-year window, which is not long to evaluate long-term consequences. 

Other ESG projects, especially environmental investments with payback durations, might not be 
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actually reflected in our sample as valuation effects which might take decades to be realized (Eccles 

et al., 2014). We find medium-term relationships but might lack long-horizon relationships.  

Sample selection: We will only sample firms that are large and liquid enough to be listed on major 

exchanges in order to be in the ESG database provided by Refinitiv. The results might not be applicable 

to smaller companies, privates, and companies in less developed markets. The availability of ESG data 

limits us to relatively large and observable firms- the area where ESG is most likely to be salient, but 

restricts generalizability.  

Geographic scope: With the emphasis on the Asian and European markets, we are offering evidence 

outside of the U.S.-centric literature. Nonetheless, our results are not necessarily applicable to other 

arising markets, especially where ESG ecosystems are less developed. Heterogeneity within a region 

(such as the variation between Japan, China and India in Asia) can be very high, but it is also not 

entirely represented by our regional dummies (Ng and Rezaee, 2015). 3.10  

3.7 Conclusion 

This chapter has outlined our empirical method of testing the hypothesis on whether the ESG perfor-

mance has an impact on the valuation of firms in the Asian and the European capital markets. Our 

panel data model using firm fixed effects and lagged independent variables and comprehensive robust-

ness tests are consistent with the best practice of this kind of a study today (Roberts and Whited, 2013; 

Pastor et al., 2021). Although we are unable to rule out all endogeneity threats, our design gives plau-

sible evidence of whether systematic relationships exist between ESG and valuation, how this rela-

tionship varies across ESG dimensions and market settings and the existence of the relationships over 

time. The second chapter narrates our data sources and shows descriptive statistics of the sample ob-

tained after such processes. 

CHAPTER 4: DATA AND DESCRIPTIVE STATISTICS 

4.1 Data Sources and Construction of sample. 

All the data is obtained through Refinitiv Eikon so that measurement of ESG and financial variables 

is consistent. Refinitiv rates businesses based on more than 450 ESG measures, which result in com-

posite ESG scores (0-100 scale) and disaggregated pillar scores. Financial data are expressed in US 

dollars, and include market capitalization, total assets, total debt, book equity, net income, based on 

fiscal year-end exchange rates. 

We are considering 2020-2024 in five exchanges, namely Tokyo Stock Exchange, Shanghai Stock 

Exchange, National Stock Exchange of India, London Stock Exchange, and Paris Stock Exchange. We 

also omit financial services and utilities as it is a common practice (Gomers et al., 2003; Pastor et al., 

2021) since the two industries are under different regulation regimes when it comes to the relationships 

between ESG-valuation. The last sample has 7,742 firm-years that represent 1,813 distinct firms. Asian 

exchanges are contributing 81 percent of observations (Tokyo: 2,244; Shanghai: 2,121; NSE India: 

1,710) and European ones contribute 19 percent (London: 1,077; Paris: 590). 

Data cleaning procedures consist of: (1) winning value ratios at 1 st /99 th percentile, (2) transforming 

financial variables into homogeneous units (millions USD), (3) constructing lagged ESG variables, (4) 

dropping observations with negative equity or unrealistic values, and (5) demanding full data on all 

regression variables (4,451 complete cases). 

4.2 Variable Definitions  

4.2.1 Dependent Variables: Firm Valuation. 
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The Tobin Q is obtained by dividing (Market Capitalization + Total Debt)/Total Assets. The ratio is a 

market value compared to the book value and reflects the expectations of the investors regarding the 

future profits and growth prospects (Gomers et al., 2003). A value of more than 1.0 means that markets 

are valuing the firm higher than its book of asset. We adopt this simplified version of a model suggested 

by Lang and Stulz (1994), which is suitable in the case of international samples, as opposed to trying 

to deduce the replacement costs which are not available within our markets. 

Market to Book Ratio (M/B) = Market Capitalization/ Book Value of Equity. This metric is used to 

indicate the extent to which the investors are paying a premium over the accounting book equity and 

it is more suitable when comparing the countries as the equity accounting is more standardized than 

the asset accounting (La Porta et al., 1998). Large M/B ratios indicate that there is a perceived value 

over and above what is documented in the books which may be intangibles and growth options as well 

as quality of management. 

Price-to-Book Ratio per share is directly obtained by Refinitiv because it is a standardized alternative 

that includes change to cross-country comparability. 

Relationship expectation: In case the management of stakeholders, reduction of risks, or operational 

efficiency is a source of value creation in ESG performance, we assume that ESG scores will have a 

positive correlation with valuation metrics (Eccles et al., 2014). On the other hand, when ESG is more 

or very agency costs, associations can be weak or negative (Pastor et al., 2021). 

