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Abstract: We investigate the association between Environmental, Social, and Governance (ESG)
ratings and stock performance during the COVID-19 crisis. Although there is mixed evidence in the
literature whether ESG is valuable in times of crisis, we find high ESG-rated European firms to be
associated with higher abnormal returns and lower stock volatility. After decomposing ESG into its
separate components, we find the social score to be the predominant driver of our results. Further,
we argue that ESG is value-enhancing in low-trust countries, and in countries with poorer security
regulations and where lower disclosure standards prevail.
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1. Introduction

In the literature there is a debate of whether engaging in corporate social responsibility
(CSR) activities is beneficial [1–3]. Some studies have shown that CSR activities are solely
a manifestation of agency conflicts between a firm’s shareholders and managers, who
particularly benefit from engaging in CSR at the expense of a firm’s shareholders [4,5],
while other research has shown that engaging in environmental, social, and governance
(ESG) is value-enhancing due to the hypothesis that well-governed corporations can
achieve both, higher profits and better social conditions [2,6–8].

In line with these arguments, there is mixed evidence in the literature regarding the
relationship between a firm’s CSR activities and its stock performance, especially during
times of crisis. Albuquerque et al. [9], Lins et al. [10] and Ding et al. [11] find that high
CSR-rated firms are associated with better stock performance in terms of higher stock
returns and lower stock volatility during times of crisis. In contrast, Bae et al. [12] and
Demers et al. [13] stress that a firm’s CSR performance is unrelated to its stock performance
after the COVID-19 crisis unfolded, thus CSR does not make firms more resilient in times
when market uncertainty is high.

In this paper, we therefore investigate whether there is a link between CSR activities
and a firm’s stock performance in terms of higher stock returns and lower stock volatility
in the beginning of 2020, because the unexpected and exogenous COVID-19 shock serves
as a brilliant opportunity to test this relationship. Particularly, we aim to answer two main
research questions.

First, does engaging in CSR activities create shareholder value and does good-quality
CSR make European firms more resilient during times of crisis? Although there is a
growing strand of literature investigating the effect of good-quality CSR when market
uncertainty is high [9–13], our understanding of whether CSR is of particular importance
for European firms, especially during times of crisis, is still limited.

Second, we pose the research question of whether CSR is even more important for
firms headquartered in certain countries depending on the countries’ characteristics. In
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this respect, we examine whether the effect of good-quality CSR is even more pronounced
in low-trust or high-trust European countries. While Lins et al. [10] investigate the impact
of CSR in high-trust US regions, this is the first study investigating the impact of good-
quality CSR depending on a countries’ level of societal trust. Further, we explore additional
country characteristics as proposed in Karolyi et al. [14] and Neukirchen et al. [15] who
investigate characteristics such as the quality of security market regulations, the level of
legal protection standards, as well as the level of disclosure standards.

We employ a sample of 1452 firms from 16 different European countries to examine
whether high CSR-rated firms outperformed those with very low CSR ratings. To do so,
we obtain Refinitiv’s ESG ratings from Thomson Reuters Eikon as they are primarily used
in the CSR literature [9,12,13], and also financial data from Compustat/Capital IQ.

Our research design is closely related to Albuquerque et al. [9], Bae et al. [12], and
Lins et al. [10]. Specifically, we employ several multivariate regression models where the
dependent variable is either a firm’s cumulative raw stock return or a firm’s cumulative
abnormal stock return during the so-called “collapse period” from 3 February 2020 until
23 March 2020 proposed by Fahlenbrach et al. [16] where the COVID-19 pandemic hit
financial markets. Additionally, we use a firm’s volatility and idiosyncratic volatility over
the collapse period as dependent variables to test whether effective CSR is associated with
a reduction in stock volatility. As our main independent variables of interest, we use the
raw ESG scores and a dummy variable set to one if a firm’s ESG score is larger than the
median score within the respective country, and zero otherwise.

Our results are mixed, consistent with the related literature. Comparable to the results
found in Bae et al. [12] and Demers et al. [13], we do not find statistically significant
coefficients on our ESG measures when we employ a firm’s cumulative raw stock return
as the dependent variable. However, our results are in line with Albuquerque et al. [9],
when using market adjusted abnormal stock returns in our regressions. We find positive
and highly statistically significant coefficients on our ESG measures indicating that a one
standard deviation increase in ESG scores is associated with on average a 2.59% higher
abnormal return during the collapse period. Further, we document that firms with higher
ESG scores are also associated with lower idiosyncratic volatility. We find our results to be
robust to different observation periods and when controlling for several firm characteristics
as used in related studies [9,10,12,16]. We also employ industry and country fixed effects
to ensure the validity of our results.

In additional tests, we examine whether ESG is even more value-enhancing in specific
countries. Particularly, we find that ESG is of significant importance in low-trust countries,
and in countries which exhibit poorer security regulations and where lower disclosure
standards prevail. Our results differ in some extent from those found in Lins et al. [10]
who show that CSR is more important in high-trust US regions during the global financial
crisis (GFC). However, Bae et al. [12] find only weak support for this hypothesis during
the COVID-19 crisis. In this respect, Engelhardt et al. [17] investigate a cross-country
setting and find that financial volatility is significantly higher in low-trust countries in
response to COVID-19 cases. Thus, our results indicate that engaging in ESG activities
in low-trust countries may reduce uncertainty among market participants during the
COVID-19 pandemic.

The remainder of this paper is structured as follows. In Section 2, we employ a
theoretical framework and a comprehensive literature review. Section 3 describes our
dataset. Section 4 presents our results. In Section 5, we perform robustness checks and
Section 6 concludes.

