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(3)Driven by a growing concern about the future of our planet, public awareness and
 regulatory changes have led to an increased focus on non-financial performance of
 publicly listed corporations. Nevertheless, opinions remain divided as to whether good
 Corporate Social Responsibility (CSR) performance also leads to superior financial
 performance. To explore this relationship we utilize ESG scores as proxies of CSR
 performance. Thus, the purpose of our thesis is to focus on the environmental, social
 and governance performance (ESGP) and disclosure (ESGD) scores and evaluate
 their impact on financial performance (FINP). Similarly, the e↵ects of the underlying
 pillar scores E, S and G are assessed individually. Our research spans a sample
 selection of companies listed in one of the top-eight performing European countries,
 ranked after country ESG performance, for the business years from 2009 to 2019 (1968
 firm-year observations). We conduct a regression analysis, utilizing fixed-e↵ect panel
 regression, to evaluate the possible links between the aforementioned ESG measures
 and accounting- and market based measures of FINP (ROA, Tobin’s Q). Additionally,
 a new perspective to current literature is added by observing the development of said
 relationship over time. Overall, we identify a negative impact of ESGP and ESGD
 on Tobin’s Q, but no impact on ROA. When assessing the three pillar components of
 ESGP, no significant link is established. However, exploring a change in e↵ect of ESG
 measures on FINP across our sampling period, we find a significant positive trend for
 the e↵ect of ESGP, as well as the Environmental Pillar and Social Pillar, on Tobin’s Q
 over time. Similarly, the link between ESGD and ROA becomes consistently positive
 in the latter years of our sampling period. This study makes some key contributions
 to the empirical CSR research. In particular, through our multi-country study, we test
 the inherent link between ESG measures and FINP for a set of companies that exhibit
 an overall high level of ESG performance. Additionally, we assess the link between
 ESG measures and FINP in a dynamic manner, exploring the changing characteristics
 of the relationship over time. In observing an overall negative relationship, which
 subsequently becomes less negative and turns positive over time, our results can be
 understood as a signal for investors and managers alike. Following this trend in the
 future, a wider acceptance of the importance of good sustainability performance for
 financial performance is foreseeable.
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(9)
Introduction


The first section of our paper introduces the background and research motivation that
 led us to choose this scientific field as the topic for our master’s thesis. Subsequently,
 the research questions are formulated before we outline our research contributions to
 current literature. This section concludes with a delimitations section.



1.1 Background


Sustainability and Financial Markets


Sustainability is not considered a particularly new concept in the realm of the fi-
 nancial markets, but its popularity and application has increased drastically over
 recent years (Cini & Ricci, 2018). Driven by a growing concern about the future of
 our planet, public awareness and regulatory changes have led to an increased focus on
 non-financial performance of publicly listed corporations (Marquez & Fombrun, 2005).


Nevertheless, opinions remain divided as to whether good sustainability performance
also leads to superior financial performance. An often-cited critique is that corporate
sustainability is only a marketing tool to raise the value of a given firm. Similarly,
in a survey conducted amongst executives and board officials by KPMG (2018), over
half of the respondents name reputation risks and stakeholder expectations as the
primary driver of CSR activities. Conversely, less than half of the respondents be-
lieve that a focus on CSR issues tends to improve company performance. On the
executive level the discussion is very much about risk rather than return (KPMG,
2018). A major reason for this stance can be found in the ambiguity of the concept of
what a sustainable corporation, or a sustainable investment, really constitutes. After
all, sustainability, being such a broad and complex concept, is particularly hard to
quantify. As such, a holistic measure of a company’s sustainability e↵orts is needed.



(10)Measuring Sustainability


In an attempt to counter the aforementioned difficulties in measuring corporate sus-
 tainability e↵orts, the notion of Environmental, Social and Governance (ESG) perfor-
 mance has emerged as the dominating mechanism to measure corporate sustainability
 e↵orts (PRI, 2018). Compartmentalized into the three underlying pillars, the clearly
 defined ESG factors have gained acceptance amongst industry professionals and aca-
 demics alike. In practice, a multitude of comparable datapoints (e.g. Greenhouse
 gas emissions, board diversity) are evaluated under the umbrella of the Environmen-
 tal, Social and Governance pillars, ultimately making up a firm’s overall ESG score.


Consequently, the term ESG Investing has gained popularity amongst investors, be-
 ing seen as synonyms for concepts such as socially responsible investing and social
 investing (MSCI, 2018).