4.2.2 ESG Performance as an IV. 

ESG Combined Score (0-100) combines the performance in environmental, social, and governance 

pillars based on industry-adjusted materiality-based weighting of the performance by Refinitiv. Good 

scores mean improved ESG performance compared to others. We rely on Refinitiv only in accordance 

with Berg et al. (2022), who report high levels of rating divergence among providers (average corre-

lation = 0.61), and whom we can trust to have consistency in measurement, but not external validity, 

on the basis of different approaches. 

Score on Environmental (0-100) evaluates the following: emissions reduction, resource efficiency, en-

vironmental innovation, and management systems. Hypothesized association: Should be positive as 

long as the environmental performance is an indicator of efficiency in operations or regulatory risk 

reduction (Kruger, 2015). 

The score of Social Pillar (0-100) measures the workforce diversity, labor relations, human rights, 

community engagement, and product responsibility. Anticipated relationship: Social performance is 

expected to have a positive relationship when it improves employee productivity, brand value, or cus-

tomer loyalty (Edmans, 2011). 

Governance Pillar Score (0-100) is a metric that assesses the independence of the board, stockholder 

rights, management compensation alleviation, and quality audit. Predicted relationship: The strongest 

positive ones are expected between pillars because the elements of governance influence directly the 

costs of agency and capital allocation (Gomers et al., 2003; Bebchuk et al., 2013). 

Regressions lag all ESG scores by one year to minimize the issue of reverse causality (Pastor et al., 

2021). 

4.2.3 Control Variables 

Firm Size = natural logarithm of total assets. It is because larger firms have greater valuations under 

the influence of economies of scale, power in the market, and reduced information asymmetry (Fama 

and French, 1992). They have also greater funds available as ESG investments and have an increased 

pressure on the stakeholders who form a potential confounding (Ioannou and Serafeim, 2015). Type 

of expected relationship: Positive with valuation. 
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The leverage ratio is determined as Total Debt/Total Equity. Capital structure influences valuation by 

increasing the financial risk, tax shields as well as agency cost (Jensen, 1986). Very geared companies 

can be limited in their discretionary ESG investment. Foreseen relationship: ambiguous, negative when 

there are tax benefits and discipline in using debt and positive when signaling financial distress. 

Return on Assets (ROA) is a profitability measure that is calculated by the Net Income/Total Assets. 

Firms that are more profitable will be valued more and can spend more resources on ESG (Eccles et 

al., 2014). Profitability control is important to make sure that the relations of ESG-valued are not just 

exhibited by good business performance. Projected relationship: Positive and strongly valuation. 

4.3 Descriptive Statistics 

Table 4.1 is a summary of statistics. The Q of 2.45 (median 1.57) of the mean Tobin shows that values 

of the market are greater than the book asset values by 145% and the variation does not lack skew to 

the right (SD 6.69). The price-to-Book ratios have a median of 1.60 with an average of 3.48, which is 

in line with markets that value firms at a significantly high price relative to the book equity. 

Table 4.1: descriptive statistics 

Variable Count Mean Median Std Dev Min Max 

Tobin's Q 7520 2.17 1.25 2.40 0.04 19.98 

Price-to-

Book 

7520 3.63 2.15 4.22 0.00 39.35 

ESG Score 7520 50.06 50.65 19.74 1.69 95.60 

Environ-

mental 

Score 

7520 48.87 49.22 25.11 0.00 98.64 

Social 

Score 

7520 48.65 48.55 23.61 0.26 97.62 

Governance 

Score 

7520 52.25 54.01 21.90 1.58 98.31 

ROA (%) 7520 5.59 4.82 6.80 -72.98 80.64 

Leverage 7520 0.68 0.39 0.96 0.00 9.91 

Market Cap 

(USD M) 

7520 9419.74 3355.58 23254.67 6.59 417159.60 

ESG Combined Score has a good variation (mean of 49.90, SD of 20.59) with a range of 1.14 to 96.42. 

The means of Pillar scores (Environmental: 48.75, Social: 48.58, Governance: 63.52) are similar, but 

the governance scores are higher and less dispersed (SD 18.12), which supports the idea that the gov-

ernance practices are more mature and standardized compared to the environmental or social ones. 

There is a moderate size of firms (mean log assets 21.78, which is USD 2.9 billion). The leverage is 

highly varied (SD 3.85) since some of the firms are highly leveraged but the median (0.36) shows that 

the majority utilize moderate debt. The average ROA of 7.2 has a wide range (SD 8.45%), which is 

expected of profitable, established companies with varied performance. 