2. Theoretical Background

There is an evolving body of research investigating the relationship between a firm’s
CSR performance and firm value and so far, the existing literature shows ambiguous
results [1–3,18–29]. Beginning with Friedman [30], there is an ongoing discussion of
whether companies should maximize shareholder value or stakeholder wealth. Classical
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shareholder theory suggests that CSR is solely a donation from a firm’s shareholders
to stakeholders [31]. In this respect, firms which are socially unresponsive have lower
costs and could therefore earn higher profits than socially responsive firms [32]. Thus,
socially responsive firms generally face competitive disadvantages compared to socially
unresponsive firms and should have lower valuations [33].

Similarly, some authors have argued that CSR activities might be solely a manifestation
of agency conflicts between a firm’s shareholders and managers. In that sense, managers
might invest in CSR activities in order to boost their personal image among relevant
stakeholder groups at the expense of a firm’s shareholders [4,5]. Following this argument,
a firm’s CSR performance is either unrelated to its value or can even damage a firm’s
valuation because of high agency costs [12,23,24,29].

The opposite view on the relationship between CSR and firm value is that engaging in
CSR activities is value-enhancing due to the hypothesis that well-governed corporations
can achieve both, higher profits and better social conditions [2,6–8]. This view on CSR
is also summarized as “doing well by doing good” [9]. In this respect, several studies
have highlighted a positive relationship between a firm’s CSR performance and its finan-
cial performance [1,2,22,26,34,35]. Dai et al. [36] document that CSR efforts increase a
firm’s operational efficiency and its firm value. El Ghoul et al. [37] show that firms with
good-quality CSR have substantially lower cost of capital. Their findings also support the
view that high-CSR rated firms exhibit lower financial risks and are thus valued higher
by investors. Deng et al. [21] investigate whether CSR is value enhancing for acquiring
firms’ shareholders and find that high CSR acquirers exhibit significantly higher merger
announcement returns. Albuquerque, Koskinen, and Zhang [38] argue that CSR signifi-
cantly reduces systematic risk and strengthens firm value. Further, Flammer [1] states that
the effect of shareholder CSR proposals lead to significantly higher abnormal stock returns.

The effect of CSR has also been studied during times of financial crises. Cornett et al. [39]
find that the relationship between banks’ CSR quality and their financial performance is
positive; thus banks particularly benefit from engaging in CSR activities after the Great
Recession in 2009. Further, Lins et al. [10] stress that non-financial firms which are socially
responsible had better capital market outcomes in terms of higher stock returns during the
GFC. Additionally, they find that high-CSR rated firms had higher profitability and growth
compared to low-CSR rated firms.

Several recent papers have also examined the current COVID-19 crisis. Albuquerque et al. [9]
and Ding et al. [11], who primarily focus on the US market, document that high CSR-rated
firms exhibit better financial performance in terms of higher stock returns and lower stock
volatility during the ongoing COVID-19 crisis. In contrast to these studies, Bae et al. [12]
as well as Demers et al. [13] find that a firm’s CSR performance is either unrelated to its
financial performance after the COVID-19 crisis hit financial markets. Thus, firms which
are socially responsible were generally not more resilient.

3. Data

Our sample consists of 1452 publicly-listed European firms from 16 different European
countries. To measure a firm’s ESG performance, we obtain Refinitiv’s ESG ratings from
Thomson Reuters Eikon which have also been used in the CSR literature [9,13]. Particu-
larly, we collect Refinitiv’s ESG ratings for the year 2019. Refinitiv measures corporate
environmental, social, and governance performance into several sub-dimensions. A firm’s
environmental performance is covered by the categories resource use, emissions, and
innovation. Social performance is measured by the sub-dimensions workforce, human
rights, community, and product responsibility, and governance performance is evaluated
in the sub-dimensions management, stakeholders, and CSR strategy [40]. We then extend
our dataset by adding stock and accounting data from Compustat/Capital IQ.

Our main independent variable of interest is ESG Score which measures a firm’s ESG
performance. Additionally, we construct the dummy variable High ESG, which is set to
one if a firm’s ESG score is larger than the median score within the respective country, and
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zero otherwise. Our main dependent variables of interest are a firm’s cumulative raw stock
return as well as a firm’s cumulative abnormal stock return for the period from 3 February
2020 until 23 March 2020. This period is the so-called “collapse period” as proposed by
Fahlenbrach et al. [16] where the COVID-19 pandemic hit financial markets. We calculate
abnormal returns based on a market model estimation similar to Albuquerque et al. [9].
Specifically, a firm’s abnormal stock return is the difference between the logarithmic stock
return and the expected stock return. The expected stock return is the CAPM beta times
the market return of the respective country where we estimate beta factors based on the
firm’s stock returns and the respective market return for the year 2019.

We also employ several control variables which have also been used in the exist-
ing literature [9,10,12,16] and provide definitions of these variables in Table A1 in the
Appendix A.

After merging our datasets, our final sample consists of 1452 European firms, for
which we gather data on ESG ratings and data on stock performance. Regarding control
variables, there are several observations missing which is the reason why we take several
regression specifications into account. Figure 1 shows the weights of the 16 different
European countries in which the firms are headquartered in. For instance, 23.1% of the
firms are located in the UK and 11.7% are German firms.
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Figure 1. Firms per Country. This figure shows the weights of the 16 different countries in which the
firms are headquartered in.