1.2 Research Motivation


The importance of ESG performance of publicly listed companies and its correspond-
 ing e↵ect on financial performance constitutes a relatively new strand of research,
 which has attained heightened interest by scholars over the past decade. Whilst
 Meta studies report a largely positive e↵ect of ESG performance on financial perfor-
 mance across multiple studies (Friede, Busch, & Bassen, 2015), an in-depth look into
 extended literature exhibits a more diverse set of findings. Thus, di↵erent studies re-
 port positive-, negative- and non-significant findings respectively. To some extent, the
 varying results might be induced by the multitude of di↵erent methodologies, proxies
 and samples applied. This contributes to the widespread confusion as to whether it
 actually is lucrative for both firm managers and investors to strive for higher corporate
 ESG performance or not. Therefore, opposing the general notion driven by regulatory
 and public pressure that doing good is equivalent to doing well, research has failed to
 consistently prove so. It is questionable whether firm leaders and investors will fully
 commit to a sustainable corporate path until a uniform positive e↵ect on financial
 performance has been proven. Considering the multitude of sustainability challenges
 which society currently faces as a whole, we deem the growing redistribution of private
 capital towards sustainable corporations as crucial. Therefore, we aspire to provide
 additional insights on this matter, in a bid to shape a clearer picture of the ESG- and
 financial performance relationship.


Additionally, several scholars active in the field of research have issued a call to
action to better understand the underlying relationship and dynamics that ESG per-



(11)formance yields on financial performance (Fischer & Sawczyn, 2013; Velte, 2017).


This is particularly interesting, as the popularity of concepts such as corporate sus-
 tainability, corporate social responsibility (CSR) and ESG have been handed a boost
 in the aftermath of the financial crisis in 2008. Thus, findings of research conducted
 today might deviate from research conducted five years ago, due to the ever-constant
 changes in the regulatory environment and public pressures (Velte, 2017). Similarly,
 Fischer & Sawczyn (2013) call for a study with a longitudinal focus, to validify the
 findings made in the early 2010s. These demands legitimize our personal interest
 in this research, and constitute additional motivation for this study. Observing the
 steady growth in importance of corporate ESG e↵orts, this topic seems to only gain
 more relevance in the future. As such, a thorough understanding of the underlying
 relationship between ESG performance and financial performance is crucial for both
 firm executives and investors.



1.3 Research Questions


The research questions are developed from findings of current literature and our afore-
 mentioned research motivation. As such, inspired by the need for additional capital
 directed towards sustainable corporations together with the inconsistent picture of
 the relationship of ESG performance on financial performance, we define our princi-
 pal research question as follows:


RQ1) What is the relationship between ESG performance and financial performance?


In particular, we focus on a cluster of corporations incorporated in the top 8 Euro-
 pean countries in terms of ESG performance. Testing the overall relationship between
 ESG performance and financial performance on high performing ESG countries will
 provide additional insights for investors and firm-managers of that region. Secondly,
 we explore which of the three pillars of ESG performance has the strongest impact
 on financial performance.


RQ2) Does the e↵ect on financial performance di↵er across the ESG pillars of Envi-
 ronmental performance, Social performance and Governance performance?


This will provide granularity to the relationship between ESG performance and
 financial performance, exploring the underlying drivers of the overall observed e↵ect.


Thirdly, we investigate whether the relationships and associated e↵ects, that we ex-



(12)plore in RQ1 and RQ2, are consistent over time or if they change. Potential causes
 for a change in said relationship could be an increased importance of corporate sus-
 tainability issues, driven by regulatory- and public pressure across our research period
 (2009-2019). Thus, RQ3 states:


RQ3) Does the e↵ect of ESG performance on financial performance change over time
 or does it remain constant?


Exploring the relationship over time answers the call by previous research to test
 findings over longer and later time periods. The need for a time-perspective arises
 due to the dynamic nature of concepts such as corporate sustainability and ESG per-
 formance, steadily attaining more and more importance over the past decade. These
 research questions will guide our research from here on out, and will subsequently be
 explored and answered in this paper.



1.4 Contribution to Research Area and Industry


Examining extended literature on the relationship between ESG performance and fi-
nancial performance a scattered picture emerges. The reason for the lack of consensus
is likely due to the multitude of di↵erent sustainability proxies, methodologies and fi-
nancial performance measures used. To counter this, we aim to create a more holistic
picture of sustainability performance and its e↵ect on financial performance. In par-
ticular, we include two di↵erent ESG measures as sustainability proxies in our study,
alongside two di↵erent financial performance measures representing accounting- and
market-based performance. This allows us to check for consistency and compare
the e↵ects between ESG measures and financial performance measures. In an at-
tempt to circumvent the often small sample size of extended literature typical for
single-country studies, we opt to conduct a multi-country study. In particular, we
investigate a geographically tight-knit sample consisting of corporations bundled to-
gether by the top-eight performing European countries (rated by RobecoSAM) in
terms of ESG performance. Simultaneously, this also allows us to explore the e↵ect of
the underlying relationship for a sample of high performing countries only, which will
provide a new perspective to the current literature. Such insights are certainly valued
by investors and managers with interest in these regions. Furthermore, we investigate
the underlying drivers of ESG performance by focusing on the individual E, S, & G
pillars and their e↵ect on financial performance respectively. This allows for granular-
ity in our research, and contributes to a more in-depth perspective of the dynamics.