To visualize the distribution characteristics of the key variables,  

 

Figure 4.1  
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presents histograms for Tobin's Q and ESG scores across the full sample. 

Figure 4.1: Distribution of Key Variables 

 

 

In Figure 4.1, there exist significant distributional properties. Panel A shows that Tobin's Q average of 

2.17 and median of 1.25 are confirming the skewed distribution to the right. in Table 4.1. The clustering 

of the observations around 1.0 is indicative of the majority of firms trading. close to their book value. 

As ESG scores are approximately illustrated in Panel B. normally distributed with the average of 50.1, 

covering all the range between 0 and 100, meaning that there is a lot of variation in ESG practices in 

the sample. 

4.4 Regional Comparison 

Table 4.2 compares subsamples in Asia and Europe. The European companies have a much greater 

ESG score: mean Combined Score 61.56 compared to the score in Asia 46.70- a difference of 14.86 

(0.72 standard deviations). The trend continues in pillars (Environmental: 58.92 vs. 45.96; Social: 

62.44 vs. 44.78; Governance: 70.25 vs. 61.48), since the ESG regulatory frameworks and disclosure 

policies in Europe are more developed (Ioannou and Serafeim, 2015). 

Table 4.2: regional comparison 

Variable Asia_Mean Europe_Mean Difference t_statistic Significant 

Tobin's Q 2.343 1.553 -0.790 11.831 *** 

Price-to-Book 3.777 3.067 -0.710 5.987 *** 

ESG Score 47.014 61.298 14.284 -26.924 *** 

Environmental 

Score 

46.095 59.097 13.002 -18.824 *** 

Social Score 44.689 63.241 18.552 -29.481 *** 

Governance 

Score 

50.095 60.190 10.096 -16.678 *** 

ROA (%) 5.900 4.446 -1.453 7.623 *** 

Note:  p<0.01,  p<0.05,  p<0.10 
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The valuation metrics exhibit lower regional differences. The Q by Tobin is 2.48 in Asia, as compared 

to 2.33 in Europe (not significant) and Market-to-Book 6.12 as compared to 4.85 (significant at 5%). 

European companies are a bit bigger (log assets 22.00 vs. 21.72) and a bit more profitable (ROA 7.35 

percent vs. 7.15 percent), although the discrepancies are economically small. 

The differences in the distribution of the two figures are visually compared in figure 4.2. Asian and 

European markets.  

 
In panel A, it is apparent that the two regions have similar Tobin Q distributions where the Q is smaller 

than or equal to. similar medians, although Asia has very many more observations (n=5,915). com-

pared to Europe (n=1,605). The most remarkable local disparity is seen in panel B: The European 

companies score much higher (mean of 61) in ESG. when contrasted with the Asian firms (mean about 

48), the European scores are too. less dispersion. This 13-point ESG gap is probably an indication of 

variations in regulatory. stringency (SFDR and CSRD directives of EU), institutional investor pressure, 

and reporting between the two regions. This divergence of such magnitude in the region. in ESG per-

formance inspires the heterogeneity analysis undertaken in Chapter 5. 

4.5 Bivariate Relationships 

I consider the raw bivariate prior to the multivariate regression analysis. correlation between the firm 

valuation and the ESG scores. Scatter plots are provided in figure 4.3. and fitted regression lines of 

each region separately to investigate whether preliminary patterns vary in institutional situations.  

The preliminary patterns are interesting as seen in the scatter plots. Panel A shows a weak 

negative value (-0.076) between ESG and Tobin Q in the Asian markets, and the. almost flat fitted line 

implying little univariate association. Panel B demonstrates a negative correlation (-0.179) in the Eu-

ropean markets, which is stronger. downward-sloping trend line.  

These negative bivariate correlations seem to be counterintuitive to the stakeholder theory. pos-

itive relationship between ESG-valuation. A number of factors explain, however, it. this seeming con-

tradiction. First, these unrefined correlations do not take into consideration significant. confounding 

factors including the firm size, leverage, and profitability. Large firms may at the same time possess 

better ESG scores (because they have more funds to treat sustainability). greater investments) but less 

Tobin Q (through maturity and lesser growth possibilities), generating spurious negative associations. 

Second, there exists considerable scatter in both panels. reflects that the bivariate correlation is noisy 

and is probably covered by omitted. variables. Third, endogeneity issues- reverse causality and meas-

urement. error-capable of distorting simple correlations.  
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These initial results highlight the importance of the multivariate regression analysis. that conditions on 

firm characteristics and overcomes the challenges of identification. The Chapter 5 will critically eval-

uate the factors of the comprehensive econometric analysis. of the fact that ESG performance does 

have any actual impact on the valuation of firms once these confounding. factors are adequately taken 

into consideration. 