Table 1 presents summary statistics for our final dataset. Mean cumulative stock
returns are highly negative (−45.72%) and the respective standard deviation is 28.08%
which indicates that firms’ stock prices experience large fluctuations during the collapse
period from 3 February 2020 until 23 March 2020. Although Fahlenbrach et al. [16] consider
a dataset consisting of US firms, we find very similar summary statistics regarding firms’
cumulative stock returns. Further, the mean ESG score amounts to 53.29% with a standard
deviation of 20.48%. In terms of control variables, the average firm in our dataset has a size
of $11.91 billion, a cash over assets ratio of 12.61%, and a financial leverage of 26.72%.

Before we examine the association between corporate ESG performance and stock
returns in a multivariate setting, we first perform a correlation analysis in Table 2. Regard-
ing pairwise correlations, we find that the correlations are generally weak, except for the
positive correlations between Size and our ESG measures and ROE and Profitability. Further,
we find a negative correlation of −0.28 between ESG Score and Historical Volatility and a
correlation of −0.38 between Momentum and Historical Volatility. The main independent
variable of interest ESG Score and the cumulative (abnormal) stock return which are used
as the dependent variables in the upcoming multivariate regressions, show a positively
weak and statistically significant correlation of 1% (4%).
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Table 1. Descriptive Statistics. This table presents summary statistics for the variables used in this
paper. Our sample consists of 1452 firms from 16 different European countries. The construction of
our variables is provided in Table A1.

Obs. Minimum Maximum Mean Median Std.

Cumulative Raw Returns 1452 −1.8442 0.3906 −0.4572 −0.4322 0.2808
Cumulative Abnormal Returns 1452 −1.6992 0.9349 −0.1681 −0.1448 0.2960

Volatility 1452 0.0010 0.2092 0.0454 0.0415 0.0185
Idiosyncratic Volatility 1452 0.0020 0.2123 0.0361 0.0322 0.0183

ESG Score 1452 0.0152 0.9449 0.5329 0.5449 0.2048
Size 1143 1.4734 11.9168 7.7315 7.7096 1.8530
ROE 1427 −0.5024 0.4126 0.0393 0.0453 0.1005

Profitability 1450 −0.3257 0.3784 0.0995 0.0985 0.0904
Cash / Assets 1143 0.0046 0.8140 0.1261 0.0917 0.1314

Short-term Debt / Assets 1406 0 0.2811 0.0531 0.0367 0.0563
Long-term Debt / Assets 1438 0 0.6723 0.2129 0.1932 0.1549

Leverage 1404 0 0.7231 0.2672 0.2598 0.1712
Market-to-Book 1427 −2.9155 32.1355 3.4840 1.9650 4.8151

Historical Volatility 1452 0.1162 1.0665 0.3037 0.2717 0.1438
Momentum 1452 −1.0887 1.0300 0.1572 0.1844 0.3168

Table 2. Correlation Analysis. This table presents the correlation coefficients for the variables used in this paper. * denotes
statistical significance at the 5% level. The construction of our variables is provided in Table A1.

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)

(1) Cumulative Raw Returns 1.00 *
(2) Cumulative Abnormal Returns 0.05 * 1.00 *
(3) Volatility −0.65 * −0.05 * 1.00 *
(4) Idiosyncratic Volatility −0.58 * −0.07 * 0.95 * 1.00 *
(5) High ESG −0.03 * 0.04 * −0.06 * −0.15 * 1.00 *
(6) ESG Score 0.01 * 0.04 * −0.12 * −0.23 * 0.83 * 1.00 *
(7) Size −0.02 * 0.05 * −0.17 * −0.27 * 0.53 * 0.63 * 1.00 *
(8) ROE 0.16 * 0.01 * −0.14 * −0.17 * 0.09 * 0.13 * 0.19 * 1.00 *
(9) Profitability 0.02 * −0.04 * −0.12 * −0.12 * 0.06 * 0.09 * 0.19 * 0.35 * 1.00 *
(10) Cash / Assets 0.07 * 0.01 * 0.06 * 0.07 * −0.12 * −0.17 * −0.34 * −0.11 * −0.24 * 1.00 *
(11) Short-term Debt / Assets −0.09 * 0.05 * 0.03 * 0.00 0.10 * 0.10 * 0.21 * −0.01 * −0.03 * −0.17 * 1.00 *
(12) Long-term Debt / Assets −0.10 * 0.02 * 0.12 * 0.08 * 0.10 * 0.15 * 0.15 * −0.05 * 0.02 * −0.27 * 0.09 * 1.00 *
(13) Market-to-Book 0.15 * −0.01 * −0.13 * −0.11 * −0.15 * −0.13 * −0.16 * −0.02 * 0.24 * 0.20 * −0.04 * −0.03 * 1.00 *
(14) Negative Market-to-Book −0.08 * −0.01 * 0.10 * 0.12 * 0.05 * 0.04 * −0.04 * −0.08 * 0.04 * −0.02 * 0.05 * 0.23 * −0.22 * 1.00 *
(15) Historical Volatility −0.17 * −0.03 * 0.33 * 0.37 * −0.21 * −0.28 * −0.39 * −0.36 * −0.28 * 0.25 * 0.02 * −0.10 * −0.02 * 0.09 * 1.00 *
(16) Momentum 0.13 * 0.00 −0.12 * −0.14 * 0.01 * 0.00 0.01 * 0.19 * 0.14 * 0.10 * −0.16 * −0.03 * 0.24 * −0.05 * −0.38 * 1.00 *

We additionally present univariate tests in Table 3 to compare firm characteristics
of High ESG and Low ESG firms. Concerning firm size, High ESG firms are on average
significantly larger than Low ESG firms. High ESG firms exhibit significantly higher financial
leverage and higher long-term debt over assets ratios, while we find that High ESG firms
tend to have a significantly lower Tobin’s Q, a lower cash over assets ratio, a lower market-
to-book ratio, and a lower historical stock volatility.