(13)Lastly, we explore the e↵ect of ESG performance on financial performance over time,
 to investigate whether the increase in regulatory pressure and public awareness has
 resulted in a change of investor sentiment over recent years. Such a study, utilizing a
 longitudinal perspective, was called for by previous researchers to test the validity of
 their findings (Fischer & Sawczyn, 2013; Velte, 2017).


We hope to provide a clearer picture of the relationship between ESG performance
 and financial performance for investors and firm-executives alike. Additionally, we
 include a new time-perspective of the underlying relationship.



1.5 Delimitations


This study focuses on the companies whose country of incorporation is amongst the
top European countries, when ranked after their respective ESG performance (Robe-
coSam, 2020). Our sample consists of two geographically adjacent clusters made
up of Scandinavia (Denmark, Finland, Norway, Sweden) and Western Europe (Aus-
tria, Germany, Netherlands, Switzerland). Western Europe and Scandinavia have
experienced a surge in awareness and state-based regulatory changes, which has put
the importance of ESG themes on the map and ultimately resulted in a high ESG
country-score (Arraiano & Hategan, 2019). Therefore, our findings are representative
and applicable only to high-quality ESG environments per se. Thus, the made find-
ings are unlikely to apply for those corporations that are incorporated in countries
where ESG performance, or the general notion of sustainability for that matter, is
at a more fetal stage. Additionally, although we include two di↵erent sustainability
proxies (ESGP, ESGD) and financial performance measures (ROA, Tobin’s Q) to ac-
count for the inherent variety, this list is far from being exhaustive when considering
the boom in sustainability measures and multitude of financial variables. As such, we
cannot exclude the possibility that findings would di↵er if we were to choose other
independent and dependent variables. In terms of testing, we decided to concentrate
on the relationship of ESG scores and financial performance and abstain from testing
the underlying causal links. For causality checks to showcase robust results, a bal-
anced panel data set would be required. A balanced panel data refers to a full set of
observations for each company for the whole sample period. This is very difficult to
attain in practice when working with sustainability proxies over a longer time horizon,
due to an increase in sustainability reporting of corporations across the duration of
our time period. Correspondingly, a significant reduction in sample size would be the
result if a balanced panel dataset would be enforced.



(14)This concludes our introductory paragraph. In the following, we will outline the
scientific method (Chapter 2) which we applied throughout our thesis. Hereafter,
we outline the theoretical framework (Chapter 3) and literature review (Chapter 4),
providing the groundwork for our empirical analysis. Next, the hypothesis develop-
ment (Chapter 5) and data & methodology (Chapter 6) are defined. Thereafter, the
findings (Chapter 7) of our study are displayed which subsequently are analyzed and
discussed (Chapter 8). Then, a number of robustness checks (Chapter 9) are per-
formed to test the validity of the study, followed by an overview of limitations which
our study exhibits (Chapter 10). We conclude this thesis with a summary of our
made findings, as well as corresponding recommendations to managers and investors
(Chapter 11). Finally, suggestions for further research are supplied as well (Chapter
12).
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Scientific Method


We have decided to include an elaborate section on the scientific method behind our
 study, as an in-depth understanding of one’s assumptions are crucial when developing
 new knowledge (Saunders, Lewis, & Thornhill, 2009). As such, we will outline the
 scientific foundation for our paper in this section. Following the combined frameworks
 outlined by Saunders et al. (2009) and O’Gorman & MacIntosh (2015), we provide a
 step-by-step guide through the scientific make-up of our methodology. This allows us
 to remain consistent across research philosophy, research methodology, and research
 approach, making for a scientifically consistent contribution. In this context, Johnson


& Clark (2006) stress the importance of reflecting and elaborating on the philosophical
 choices that researchers make, and why they supersede other alternatives in a given
 research context (Johnson & Clark, 2006). Thus, in the following, we will pause and
 critically reflect on the decisions we have made every step along the way.



2.1 Research Philosophy


Before starting our actual research, it is crucial to contemplate the underlying as-
sumptions about the way in which we view the world. This includes the nature of
reality and knowledge, which eventually manifests in our research philosophy. In
particular, the research philosophy is defined heavily by the researcher’s assumptions
and beliefs of knowledge creation. These assumptions will ultimately underpin the
chosen research strategy, utilized methods and the corresponding interpretation of
made findings. As such, extended literature identifies two paradigms, which are cru-
cial in determining the research philosophy for any given research project (Saunders,
Lewis, & Thornhill, 2009; O’Gorman & MacIntosh, 2015). First, ontology, describing
the individual’s perception of reality. Second, epistemology, exploring the theory of
knowledge.