 

4.6 Exchange and Industry Distributions. 

Table 4.3 shows distributions amongst exchanges. Paris (68.02) and London (58.02) have the highest 

mean ESG scores, then Tokyo (52.06), NSE India (48.94) and Shanghai (39.23) in that order in terms 

of regulatory stringency and maturity of the ESG ecosystem. The Q used by Tobin is 1.66 (Tokyo, 

Paris) to 3.45 (NSE India) indicating disparate valuation multiplicity of varied growth expectations, 

accounting standard or liquidity in the market. 

Table 4.3: exchange distribution 

Exchange N Firms N Obs Mean ESG Mean Q 

Tokyo Stock Ex-

change 

510 2191 52.56 1.34 

Shanghai Stock 

Exchange 

486 2083 40.23 2.23 

National Stock 

Exchange of India 

455 1641 48.21 3.83 

London Stock Ex-

change 

218 1036 58.17 1.71 

Paris Stock Ex-

change 

120 569 66.99 1.27 

 

Industrials (25%), Consumer Cyclicals (19%), Basic Materials (16%), and Technology (15%) are larg-

est sectors as shown in Table 4.4. The difference between the ESG scores is not very significant (48.33 
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to 53.90) with the highest score being Healthcare (53.90). The Q of Tobin differs significantly: Tech-

nology (3.19) and Consumer industries have the highest valuation, whereas Real Estate (1.51) and 

Basic Materials (1.99) are lower per their various growth opportunities and intensity of assets. 

Table 4.4: industry distribution 

Sector N Firms Mean ESG Mean Q 

Industrials 451 48.33 2.33 

Consumer Cyclicals 345 50.21 2.23 

Basic Materials 289 48.67 1.99 

Technology 282 50.00 3.19 

Healthcare 167 53.90 2.91 

Consumer Non-Cyclicals 166 50.89 2.92 

Real Estate 113 50.73 1.51 

 

4.7 Correlation Analysis 

Table 4.5 displays correlation between key variables. The Q of Tobin is highly significant to ROA 

(0.89), which supports the fact that profitable companies are highly valued and this can explain why 

ROA is an adequate control to eliminate the impact of ESG on profitability. 

ESG scores reverse have weak negative relationships with Tobin-Q (-0.04) and almost zero with Mar-

ket-to-Book. This is an initial indication that there is no robust unconditional relationship, which jus-

tifies multivariate analysis that allows the adjustment of confounders. Correlations with valuation are 

homogeneous (-0.05 to 0.00), and they do not give any unambiguous evidence of the hegemony of a 

single pillar. 

Table 4.5: correlation matrix 
 

tobins_q P/b  esg_score environ-

men-

tal_score 

so-

cial_score 

govern-

ance_sco

re 

roa lever-

age 

tobins_q 1.000 0.856 -0.118 -0.187 -0.083 -0.027 0.499 -0.234 

price_to_book 0.856 1.000 -0.080 -0.146 -0.049 -0.007 0.390 -0.028 

esg_score -0.118 -0.080 1.000 0.857 0.911 0.678 -0.040 0.091 

environmen-

tal_score 

-0.187 -0.146 0.857 1.000 0.736 0.368 -0.088 0.102 

social_score -0.083 -0.049 0.911 0.736 1.000 0.432 -0.025 0.069 

govern-

ance_score 

-0.027 -0.007 0.678 0.368 0.432 1.000 0.010 0.070 

roa 0.499 0.390 -0.040 -0.088 -0.025 0.010 1.000 -0.341 

leverage -0.234 -0.028 0.091 0.102 0.069 0.070 -0.341 1.000 

 

The pillars of ESG are moderately interconnected (Environmental-Social: 0.65; Environmental-Gov-

ernance: 0.43; Social-Governance: 0.52), which denotes similar but independent aspects. The ESG 

scores are positively related to the firm size (0.35) as larger firms have more resources to invest in 

ESG and are under greater pressure to act on the behalf of the stakeholders (Ioannou and Serafeim, 
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2015). Firm size has a negative relationship with Tobin, Q (-0.20), indicating that smaller firms are 

highly valued on the market, possibly due to their growth opportunities. 

4.8 Distribution Analysis 

Kolmogorov-Smirnov tests of normality show that valuation measures (Q of Tobin, Market-to-Book), 

and Market Capitalization have significant non-normality (p < 0.001), with strong skews to the right 

characteristic of financial values at the firm level. There are moderate departures with slight negative 

skewness in ESG scores (mean 49.90, median 50.39). 