Table 3. Univariate Tests. This table reports the results from univariate statistics. A firm is classified
as a High ESG firm if the firm’s ESG score is above the median score within the respective country.
We perform a t-test to check whether the difference in means between High ESG and Low ESG firms
is significantly different from zero, where ***, **, * denotes statistical significance at the 1%, 5%, and
10% level.

High ESG Low ESG
Observations Mean Observations Mean Difference

Tobin’s Q 734 1.7961 693 2.2803 −0.4842 ***
Size 596 8.5689 547 6.8190 1.7499 ***
ROE 734 0.0428 693 0.0357 0.0071
Profitability 744 0.1022 706 0.0968 0.0054
Cash/Assets 596 0.1094 547 0.1443 −0.0349 ***
Short-term Debt/Assets 731 0.0543 675 0.0518 0.0025
Long-term Debt/Assets 745 0.2207 693 0.2046 0.0161 *
Leverage 731 0.2773 673 0.2562 0.0211 **
Market-to-Book 734 2.9714 693 4.0270 −1.0556 ***
Historical Volatility 745 0.2830 707 0.3255 −0.0425 ***
Momentum 745 0.1604 707 0.1539 0.0064
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4. Empirical Results
4.1. ESG Ratings and Stock Returns

To study the association between a firm’s ESG performance and stock returns, we
estimate the following ordinary least squares (OLS) regression:

Stock Per f ormancei = β0 + β1ESG Scorei + ∑ βkFirm Controls

+ ∑ βl Industry Fixed E f f ects

+ ∑ βmCountry Fixed E f f ects + εi (1)

where i is the firm and εi is the error term. The dependent variable is a firm’s stock perfor-
mance which is either the cumulative stock return or the cumulative abnormal stock return
from 3 February 2020 to 23 March 2020. Our main independent variable of interest is ESG
Score which measures a firm’s ESG performance. In additional regressions, we also employ
the dummy variable High ESG, which is set to one if the firm’s ESG score is above the me-
dian score within the respective country, and zero otherwise. As shown in specification (1),
we include a variety of firm controls as well as industry fixed effects and country fixed
effects in our regression models. In terms of control variables, we include firm size as it
explains a substantial fraction of the variation in stock returns [41]. Further, we control for
ROE, profitability, cash holdings and different proxies for corporate debt because firms with
stronger financial conditions may also have higher stock returns over the COVID-19 crisis
period [10]. In addition, a firm’s historical volatility, market-to-book ratio and momentum
factor are included in the regression model as these variables may affect a firm’s stock
performance [9,42]. In terms of industry fixed effects, we use the Global Industry Classifi-
cation Standard’s (GICS) 11 sectors as proposed in Neukirchen et al. [15]. We additionally
cluster the standard errors by country as done in Lins et al. [43] and Petersen [44] since
firm controls might be correlated between firms within the respective country.

Table 4 presents our baseline results. In Panel A we employ both, a firm’s cumu-
lative stock return (columns (1) and (3)) and a firm’s cumulative abnormal stock return
(columns (2) and (4)) as the dependent variables. The variable ESG Score is our main inde-
pendent variable of interest. While we find statistically insignificant coefficients on ESG
Score when considering a firm’s cumulative raw stock return as the dependent variable
(columns (1) and (3)), the coefficients on ESG Score are positive and highly statistically sig-
nificant when we employ the cumulative abnormal stock return as the dependent variable
(columns (2) and (4)). In columns (2) and (4), the coefficients on ESG Score are comparable
in size even when we control for a variety of firm characteristics (column (4)) and country
fixed and industry fixed effects. It is noteworthy, that we only consider 1122 firms in
columns (3) and (4) as some firm controls are missing for certain observations. Regarding
control variables, our results are similar to the existing literature [9,15,16]. Particularly,
we find negative and highly statistically significant coefficients on Short-term Debt / Assets,
Long-term Debt / Assets, and positive and statistically significant coefficients on Size, ROE,
Cash / Assets, Market-to-Book, Historical Volatility, and Momentum.

Although we find no consistent evidence supporting the notion that firms with a
higher ESG performance exhibit higher cumulative raw returns, we can conclude that a
one standard deviation increase in ESG scores is associated with on average a 2.59% higher
abnormal return during the collapse period. The results are in line with the ongoing debate
of whether ESG significantly pays off during times of crisis. While Bae et al. [12] and
Demers et al. [13] find no evidence that ESG affects stock returns and market adjusted
stock returns, Albuquerque et al. [9] find that firms with higher environmental and social
ratings are associated with higher abnormal stock returns over the crisis period.
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Table 4. ESG Ratings and Stock Returns. This table reports the results from OLS regressions.
In columns (1) and (3) ((2) and (4)), the dependent variable is the cumulative (abnormal) stock return
of a firm from 3 February 2020 to 23 March 2020. In Panel A, the main independent variable of
interest is a firm’s ESG Score. In Panel B, the main independent variable of interest is the dummy
variable High ESG. We present robust standard errors clustered by country in parentheses, where ***,
**, * denotes statistical significance at the 1%, 5%, and 10% level.