(16)Ontological Assumptions – The nature of reality


The concept of ontology revolves around the nature of reality. As such, the re-
 searcher’s assumptions about how the world operates are questioned (Saunders, Lewis,


& Thornhill, 2009; O’Gorman & MacIntosh, 2015). Two aspects of ontology are com-
 monly laid out in scientific research – objectivism and subjectivism.


First, objectivism, basing on whether social entities are objective with a real-
 ity that is external to social actors. Thus, this aspect of ontology sees the world
 as objective, assuming reality is built upon solid and measurable objects, existing
 even if we are not directly observing them (O’Gorman & MacIntosh, 2015). Second,
 subjectivism, stating that social entities should be considered as social constructions
 which come to live through the perceptions and consequent actions of social actors
 (Saunders, Lewis, & Thornhill, 2009). The subjective perspective on reality, often
 referred to as social constructionism, assumes that the perception and interaction of
 living subjects create reality. Thus, reality is not disentangled from living subjects,
 as described under the category of objectivism (O’Gorman & MacIntosh, 2015). In
 practice, this would correspond to the researcher’s preconceptions somewhat influ-
 encing the outcome of the undertaken study. Conversely, when conducting objective
 research, the outcome will maintain consistent across di↵erent researchers as it is dis-
 entangled from social actors, hence objective.


As we are applying quantitative statistical testing, by utilizing secondary ESG
 and firm-performance data, we strive for objective results based on factual inputs. If
 we were to apply a constructionist stand, we would endanger our findings with the
 notion of subjectivism, jeopardizing the generalizability and reliability of our study.


Our main aim for this paper is to provide a holistic understanding of said relationship,
 with a replicable outcome given a similar research setting. Thus, we see ourselves very
 much in the objectivist strand of ontology.


Epistemological assumptions – The nature of knowledge


The concept of epistemology revolves around the nature of acceptable knowledge in
 a given field of study. Two philosophies are particularly prominent in extended liter-
 ature, including the positivist and the interpretivist research philosophy.


First, positivism is characterized by its inherent focus on facts, with the aim of
testing relationships by utilizing a relatively big sample size. Accordingly, Saunders
et al. (2009) see it aligned with the research of a natural scientist, deriving law-



(17)like generalizations from their research. Thus, knowledge is derived from objective
 evidence of observable and measurable events (Collis & Hussey, 2014). Researchers
 applying the positivist research philosophy commonly perform the testing of relevant
 theories by means of a quantitative type of study (O’Gorman & MacIntosh, 2015).


Additionally, Saunders (2009) stresses the importance of a value-free research con-
 duct when applying the positivist approach. The researcher is seen as independent
 to the process of data collection and interpretation, meaning that (s)he is neither
 a↵ected or a↵ecting the research subject (Saunders, Lewis, & Thornhill, 2009). This
 epistemological view is largely consistent with the objectivist strand of ontology. It
 is worth noting that there are limits to the extent of completely value-free research.


To account for this, researchers are encouraged to apply a highly structured method-
 ology, outlined in-depth as part of their study. Second, Interpretivism focuses on the
 deeper meaning of things (Saunders, Lewis, & Thornhill, 2009). Thus, knowledge
 is derived from the subjective evidence and interpretation of research participants.


This research philosophy is often applied when the researcher attempts the develop-
 ment of new ideas or testing of new relationships (O’Gorman & MacIntosh, 2015).


In terms of method, assumptions are tested on a relatively small sample size and
 multiple methods are integrated into the final assessment, to allow for insight from
 di↵erent perspectives (O’Gorman & MacIntosh, 2015). Generally, studies based on
 the interpretivist paradigm use a qualitative or multi-method approach.


We find the interpretivist strand less appropriate for our study due to its focus
 on developing new ideas through means of qualitative research. Instead, the posi-
 tivist strand suits our research approach very well, as we are quantitatively testing
 a causal relationship, using a relatively large sample size. Thus, by focusing on ev-
 idence materialized from well renowned ESG and financial databases, we intend to
 test previously identified relationships, based on which we have developed the hy-
 pothesis underlying this study. Nevertheless, we are aware of the difficulty related to
 performing a study which is disentangled from our own values and perceptions. In
 fact, as many researchers before us exploring the relationship of ESG performance
 and financial performance, we hope to identify a positive relationship. This is due
 to the fact that confirming said relationship would allow for deeper embeddedness of
 sustainable values in the corporate world, with companies that are ‘doing good’ also


‘doing well’, thus indirectly contributing to a sustainable future. Nevertheless, we
paid close attention in all stages of our research to remain as objective as can be. To
further support this we follow Saunders et al.’s (2009) advice in meticulously outlining
the individual research steps of our study, allowing the reader to follow step-by-step
and ultimately replicate our study if need be.
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2.2 Research Design and Method


Generally, three prominent types of research design exist, representing either an ex-
 ploratory, descriptive or explanatory study (Saunders, Lewis, & Thornhill, 2009).