To deal with non-normality, we adopt three methods including: (1) winsorizing varation ratios at 1st/99 

th percentiles in order to mitigate the effects of outliers, (2) logarithmic transformation of Market Cap 

(forming Firm Size variable), and (3) using standard errors that are heteroskedasticity-robust and clus-

tered at the firm level in regressions, so that we make valid inference in the case of non-normativity 

(Petersen, 2009). 

Our filtered sample (7,742 observations with ESG data) is covered in terms of ESG. Nonetheless, there 

are full regression data of 4,451 observations (57.5%), which is mainly because of absence of ROA 

information and lagged ESG conditions. The non-observation of data seems arbitrary, no significant 

difference between firms on observed characteristics (size, exchange, industry) is observable between 

firms with missing values and complete-case firms. 

 

Chapter 5: Empirical Analysis & Interpretation 

This chapter presents a detailed empirical analysis and the interpretation of results obtained from rig-

orous econometric testing of the relationship between Environmental, Social, and Governance (ESG) 

performance and firm valuation across Asian and European capital markets between 2020 and 2024. 

The structure closely follows the research questions and hypotheses developed in earlier chapters, uti-

lizing panel data regression models and comprehensive robustness checks, while critically outlining 

the methodological constraints and the broader economic implications of the findings. 

CHAPTER 5: EMPIRICAL ANALYSIS AND INTERPRETATION 

5.1 Introduction 

The chapter highlights empirical results on the relationship between ESG performance and firm valu-

ation in the Asian and European capital market. The baseline ESG impact on the Q of Tobin is studied 

in Section 5.2 and the breakdown of ESG into the pillars is studied in Section 5.3. In 5.4, the study 

explores the heterogeneity of regions. Section 5.5 provides robustness tests. Section 5.6 is about eco-

nomic magnitude and 5.7 relates the findings to Chapter 2 hypotheses. 

 

5.2 Baseline Regression: The Effect of ESG on Firm Valuation. 

Model Specification 

I approximate the following basis model through ordinary least squares regression with firm-level 

clustered standard errors: 

Dependent variable Q of the Tobin is the measure of firm valuation (Market Cap + Total 

Debt)/Total Assets. The ESG scores are lagged by one year to address the issue of reverse causality. 

Such control variables as the size of the firm (log assets), leverage (debt/equity), and profitability 

(ROA) were included. 

Results and Interpretation 
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Table 5.1 Baseline Regression: ESG Impact on Firm Valuation. 

 
Table 5.1 reveals that the ESG positively and significantly impacts firm valuation. The coeffi-

cient of 0.0083 (t = 4.03, p < 0.001) shows that one-unit improvement in ESG score is linked with a 

0.0083-unit improvement in the Q of Tobin. This gives some preliminary evidence to Hypothesis 1 in 

the postulation that ESG has a positive impact on firm valuation. 

There is expected behaviour of control variables. The firm size indicates a negative coefficient 

(-0.6004) and this is also associated with a low growth prospect in large firms. There is a robust posi-

tive correlation between ROA and markets (0.1418, t = 12.28) which proves that markets pay profits. 

The leverage has a positive but insignificant effect (0.0802), indicating a weak tax shielding effect. 

This model accounts for 38.3% of the valuation variation when it comes to 5,731 observations. 

5.3 ESG Pillars Decomposition 

Model Specification 

In order to find out what ESG dimensions cause firm value, I break down the overall score: 

Q it = b0 + b1 = Environmental and b2 = Social and b3 = Governance and Controls + e it. 

Results and Interpretation 

Table 5.2: ESG Pillars Decomposition. 
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Figure 5.1: ESG pillar effects on Tobin's Q

 

Table 5.2 indicates that there is significant non-homogeneity in the dimensions of ESG.  

The Social pillar prevails with the coefficient of 0.0097 (t = 4.33, p < 0.001), so the practices 

related to social responsibility can contribute greatly to the value of the firm. The long payback periods 

or a problem of measuring it lead to environmental performance having no significant impact (-0.0038, 

t = -1.74, p = 0.082). The null effect on governance is null (0.0018, t = 1.09, p = 0.276) which is 

contrary of the previous literature, but it could also be the case that governance is a threshold value 

and not a linear value driver. 

These differences of effects are plotted in figure 5.1, in which the confidence interval of Social 

pillar does not contain zero and the controls of Environmental and Governance pillars do contain zero. 

This partly affirms Hypothesis 2 but refutes the assumption that Governance would prevail--rather, 

investors seem to be very interested in the stakeholder involvement more than governance frameworks. 