Panel A (1) (2) (3) (4)
Dependent Variable: Raw Returns Abnormal Returns Raw Returns Abnormal Returns
ESG Score −0.0450 0.1772 *** −0.0278 0.1267 **

(0.0344) (0.0568) (0.0514) (0.0603)
Size −0.0029 0.0221 ***

(0.0065) (0.0039)
ROE 0.2416 ** 0.2894 ***

(0.1161) (0.1101)
Profitability 0.0358 0.0315

(0.0871) (0.0790)
Cash/Assets 0.0068 0.1204 *

(0.0591) (0.0665)
Short-term Debt/Assets −0.3891 ** −0.3569 **

(0.1694) (0.1650)
Long-term Debt/Assets −0.2570 *** −0.2265 ***

(0.0427) (0.0481)
Market-to-Book 0.0063 *** 0.0055 ***

(0.0016) (0.0020)
Negative Market-to-Book 0.0676 0.0278

(0.0462) (0.0467)
Historical Volatility −0.1850 * 0.2231 ***

(0.1025) (0.0839)
Momentum 0.0182 0.0909 ***

(0.0243) (0.0345)
Observations 1452 1452 1122 1122
Industry/Country FE yes yes yes yes
Adjusted R-Squared 0.01 0.02 0.07 0.08

Panel B (1) (2) (3) (4)
Dependent Variable: Raw Returns Abnormal Returns Raw Returns Abnormal Returns
High ESG −0.0188 0.0678 *** −0.0135 0.0383 **

(0.0147) (0.0201) (0.0190) (0.0186)
Observations 1452 1452 1122 1122
Industry/Country FE yes yes yes yes
Firm controls no no yes yes
Adjusted R-Squared 0.01 0.02 0.07 0.08

In Panel B, we employ our dummy variable High ESG and run the same specifications
as in Panel A to ensure that our results hold when employing an alternative measure for
a firm’s ESG performance. The results remain qualitatively similar. We find positive and
highly statistically significant coefficients on High ESG in columns (2) and (4) where we use
cumulative abnormal stock returns as the dependent variable. Again, High ESG remains
insignificant when the dependent variable is a firm’s cumulative raw stock return. In terms
of control variables, the results are in line with the one found in Panel A. We can conclude,
that firms with high ESG scores are associated with at least 3.83 percentage points higher
abnormal stock returns compared to those with low ESG scores; thus firms with very low
ESG efforts were particularly affected by the COVID-19 crisis. The adjusted R-Squared
values are relatively small because of the applied within-transformation estimator. When
we use a standard estimator with the same model specifications, we obtain both, nearly
the same loads on our regression coefficients as well as comparable R-Squared values as in
related studies [9].

We additionally decompose the ESG rating into its separate components to investigate
which aspect of ESG is of significant importance. We rerun our analysis in Table 4 while we
include the E, S, and G score separately into our regression model. Although not reported
for reasons of brevity, we find that the social component of ESG is highly statistically
significant and shows the largest effect, thus the social score is the predominant driver of
our results. The environmental score is weakly statistically significant showing a relatively
small effect and is therefore of minor importance, while the governance score does not offer
any explanatory power in our analyses. This finding is in line with Albuquerque et al. [9]
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who also find that the environmental and social scores are value enhancing for both, firms
and shareholders.

4.2. ESG Ratings and Stock Volatility

Since our previous results suggest that firms with higher ESG ratings had significantly
higher abnormal returns during the crisis period, we also investigate whether firms with
higher corporate ESG ratings exhibit lower stock volatility. To test this relationship, we
perform the regressions as in Table 4 using a firm’s stock volatility and a firm’s idiosyncratic
volatility during the collapse period from 3 February 2020 to 23 March 2020 as dependent
variables. Our main independent variable of interest is a firm’s ESG score. As in Table 4
we include a variety of firm characteristics and industry fixed and country fixed effects.
Table 5 presents the results.

Table 5. ESG Ratings and Stock Volatility. This table reports the results from OLS regressions. In
columns (1) and (3) ((2) and (4)), the dependent variable is the (idiosyncratic) stock volatility of a
firm from 3 February 2020 to 23 March 2020. The main independent variable of interest is a firm’s
ESG Score. We present robust standard errors clustered by country in parentheses, where ***, **, *
denotes statistical significance at the 1%, 5%, and 10% level.

Dependent Variable: (1) (2) (3) (4)
Volatility Idiosyncratic Volatility Volatility Idiosyncratic Volatility

ESG Score −0.0061 −0.0166 *** −0.0016 −0.0085 *
(0.0044) (0.0044) (0.0042) (0.0044)

Size −0.0001 −0.0008 **
(0.0003) (0.0004)

ROE −0.0032 −0.0049
(0.0072) (0.0084)

Profitability −0.0200 *** −0.0144 ***
(0.0069) (0.0052)

Cash/Assets 0.0052 0.0024
(0.0046) (0.0040)

Short-term Debt/Assets 0.0160 ** 0.0156 ***
(0.0064) (0.0056)

Long-term Debt/Assets 0.0198 *** 0.0159 ***
(0.0053) (0.0052)

Market-to-Book −0.0002 −0.0002
(0.0002) (0.0002)

Negative Market-to-Book 0.0032 0.0049 *
(0.0032) (0.0029)

Historical Volatility 0.0393 *** 0.0349 ***
(0.0060) (0.0051)

Momentum 0.0032 * 0.0003
(0.0017) (0.0018)

Observations 1452 1452 1122 1122
Industry/Country FE yes yes yes yes
Adjusted R-Squared 0.01 0.04 0.15 0.18

We find negative but statistically insignificant coefficients on ESG Score in columns (1)
and (3) where the dependent variable is a firm’s stock volatility during the collapse period.
Further, we find negative and statistically significant coefficients on ESG Score when
considering a firm’s idiosyncratic volatility as the dependent variable in column (2). The
effect slightly vanishes after firm controls have been included into the regression model
(column (4)). We only consider 1122 firms in columns (3) and (4) as some firm controls
are missing for certain observations. We find that a one standard deviation increase in
ESG scores is associated with a decrease of 0.17% in terms of total idiosyncratic volatility.
This effect is economically sizeable as it is represents approximately 3.83% of the mean
idiosyncratic stock volatility. The results are in line with Albuquerque et al. [9] who
show that high environmental and social (ES)-rated firms exhibit significantly lower stock
volatility. Regarding our control variables, we find that firms with higher debt over assets
ratios and higher historical volatility are associated with higher idiosyncratic volatility. We
additionally find larger firms and highly profitable firms to experience significantly lower
stock volatility during the crisis period.
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4.3. ESG Ratings and Country Characteristics