First, exploratory studies commonly focus on attaining new insights in an attempt to
 clarify a previously unexplored problem. Consequently, the aim is to identify patterns
 in the data and develop hypothesis, rather than testing them. Second, descriptive
 studies attempt to portray accurate representations of events, people or situations.


Thus, descriptive studies focus on the characteristics of an existing issue (Saunders,
 Lewis, & Thornhill, 2009). Third, explanatory studies revolve around establishing
 causal relationships between variables when studying a known situation or problem.


O’Gorman & Macintosh (2015) see explanatory research as an extension to descrip-
 tive research, not only describing a given problem in depth, but also attempting to
 explain its inherent relationship through statistical testing. When deciding for the
 appropriate research design of our study we focus on the intended purpose of research.


An explanatory research design suits our study the best, considering our focus
 on contributing additional insights to the existing discussion surrounding ESG- and
 financial performance. Thus, we are neither setting out to develop new theories in
 the realm of an exploratory research design nor simply describing an existing issue
 as for a descriptive research design. Aligned with our positivist research philoso-
 phy, and explanatory research design, this study will represent a quantitative method
 type of study. In an attempt to test the relationship between ESG- and financial
 performance, we quantify the research question and determine the underlying mech-
 anisms of the aforementioned variables. Naturally, this also fulfills the demands of
 the objectivist strand of ontology, focusing on factual data rather than subjective in-
 terpretation of participants. In doing so we utilize the financial databases Refinitiv’s
 Eikon and Bloomberg for quantifying ESG-data and deriving financial performance
 measures. Thus, we utilize two independent sources of data to validate the findings of
 our research, by means of triangulation (Saunders, Lewis, & Thornhill, 2009). Quali-
 tative research methods on the other hand seem less applicable when considering the
 intentions of our study, alongside with the research path we have outlined already.


Generally, qualitative research is associated with the creation of new theories and
thus in the realm of an exploratory study (O’Gorman & MacIntosh, 2015). An ex-
ample of such qualitative study could have been the exploration of executives and
investors opinions, through means of interviews, on the relevance of high ESG-scores
for business profitability and investment decisions respectively.
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2.3 Research Approach


The research approach is highly dependent on the role that theory plays in one’s
 research. There are two main research approaches: deduction and induction. When
 applying a deductive research approach, researchers apply existing theory and utilize
 it to develop hypotheses and test said theory (Saunders, Lewis, & Thornhill, 2009).


Consequently, dependent on the findings the made hypothesis will be confirmed or
 rejected. A deductive research approach is best applied when attempting to explain
 causal relationships between quantifiable variables (Saunders, Lewis, & Thornhill,
 2009). The possibility of including control variables to ensure validity of one’s study
 is crucial as well. Overall, applying a deductive research approach is bound to a
 highly structured methodology to ensure reliability (Gill & Johnson, 2010). In this
 context, reliability refers to the extent to which one’s scientific methodology yield’s
 consistent findings when being replicated (Saunders, Lewis, & Thornhill, 2009). This
 research approach is ideal to test relationships in a highly structured and replicable
 fashion. Robson (2002) lists five sequential stages of deductive research (see Figure
 2.1).


Figure 2.1: Research Approach; Amended from Robson, in Saunders et al. (2009).


Conversely, the inductive approach is one where you initially collect data and con-
 sequently develop a theory as a result of the data analysis itself (Saunders, Lewis, &


Thornhill, 2009). Essentially, the choice of research approach can be simplified to the
question of whether you are aware of the relevant theory at the beginning of your re-
search or not. When conducting an inductive study, theory will be extrapolated from
made findings the end of the study (Saunders, Lewis, & Thornhill, 2009). Conversely,
under a deductive approach existing theory is the basis of the prepared hypotheses,
which will be subsequently tested and either confirmed or rejected. Commonly, in-
duction lends itself to the interpretivist research philosophy, whilst deduction lends
itself more to the positivist philosophy (Saunders, Lewis, & Thornhill, 2009).
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 research approach for this study. In an attempt to provide additional insight to the
 discussion of ESG performance and financial performance, we utilize a multitude of
 existing theories, spanning across shareholder theory, stakeholder theory, signaling
 theory and ESG-reporting literature. These theories contribute to the development
 of our hypotheses, which we test and analyze in the following sections. An inductive
 approach seems not suitable, considering our aim for this research. Such approach
 would have been viable, if we would have chosen a di↵erent angle on the topic. For
 instance an exploratory study based on investors’ opinion as shortly mentioned before.


Consequently, as we do not intend to develop new theories, but rather analyze the
 relationship between existing ones, a deductive research approach is chosen.



2.4 Literature Search Strategy


As outlined above, one of the pitfalls of our chosen research design is the difficulty
 of conducting value-free research. Saunders et al. (2009) agree that performing com-
 pletely value-free research is close to impossible. In an attempt to minimize the
 inherent risk of including our own values and perceptions into this study we outline
 our literature search, which led to the construction of our literature review and sub-
 sequently the development of our hypotheses.