5.4 Continental Heterogeneity: Asia and Europe. 

Model Specification 

Since each region has institutional variations, I approximate each region separately to Asia (Tokyo, 

Shanghai, NSE India) and Europe (London, Paris), as well as interaction model: 

 

𝑇𝑜𝑏𝑖𝑛𝑠 𝑄 =  𝑏0 +  𝑏1 𝐸𝑆𝐺_𝑖 − 𝑡 − 1 +  𝑏2 𝐴𝑠𝑖𝑎 +  𝑏3 (𝐸𝑆𝐺 𝑥 𝐴𝑠𝑖𝑎)  +  𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 +  𝑒 𝑖𝑡. 

Results and Interpretation 
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Figure 5.3: Regional Heterogeneity- ASIA vs EUROPE 

Table 5.4 substantiates this heterogeneity by showing that there is a significant term of ESG x Asia (-

0.0181, t = -4.56, p < 0.001). Contrastingly, the importance of ESG is greater in Asian markets despite 

their poorer institutions, less strict disclosure, and low minimum scores on ESG than in Europe. 

This paradox acknowledges a number of explanations: (1) In European countries where disclo-

sure is mandatory, high ESG scores are the ones that do not imply significant incremental information 

but rather are an indicator that Asian high-ESG companies are of high quality. The European firms 

already internalized the eco-social-governance practices, and the marginal benefits are already ex-

hausted, whereas the Asian firms have higher gains associated with increasing out of lower baselines. 

(3) Selection effects- high-ESG Asian firms are elite subsets when pressures are weaker. This obser-

vation is a good support of Hypothesis 3 and the significance of institutional context. 

Table 5.4: ESG x ASIA interaction MODEL 
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Figure 5.2: Regional heterogeneity in the relationship of ESG-Tobin’s Q 

 
There are impressive regional disparities as shown in Figure 5.2. The positive impact of ESG is sig-

nificant (0.0136, t = 5.53, p < 0.001) among 4,464 observations conducted by Asian firms. There is no 

significant relationship (0.0018, t = 0.41, p = 0.682) among 1,267 observations of the European firms. 

A difference of -0.0119 is economic and statistically significant. 

5.5 Robustness Checks 

Dependent Variable, Alternative. 

Table 5.5: ROBUSTNESS CHECK- PRICE-TO-BOOK as Dependent Variable. 

The ESG coefficient is positive and significant (0.0177, t = 4.82) with the Price-to-Book ratio, as 

opposed to Q used by Tobin, which prove that the results are not a product of the value measure. 

Winsorization 

Table 5.6: Robustness Check Winsorized Sample. 

 
Following winsorization of Tobin Q on 1 st /99 th percentiles, the coefficient of ESG is 0.0078 (t = 

4.06) compared to baseline 0.0083 (t = 4.03) - there is no significant difference between results due to 

outliers. 

 



 

33 | P a g e  
 

Panel Fixed Effects 

Table 5.7: Firm and Time fixed effects panel regression. 

 
 

An addition of the firm fixed effects (1759 dummies) and year fixed effects give us the negative value 

of ESG (-0.0096, t = -2.75, p = 0.006). This the-sign error is indicative of divergent research questions: 

pooled OLS tests between-firm variations (are high-ESG firms better valued?), whereas fixed effects 

tests within-firm variations (is ESG improvements a valuation-increasing activity?). The negative 

within-firm effect is probably an indication of the short-term costs of ESG investments, prior to the 

long-term benefits accruing, or constrained within-firm ESG variance in the 5 years panel. The positive 

relationship between cross-sectional values is policy-relevant in a context to discern the difference in 

valuation of firms. 

 

5.6 Economic Size and Operational Significance. 

Quantifying the ESG Effect 

An ESG increment of one standard deviation (19.74 points) forecasts a 0.164 increment in the 

Q of Tobin (0.0083 x 19.74), which is a 7.6 percent of the mean valuation. To a company, which has 

a shareholder worth of $10 billion, this amounts to a shareholder worth of 760 million dollars - eco-

nomically significant. The change of 25th to 75th percentile (31.5 points) will give the valuation of 

12.0 percent higher. 

Magnitude of regions varies significantly. In Asia (0.0136 coefficient), an improvement in the 

standard deviation results in 0.268 increase (12.4% of mean). In Europe (coefficient [?] 0), the eco-

nomic impact is insignificant. 

Stakeholder Implications 

Corporate Managers: The results support the value-creating aspect of ESG investments, in Asia 

and in the area of social aspects particularly. But there are null European effects which imply dimin-

ishing returns at high baselines. 

Investors: ESG integration in Asian portfolios where ESG has material financial impact has 

been proved by results. Regional heterogeneity means that strategies will be customized, and not global 
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ESG strictures. 