We now examine whether a firm’s ESG performance is even more important depend-
ing on the respective country the firm is domiciled in. Specifically, we examine the following
country characteristics. We investigate the effect of ESG in high-trust and low-trust coun-
tries as proposed by Lins et al. [10] who find that the association between financial crisis’
stock returns and CSR is particularly valuable in high-trust US regions. Similar to the
methodology used in Karolyi et al. [14] and Neukirchen et al. [15] we also examine whether
high ESG-rated firms profit even more when they are domiciled in countries with poorer
security regulations, in countries with lower-quality accounting rules, i.e., disclosure prac-
tices, and in countries with lower legal protection of minority shareholders.

We gather data on a country’s level of societal trust from the World Values Survey’s
(WVS) latest wave from 2017 to 2020. Our proxy for the quality of securities regulations
is a country’s Rule of Law index from the World Bank’s World Governance Indicators for
2019. Data on a country’s disclosure standards come from the Disclosure index provided
by La Porta et al. [45], and data on the level of legal protection standards come from the
Anti-Self-Dealing index (ASDI) provided by Djankov et al. [46].

To study this relationship, we split our dataset based on the country characteristics’
median scores and run our baseline regression models on the sub-samples as done in
Karolyi et al. [14] and Neukirchen et al. [15]. We present the results from these regressions
in Table 6 where the main independent variable of interest is High ESG. As in our baseline
model in Table 4, we control for a variety of firm characteristics and include industry fixed
and country fixed effects.

Table 6. ESG Ratings and Country Characteristics. This table reports the results from OLS regressions. Across all columns,
the dependent variable is the cumulative abnormal stock return of a firm from 3 February 2020 to 23 March 2020 and the
main independent variable of interest is High ESG. We present robust standard errors clustered by country in parentheses,
where ***, **, * denotes statistical significance at the 1%, 5%, and 10% level.

Dependent Variable: Trust Rule of Law Disclosure ASDI

Abnormal Returns (1) (2) (3) (4) (5) (6) (7) (8)
Low High Low High Low High Low High

High ESG 0.0553 *** 0.0304 0.0336 ** 0.0536 0.0504 ** 0.0234 0.0299 0.0503 **
(0.0182) (0.0397) (0.0158) (0.0404) (0.0245) (0.0390) (0.0303) (0.0209)

Size 0.0223 *** 0.0247 ** 0.0243 *** 0.0222 ** 0.0169 *** 0.0326 *** 0.0267 *** 0.0219 ***
(0.0052) (0.0097) (0.0044) (0.0086) (0.0035) (0.0067) (0.0070) (0.0041)

ROE 0.2653 ** 0.5160 0.2709 *** 0.3974 0.2103 ** 0.3293 *** 0.2763 * 0.2363 **
(0.1121) (0.3459) (0.0976) (0.3156) (0.0892) (0.1097) (0.1474) (0.0971)

Profitability −0.1402 ** 0.1358 ** −0.0959 0.1658 ** −0.0873 0.0506 0.0792 0.0577
(0.0658) (0.0619) (0.0617) (0.0660) (0.1546) (0.1707) (0.1433) (0.0843)

Cash/Assets 0.0109 0.2280 *** −0.0291 0.2435 *** 0.0732 0.0972 0.1898 ** 0.0249
(0.0875) (0.0837) (0.0653) (0.0812) (0.0836) (0.1343) (0.0966) (0.0708)

Short-term Debt/Assets −0.3329 −0.5690 *** −0.2563 −0.5076 *** −0.1749 −0.6304 ** −0.2333 −0.4956 *
(0.3429) (0.1342) (0.3201) (0.1426) (0.1831) (0.2777) (0.1813) (0.2650)

Long-term Debt/Assets −0.1695 *** −0.2811 ** −0.1707 *** −0.3038 *** −0.3526 *** −0.1270 * −0.1925 ** −0.2725 ***
(0.0467) (0.1238) (0.0451) (0.1119) (0.0597) (0.0724) (0.0973) (0.0557)

Market-to-Book 0.0108 ** 0.0036 ** 0.0108 ** 0.0031 ** 0.0034 *** 0.0100 * 0.0035 ** 0.0054 *
(0.0051) (0.0015) (0.0048) (0.0013) (0.0013) (0.0053) (0.0018) (0.0029)

Negative Market-to-Book −0.0166 0.2001 ** −0.0050 0.1974 ** 0.1651 ** 0.0108 0.0593 −0.0269 **
(0.0276) (0.1010) (0.0238) (0.0938) (0.0768) (0.0289) (0.1028) (0.0118)

Historical Volatility 0.1770 0.2019 0.2197 * 0.1766 0.2621 * 0.1398 0.2409 ** 0.1910
(0.1117) (0.1431) (0.1201) (0.1194) (0.1399) (0.1013) (0.1227) (0.1244)

Momentum 0.0248 0.1403 ** 0.0425 0.1319 ** 0.1028 * 0.0631 0.1069 ** 0.0784
(0.0304) (0.0601) (0.0302) (0.0525) (0.0567) (0.0558) (0.0450) (0.0600)

Observations 674 373 710 412 542 566 626 496
Industry/Country FE yes yes yes yes yes yes yes yes
Adjusted R-Squared 0.04 0.17 0.04 0.15 0.09 0.07 0.07 0.06

We find a positive and highly statistically significant coefficient on High ESG where
firms are either domiciled in low-trust countries (column (1)), or in countries with poorer
security regulations (column (3)), or in countries where lower disclosure standards prevail
(column (5)); thus a firm’s ESG performance has a positive effect over the crisis period
in certain countries. Further, we split the dataset by the ASDI and find that a firm’s ESG
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performance significantly pays off in countries where the legal protection standards of
minority shareholders are strong.