In particular, we utilized a variety of scholarly databases, including Academic
 Search Elite and Business Source Complete, via EBSCO Business Source Premier,
 accessed through our university credentials (Copenhagen Business School). Addi-
 tional searches were conducted via Google Scholar and Mendeley. When choosing
 relevant key words for our search we chose an initially broad focus, revolving around
 sustainability and firm performance. Saunders et al. (2009) defines key words as
 those that reflect “the basic terms describing the researchers research question’s and
 objectives” (p. 76). Selective company reports (e.g. KPMG) were also taken into con-
 sideration, to provide for a contemporary view on the matter. In a reiterative process,
 and through an increasingly heightened understanding provided by the initial litera-
 ture found, we refined the search words better suited towards the aim of our research.


The language of publication was focused on English only. Table 2.1 outlines the key
words used, in advancing order.
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Furthermore, we elaborate on the choice of utilized literature after their respective
 literature type, following Saunders et al.’s (2009) definition of primary, secondary and
 tertiary literature. It is worth noting, that secondary literature is often dated to an
 extent, due to a long and rigorous publication process in cases of journal publications.


To accommodate this we utilize some primary literature for purposes of contemporary
 relevance, including company reports and relevant sustainability rankings. Neverthe-
 less, the vast majority of our paper and literature review is built upon secondary
 literature, including academic journals and scholarly books. Tertiary literature, such
 as indexes and encyclopedias are not present in this paper, as they are thematically
 less in-depth compared to their primary and secondary counterparts.



2.5 Quality of Sources


Due to the deductive character of our study, big emphasis is placed on existing liter-
 ature in the field of sustainability and firm performance. Therefore, the credibility of
 this study is heavily dependent on the choices that we make in terms of our sources.


This includes both the displayed literature as well as the utilized ESG- and financial
 databases.


First, in terms of sources constituting the applied literature we utilized the Aca-
demic Journal Guide (AJG) 2018 by Chartered ABS as a helping tool. A more recent
iteration of the guide was not attainable, as the next edition will first be published in
2021. We deem the 2018 edition as current enough. The AJG is commonly accepted
as the gold standard when comparing the range and quality of di↵erent academic
journals. Its intended purpose is to provide a clearer overview for researchers, where
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 when publicizing (AJG, 2018). In terms of scoring method, the AJG guide is based
 upon peer review, editorial and expert assessments based on an in-depth evaluation
 of the publication in question. Additionally, statistical information related to citation
 is applied (AJG, 2018). In particular, the guide ranks the quality of academic jour-
 nals from scores of 1* (star) to 4** (stars), with 4** being the only awarded for the
 highest academic journals, also referred to as ‘Journals of Distinction’ (e.g. Academy
 of Management Review; Accounting, Organizations and Society). Academic journals
 that are not deemed sufficiently high in quality are not listed in the AJG (0 stars).


Minding the quality of our sources, we focus on publications in journals that were
 awarded equal or higher to 2*. This ensures a high level of academic quality, and con-
 versely reduces the risk of unserious or irrelevant published literature to mistakenly
 guide our research. We are aware that great academic work may be found in many
 di↵erent places, not necessarily consistent with the AJG ranking. With that in mind,
 we did make a few exceptions for those publications, which we deemed academically
 sound and contextually indispensable for our paper. Nonetheless, the vast majority of
 publications used remain above the threshold of 2*, as it is commonly accepted that
 exceptional works are more common in some journals than in others. Thus, we find
 the AJG to be a good standard to ensure a high academic journal quality throughout
 our thesis. SeeFigure 2.2 for an overview of the used publications, sorted after AJG’s
 journal ranking.


Figure 2.2: Sources by AJG rank.
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 publicly available databases of Refinitiv’s Eikon and Bloomberg. Other sustainability
 rating agencies were available, such as MSCI ESG Research, Vigeo Eiris and Sustain-
 alytics. Nevertheless, we chose both Eikon and Bloomberg due to their popularity
 amongst previous studies in the field of ESG performance and ESG disclosure. It is
 worth noting, that other sustainability rating agencies are likely to apply deviating
 scoring methodologies when assessing corporate sustainability performance. We can
 therefore not guarantee that results would have been consistent if a di↵erent rating
 agency would have been applied as a foundation for this study. Refinitiv’s Eikon does
 provide a significant level of insight into the workings of their scoring methodology,
 which allowed us to assess their relevance and applicability for our study. Bloomberg,
 on the other hand, is much more protective of the methodology behind their ESG
 disclosure score. Consequently, we were unable to assess the applicability of the
 Bloomberg disclosure score to the same extent. Nevertheless, we are confident of its
 validity for our study, based on its wide acceptance in previous academic literature
 and historical popularity among corporate investors. On a methodological note, the
 conscious decisions to forego the development of our own ESG metrices reduces the
 threats to reliability of our study significantly. Any potential bias, which we as re-
 searchers may introduce due to our own values and perceptions, is thus reduced to
 a minimum as the utilized databases provide a largely objective and time-consistent
 assessment of firm performance. Additionally, as our aim of this study is to provide
 a holistic and comparable view of this research field, introducing yet another ESG
 scoring methodology to the already vast variety used in previous research seemed not
 attractive.