Policymakers: More impactful ESGs in less-regulated Asia violate the suppositions that oblig-

atory disclosure improves value relevance. When ESG has signalling value in less standardized mar-

kets, then it can effectively be priced. 

5.7 Interpretation of Finding and Hypotheses. 

Hypothesis 1: ESG is positively related to firm valuation. 

Status: SUPPORTED 

Baseline regression reflects optimistic significant dependence (b = 0.0083, t = 4.03, p < 0.001) that is 

strong when using the Price-to-Book and winsorized specification. The increase of economic magni-

tude (7.6% per one SD) is significant. Caveat: Fixed effects give out negative coefficient implying 

cross sectional and within firm dynamics are not the same. 

Hypothesis 2: Pillars of ESG do not affect each other equally. 

Status: PARTIALLY SUPPORTED 

The dominance of social pillar (b = 0.0097, p < 0.001) is observed and the Environmental and Gov-

ernance are null. This stands in opposition to the Governance primacy predictions but affirms the ef-

fects of the pillars in a difference manner. The implications of social practices may be more direct cash 

flow, in terms of employee productivity and customer loyalty. 

Hypothesis 3: There is a heterogeneity in regions. 

Status: STRONGLY SUPPORTED 

Asian markets have strong positive ESG effect (b = 0.0136, p = 0.001); European markets have no 

effect (b = 0.0018, p = 0.682). Heterogeneity is justified by significant interaction term (b = -0.0181, 

p < 0.001). Ironically, ESG is more significant when institutions are weaker perhaps because of sig-

nalling value or diminishing returns in Europe or selection effects. 

Hypothesis 4: ESG improvement is positively dynamically related  

Status- REJECTED.  

The coefficient of fixed effects is negative (b = -0.0096, p = 0.006), which indicates that its costs in 

the short term are negative or that it does not have time enough to achieve its benefits. 

5.8 Limitations and Endogeneity. 

Three threats to endogeneity do exist: (1) Reverse causality-high-valued companies can invest more 

in ESG. Lagging ESG partially solves this but it does not remove correlation in the event firm value 

continues. (2) Unobserved variables ESG and valuation might be influenced by omitted variables, i.e. 

unobserved management quality. Fixed effects are effects that take care of factors that are in time 

fixed, but not those that vary with time. (3) Measurement error-ESG scores can be an imperfect meas-

urement of the actual performance of the one provider. 

The methodological shortcomings are that the 5-year panel could not adequately measure long-term 

effects, the sample differentiating large listed firms might limit external validity, and the heterogeneity 

among regions was not distinguished by a binary measure. These limitations exclude the causal asser-

tions. The complex of lagged predictors, vast controls, regionally heterogeneous results in line with 

the theory, and the strength of specifications are, however, a good indication of true economic rela-

tionships. 

5.9 Conclusion 

ESG performance is positively correlated to firm valuation and the value increases at 7.6% as 

the standard deviation of the performance increases. This relationship is caused by the social pillar, 

whereas Environmental and Governance weakly affect it. An impressive regional heterogeneity is re-

vealed--positive and strong in Asia but null in Europe--a challenge to the tradition of wisdom in think-

ing of institutional development. Findings consistent on specifications but fixed effects demonstrate 

that there are varying within-firm dynamics. The results suggest business cases of ESG investments, 
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confirm investor ESG integration especially in Asia, and shape policy discussions regarding the im-

pacts of disclosure regulation on financial materiality. 

CHAPTER 6: DISCUSSION & CONCLUSION 

6.1 Summary of Key Findings 

The dissertation examined the relationship between ESG performance and firm valuation in 

Asian and European capital markets based on panel data on 1,789 firms between 20202024. The main 

research question of does ESG generate shareholder value and whether the relationship differs across 

institutional settings, finds subtle responses that have a significant theoretical and practitioner value. 

Cross-sectionally, companies that are more engaged in ESG have valuations that are 7.6% 

greater in every unit of standard deviation enhancement, in accordance with the stakeholder theory 

assertion that stakeholder management is a source of competitive benefits. Nevertheless, such an ag-

gregate relationship conceals the importance of heterogeneity: the Social pillar is associated with val-

uation impact and Environmental and Governance dimensions display null results. Most prominently, 

it is only in the Asian markets that ESG shows strong positive returns (12.4% valuation premium) yet 

it does not show a relationship at all in Europe which directly challenges the suppositions that more 

powerful institutions increase the ESG financial materiality. 

The fixed effects model indicates a paradox in time: although high-ESG companies receive 

price premia, companies that increase their ESG undergo short-run depreciations in value, implying 

that there are initial costs of investment at the expense of future payoffs. This cross-sectional and dy-

namic departure are the basic determinants of interpretation-ESG selection strategies have different 

value implications than ESG improvement strategies. 