4.4. Discussion and Contribution

Our findings add to the ongoing discussion of whether engaging in CSR activities is
valuable, especially during times of crisis [9,12,13]. Specifically, our results suggest that high
CSR-rated European firms had better capital market outcomes in terms of higher abnormal
stock returns and lower stock volatility during the COVID-19 crisis; thus these firms were
more immune to the pandemic’s economic impact. Considering the two opposing views
presented earlier, our results suggest that investors favor socially responsible firms and
that CSR activities are not detrimental to shareholder wealth. It seems that high CSR-rated
firms can achieve both, better capital market performance and better social conditions.
Socially responsible firms do not appear to face competitive disadvantages or to incur
higher agency costs.

Our paper contributes to the mixed evidence in the evolving empirical literature.
Flammer [1] and Ferrel et al. [2] show that CSR activities create shareholder wealth.
Further, Dai et al. [36] state that CSR efforts increase a firm’s operational efficiency and
firm value. El Ghoul et al. [37] document that firms with better CSR performance have
lower cost of capital. More closely related to our paper, Albuquerque et al. [9] and
Lins et al. [10], who primarily investigate the US market, find that high CSR-rated firms
had higher crisis period stock returns. We also find that European firms with better ESG
ratings are more immune to the COVID-19 shock regarding abnormal stock returns and
lower idiosyncratic stock volatility. We confirm that our results are comparable to those
found in Albuquerque et al. [9]. However, as in Bae et al. [12] and Demers et al. [13],
we find no association using raw returns. Overall, we find that European firms which
are socially responsible had at least equal or even better financial performance during
the COVID-19 crisis compared to those socially unresponsible firms. Thus, we further
highlight the importance of good-quality CSR. We find that the results are driven by a
firm’s environmental and social score more than by its governance performance as outlined
in related studies [9].

Furthermore, we contribute to the literature by showing that a firm’s CSR quality
plays a more important role in certain countries depending on the countries’ characteristics
as done for the impact of investor relations in Karolyi et al. [14] and Neukirchen et al. [15].
In this respect, we first state that the effect of good-quality CSR is particularly valuable
in countries where the level of societal trust is low. In that sense, our results differ in
some extent from those in Lins et al. [10] who document that the effect of good-quality
CSR is of significant importance in high-trust regions in the US during the GFC. How-
ever, Bae et al. [12] find only weak support for the hypothesis that trust influences the
effect of CSR during the COVID-19 crisis, while Engelhardt et al. [17] find that financial
volatility is significantly higher in response to COVID-19 cases in low-trust countries.
We relate our findings to the fact that good-quality CSR may reduce uncertainty among
market participants during the COVID-19 crisis and is thus more valuable in low-trust
countries. We further argue that CSR might help to strengthen relationships with important
stakeholders in these low-trust countries and thus these firms might be considered to be
more trustworthy.

Second, we investigate the impact of a country’s disclosure standards and its rule of
law. Karolyi et al. [14] find that investor relations activities are more important in low
rule of law countries and in low disclosure countries. We document that CSR is value-
enhancing in countries with poorer security regulations and in countries where lower
disclosure standards prevail. We relate this result to the fact that market participants might
think that well-governed firms, as shown by their CSR rating, might be less likely to engage
in financial misconduct and to destroy shareholder wealth.

Finally, our study also relates to the growing body of literature investigating financial
markets during the COVID-19 crisis [15,17,47–49]. In this respect, firms with higher
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financial flexibility had better stock performance [16,50], while firms with lower credit
ratings exhibited higher drops in stock prices during the COVID-19 stock market crash [51].
In contemporaneous work, Cheema-Fox et al. [52], Cepoi [53] and Engelhardt et al. [54]
find that stock returns were particularly related to media coverage and news sentiment
during the crisis. Further, firms which face a lower exposure to the pandemic [55,56] as well
as firms which are more immune to social distancing policies [57], exhibit better financial
performance. Ozik et al. [58] argue that retail investors could incrementally stabilize
financial markets, and Pástor and Vorsatz [59] find that passive benchmarks outperformed
actively managed funds during the market crash.

5. Robustness

We perform a variety of robustness checks to ensure the validity of our findings.
First, we test whether our main results persist when we change the observation period.
Specifically, we rerun our baseline regressions (I) over the whole first quarter of 2020
as in Albuquerque et al. [9], and (II) over the so-called “fever period” from Ramelli
and Wagner [50] from 24 February 2020 to 20 March 2020. However, our results remain
qualitatively similar.

Second, we follow Albuquerque et al. [9] and use ES ratings in our analyses. We
thus omit the governance score in unreported regressions and find very similar results
compared to our previous findings. Additionally, we break down the ESG score into E,
S, and G and use the scores separately as done in Albuquerque et al. [9]. Although not
reported for reasons of brevity, we find similar baseline results. Our results are also in
line with Albuquerque et al. [9], who show that a firm’s ES performance is of significant
importance while a firm’s governance score is not useful to explain stock returns over the
crisis period. Although Albuquerque et al. [9] primarily examining the US market, we find
a similar pattern for European stock markets.