With these measures, to attain a high source and data quality, we are confident
that we fulfill the high requirements of a deductive research approach. In the following
section we will outline our theoretical framework (Chapter 3) and literature review
(Chapter 4), guided by our choice of scientific method and literature strategy.
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Theoretical Framework


This section will outline the theoretical framework on which our thesis is founded.


As such we elaborate on the development of the concepts of corporate sustainabil-
 ity and ESG, relevant theories, as well as an in-depth explanation of the utilized
 ESG-scores, that are crucial for a deeper understanding of this paper. The displayed
 theories include shareholder theory, stakeholder theory and signaling theory, with an
 extension into voluntary disclosure theory and legitimacy theory given the context
 of our study. In particular, shareholder theory and stakeholder theory have often
 substantiated the link between ESG performance and the financial performance of
 corporations. Signaling theory on the other hand was chosen due to its relevance for
 firms’ ESG disclosure, exploring the incentives of corporations to provide information
 on the matter. Lastly, we provide an overview of the utilized ESG scores of Eikon
 and Bloomberg, dissecting their respective methodology and pillars (E, S, & G). We
 dedicate a significant amount of space to elaborate on the make-up of the scores, as
 they constitute secondary data not gathered by ourselves. Thus, a thorough under-
 standing of the methodology and meaning of the scores will be crucial for both the
 authors and the reader, when drawing conclusions.



3.1 Corporate Sustainability, CSR and ESG Per- formance


We begin the theoretical framework section by discussing the similar concepts of
sustainable development, corporate sustainability, corporate social responsibility and
environmental -, social and governance (ESG) measures. Due to the inherent similar-
ity of these concepts and the multitude of definitions present in extended literature,
a clear and concise understanding of each of those terms is crucial for the adequate
understanding and interpretation of our thesis. Thus, we outline the historical devel-
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 ness.


Corporate Sustainability


Corporate sustainability (CS) was derived from the concept of sustainable develop-
 ment, which initially emerged in the 18th century, describing the safeguarding of
 forests and timber (Ebner & Baumgartner, 2006). Nevertheless, the notion of sus-
 tainable development first gained real traction through the publication of the UN
 Brundtland Report by the World Commission on Environment and Development
 (WCED) in 1987. In particular, the report defined sustainable development as the
 development “which meets the needs of the present without compromising the ability
 of future generations to meet their own needs” (WCED, 1987). Although initially ad-
 dressed towards ecological and environmental issues, when being applied towards the
 corporate environment the concept gained popularity in the 1990s under the notion of
 corporate sustainability (Dentchev, 2009; Sarvaiya & Wu, 2014). Applying the afore-
 mentioned definition of the Brundtland Report to the corporate environment yields
 a slightly di↵erent definition. As such, “sustainability is an economic state, when
 the demands placed upon the environment by [. . . ] commerce can be met without re-
 ducing the capacity of the environment to provide for future generations” (Hawken,
 1993, p. 42). Accordingly, academic research revolving around CS initially focused on
 the relationship between sheltering the natural environment by making sustainable
 business decisions (Hawken, 1993; Sharma & Henriques, 2005). Subsequently, social
 aspects were integrated into CS alongside the already prominent environmental focus.


In particular, with Elkington’s (1997) introduction of the triple bottom line to CS,
 encompassing economic prosperity, environmental quality and social equity, the im-
 portance of the social aspect for corporate sustainability was manifested. Elkington
 suggested replacing the outdated single financial bottom line, with his triple bottom
 line revolving around corporate sustainability (Elkington, 1997). In the following
 years, organizations and academia supported Elkington’s proposal, with CS being
 rooted in the three principles of economic integrity, social equity and environmental
 integrity (WBCSD, 2000; Bansal, 2005; Sarvaiya & Wu, 2014).


Thus, corporate sustainability is treating both environmental responsibility and
social responsibility of corporations. Accordingly, with CS spanning across both envi-
ronmental and social responsibility, Porter (2008) draws a link to the concept of cor-
porate social responsibility (CSR). He further elaborates that successful CS (fulfilling
the triple bottom line) is dependent on the efficient implementation and outcomes
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 concept of corporate social responsibility.


Corporate Social Responsibility (CSR)


Frank Abrams (1951) was the first scholar to conceptualize the idea of social responsi-
 bility when describing the relationship between society and business (Abrams, 1951).