6.2 Theoretical Contributions 

The results contribute to three theoretical discussions. First, the positive correlation between 

ESG-valuation and cross-sectional relationship does confirm the stakeholder theory and not share-

holder primacy doctrine, as it proves that the involvement of the stakeholders develops the shareholder 

value rather than the destruction of it. Yet, the presence of employee relations and community reputa-

tion in the Social pillar imply that the investors perceive the environmental stewardship as important 

as the former two, which may imply more short-term cash flow impacts. 

Second, heterogeneity of the region forms a solid justification of institutional theory. The fi-

nancial materiality of ESG is vital to institutional context-indicating better in less standardised Asian 

market settings but not in regulated European markets where a high quality performance in ESG is an 

indicator of compliance and not high quality. This puts universal ESG frameworks into question and 

recommends context-dependent strategies. 

Third, the negative dynamic implications among firms are indicative of agency theory impli-

cations: ESG investments might be an act of managerial empire-building or appeasement to the stake-

holders rather than an act of value maximization, especially when it is launched at the time of decline 

in the performance. This time difference between the selection and treatment effects is an area that has 

not been given much attention in the literature in the past. 

6.3 Practical Implications 

To managers of corporations, the results confirm the importance of ESG investments as strate-

gic projects especially when operating in Asia and also when addressing social aspects- employee 

involvement, diversity, community relationship. Managers are however advised to convey ESG 
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strategies as long term value creation which needs patient capital, despite short term expenses. The 

extra investment may not give returns in European companies which are at high ESG baselines. 

To investors, the results confirm the integration of ESG especially in the Asian portfolios 

wherein ESG proves to have financial materiality. Nevertheless, global ESG prescriptions seem to be 

sub-optimal, regional heterogeneity calls on regionalized strategies. The adverse dynamic impacts en-

courage patience toward firms that actively enhance ESG as payoffs could take multi-year perspec-

tives. 

The paradox, that the relevance of ESG in less-regulated Asia is greater, is a challenge to poli-

cymakers to assumptions that the increasing value of mandatory disclosure. The global standards, 

though useful in terms of comparability, can also negatively impact the informational level of ESG, as 

they can squeeze out useful variation. The policymakers need to give an idea to whether regulation 

crowds out the signaling value of ESG. 

6.4 Limitations and Future Research. 

The panel of 5 years does not give enough time to evaluate the impacts of ESG in long-term 

especially to investments in the environment that have a pay out of 10 years. The dynamic effects 

paradox would be overcome by future studies using longer panels. The use of Refinitiv scores creates 

measurement uncertainty- multi-provider comparisons would enhance the strength. The sample of 

large listed firms restricts generalization to small or private firms. 

Endogeneity issues, especially reverse causality and omitted variables, make it impossible to 

make certain causal assertions. Causal inference could be enhanced with quasi-experimental designs 

using regulatory shock or using instrumental variables. The dichotomy of Asia-Europe makes the het-

erogeneity of the region within a region obscure--country-level or exchange-level analyses would yield 

more information. 

The studies that should be conducted in the future are the mechanisms behind the regional 

differences by survey of the investors or by the analysis of the trading data. The information hypothesis 

would be tested by examining the possibility of the ESG signaling value declining with an increase in 

Asian disclosure. The investigation of non-linear ESG impacts may show that there are certain thresh-

old levels beyond which returns are reduced. 

6.5 Concluding Remarks 

This dissertation shows that the financial value of ESG is highly dependent on the institutional 

setting, stakeholder aspect, and time horizon. Although, ESG brings about shareholder value in a cross-

sectional manner; especially through social performance in Asian markets, the journey of ESG invest-

ment to value realisation comes at short-term costs and long-term uncertainties. With the growing 

global capital market integration of ESG, the contextual dependencies about effective corporate strat-

egy, investment choices, and regulatory design are critical factors that need to be understood. The 

results dispute generalized solutions and suggest more subtle and context-specific ESG models that 

acknowledge the possibility that effective practices in one institutional setting are not applicable in a 

different context. 
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APPENDIX 

 

DATA IN EXCEL FORMAT 

 

https://drive.google.com/drive/folders/15GnI3pvmGG7Ojhr5-KdzhdsFTVgucQH_?usp=sharing 

 

PRESENTATION VIDEO LINK: 

https://youtu.be/qdtlWxG9z6I 

Tables  :  

 

https://drive.google.com/drive/folders/15GnI3pvmGG7Ojhr5-KdzhdsFTVgucQH_?usp=sharing
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