Third, we test whether our findings are driven by the performance of firms which
are domiciled in the UK, as these firms amount to approximately 25% of our observations.
Although we find that the coefficient on ESG Score is positive and statistically significant,
the coefficient is slightly smaller in magnitude compared to the results found in Table 4.
We also see a similar picture when we rerun the baseline regression in Table 5 when the
dependent variable is a firm’s idiosyncratic volatility. Further, we exclude firms from the
financial sector and firms with low stock liquidity, i.e., firms with a market capitalization
below $250 million as proposed by Lins et al. [10] and Neukirchen et al. [15]. Overall, our
results remain qualitatively similar when performing several robustness exercises.

6. Conclusions

The COVID-19 crisis led to enormous uncertainty on financial markets along with a
dramatic decline in stock prices and higher financial volatility. In this paper, we studied
whether firms with higher ESG ratings perform significantly better during the COVID-19
crisis. We investigate a sample consisting of 1452 firms from 16 different European countries
and argue that firms with better ESG performance had significantly higher cumulative
abnormal returns and exhibit significantly lower idiosyncratic volatility in the beginning of
2020. Our results hold in several multivariate specifications as well as when applying a
variety of robustness checks.

Our findings have implications for the financial sector and its market participants.
From the firm’s perspective, engaging in CSR significantly pays off in terms of better
stock performance. Thus, good quality CSR is making firms more resilient when market
uncertainty is high, and therefore managers should increase their commitment to develop
an appropriate CSR strategy.

From an investor’s perspective, good quality CSR is an important factor regarding
a firm’s stock performance, especially during times of crisis. When facing investment
decisions, CSR is even more important in low-trust countries, and in countries which
exhibit poorer security regulations and where lower disclosure standards prevail.
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Finally, as with most research in this field, our research has certain limitations. First,
we only consider a rather small observation period, and thus our paper only addresses
the short term effects of good quality CSR on stock performance during the COVID-19
crisis. However, the crisis is still present and studying the long term effects of CSR is an
interesting field for future research. Second, we only use data from a single data source
to construct our CSR measure and there might be other proxies to capture the quality
of a firm’s CSR performance. Third, there are existing additional country characteristics.
Studying whether CSR significantly pays off in certain countries depending on the countries’
characteristics, for instance in freer countries, leaves space for further research and could
provide deeper insights.
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Appendix A

Table A1. Description of Variables. This table provides definitions of our variables. Financial data
come from Compustat/Capital IQ and ESG ratings come from Thomson Reuters Eikon.

Variable Definition

Dependent variables:

Raw returns
Cumulative daily logarithmic stock return calculated from daily
closing prices.

Abnormal returns
Cumulative daily abnormal stock return which is the raw stock
return minus the expected return based on a market model
estimated over a one year period from 2019 until 2020.

Volatility Stock volatility calculated from daily raw returns.
Idiosyncratic Volatility Stock volatility calculated from daily abnormal returns.

Independent variables:
ESG Score ESG score of a firm.

High ESG
Dummy variable that equals one if the firm’s ESG score is larger
than the median score within the respective country, and zero
otherwise.

Control variables: All continuous variables are winsorized at the 1st and 99th percentiles.

Tobin’s Q
Total assets minus the book value of equity plus market capital-
ization, divided by a firm’s total assets.

Size The natural logarithm of total sales.
ROE Net income over market capitalization.
Profitability Operating income before depreciation over total assets of a firm.
Market-to-Book Market capitalization divided by the book value of equity.

Negative Market-to-Book
A Dummy variable which is set to one if the Market-to-Book is
negative, and zero otherwise.

Cash/Assets Cash divided by total assets.
Short-term Debt/Assets Short-term debt divided by total assets.
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Table A1. Cont.

Variable Definition

Long-term Debt/Assets Long-term debt divided total assets.
Leverage Book value of debt divided by total assets.
Historical Volatility Stock volatility calculated from daily stock returns during 2019.

Momentum
Momentum factor calculated from the four-factor model pro-
vided by Carhart [60]. The momentum factor is estimated over
a one year period from 2019 to 2020.

Low Rule of Law
A Dummy variable which is set one if a country’s rule of law
index is equal or smaller than the median score within the re-
spective country. The rule of law index is provided by the World
Bank’s World Governance Indicators for 2019.

High Rule of Law
A Dummy variable which is set one if the country’s rule of law
index is larger than median score within the respective country.
The rule of law index is provided by the World Bank’s World
Governance Indicators for 2019.

Low Disclosure
A Dummy variable which is set one if the country’s disclosure
index is equal or below the median score within the respective
country. We obtain the disclosure index from La Porta et al. [45].

High Disclosure
A Dummy variable which is set one if the country’s disclosure
index is equal or larger than the median score within the re-
spective country. We obtain the disclosure index from La Porta
et al. [45].

Low ASDI
A Dummy variable which is set one if the country’s ASDI is
equal or below the median score within the respective coun-
try. We obtain the anti-self-dealing index (ASDI) from Djankov
et al. [46].

High ASDI
A Dummy variable which is set one if the country’s ASDI is
equal or larger than the median score within the respective
country. We obtain the anti-self-dealing index (ASDI) from
Djankov et al. [46].

Low Trust
A Dummy variable which is set one if the country’s trust score
is equal or smaller than the median score within the respec-
tive country. We obtain data on the level of societal trust from
the World Values Survey’s (WVS) latest wave (i.e., wave 7,
2017–2020).

High Trust
A Dummy variable which is set one if the country’s trust score is
larger than the median score within the respective country. We
obtain data on the level of societal trust from the World Values
Survey’s (WVS) latest wave (i.e., wave 7, 2017–2020).
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