Shortly after, Howard Bowen (1953) extended upon this idea, by describing the in-
 herent obligations of businessmen in aligning their decision making with the values
 of society (Bowen, 1953). Initially, the concept of corporate social responsibility was
 understood as the sole responsibility of the owners of the firm. This definition was
 extended over the years, marking a change from the“social responsibility of business-
 men” (Bowen, 1953) to the“social responsibility of businesses” (Davis, 1967). At the
 time, the scope of CSR by corporations mainly revolved around philanthropic actions
 aimed to increase social welfare.


It was first in the following years that the term CSR gained wider popularity
 among academics, which further refined its concept and definition through additional
 research across the 1980s and 1990s (Sarvaiya & Wu, 2014). As a result, a multi-
 tude of links to adjacent theories were drawn, including stakeholder theory (Freeman,
 1984), business ethics and corporate social performance (Carroll, 1979). Jones (1980)
 suggested that social considerations should be merged with environmental ones, when
 discussing CSR. This proposal re-emerged during the 2000s, where environmental is-
 sues manifested as a crucial determinant of a corporation’s CSR e↵orts. For instance,
 the Commission of European Communities (2001) states that CSR is best understood
 as a concept where corporations should“integrate social and environmental concerns
 in their business operations [. . . ] on a voluntary basis”. As a result, CSR has been as-
 sociated with the triple-bottom line of Elkington (1997), portraying a tri-dimensional
 concept (Sarvaiya & Wu, 2014). Consequently, CSR has emerged as closely related
 to the aforementioned concept of corporate sustainability (CS), characterized by the
 common denominator of environmental and social aspects. In the following section
 we investigate the relationship between corporate sustainability and corporate social
 responsibility.


Corporate Sustainability and Corporate Social Responsibility


When contrasting the concept of corporate sustainability and corporate social re-
sponsibility, it becomes clear that the prior initially focused exclusively on ecological
sustainability and the latter on social responsibility. Albeit starting on two di↵erent
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 edly claiming social and environmental responsibilities of corporations. Thus, both of
 them entail economic, social and environmental dimensions, consistent with Elking-
 ton’s triple bottom line (1997). Consequently, we find the two nearly indistinguishable
 in their content and intent, and will therefore refer to corporate sustainability and
 corporate social responsibility as CSR for the remainder of this paper. We adapt
 Sarvaya’s (2014) definition, inspired by Elkington’s (1997) triple bottom line of CSR,
 as “the process of integrating economic, social and environmental issues of corporate
 firms in order to achieve balanced growth in societies” (Sarvaya et al., 2014, p. 59).


We have now properly defined the fundamental concept of CSR by showcasing
 the historical development of corporate sustainability and corporate social responsi-
 bility. In the following, we will elaborate on the advancements of how to measure a
 company’s CSR e↵ort. In particular, the development from sustainability reporting
 to the emergence of the ESG dimensions is portrayed.


Sustainability Reporting – The development of non-financial statements
 Whilst CSR was discussed mainly in theory in the beginning (Davis, 1973; Post,
 1978), in the following years the more practical act of how companies should enact
 corporate social responsibility and how to measure their e↵orts took center stage in
 academic discussions. Both practitioners and academics have attempted to develop
 a standardized approach to measure and report on these sustainability matters of
 corporate performance. The ability to translate corporate practice into accountable
 measurements, in a reliable and replicable fashion, was determined as crucial if sus-
 tainability reporting ought to be successful (Pruzan, 1998).


As such, a new form of corporate statement gained popularity, popularized under
a variety of names such as Social Audit, Social Statement, Sustainability report and
others. Consequently, a number of voluntary international standards quickly followed
suit, bringing about the Global Reporting Initiative’s (GRI) sustainability reporting
guidelines as well as voluntary signatories like the UN Global Compact (Freeman,
Harrison, Wicks, Parmar, & Colle, 2010). Accordingly, the acceptance for the impor-
tance of non-financial statements rose in the process. Nevertheless, the multitude of
voluntary standards resulted in di↵erences in reporting of a company’s sustainability
e↵orts. The di↵erence in sustainability reporting, together with the inherent informa-
tion asymmetry between corporate managers and external stakeholders, still renders
it hard to properly assess a company’s sustainability e↵orts. This holds particularly
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 ing with that of their peers. Thus, a more comparable assessment of non-financial
 performance was needed. In the following, we will outline the development of ESG
 ratings to measure non-financial information. ESG performance measures, as prox-
 ies of corporate sustainability, undergo increased demand by corporate stakeholders
 and as a result have gained increased attention over the past decade (van Duuren,
 Platinga, & Scholtens, 2016; Drempetic, Klein, & Zwergel, 2019).


ESG Ratings – Quantifying CSR e↵orts


In an attempt to counter the aforementioned difficulties in measuring corporate sus-
 tainability performance, the notion of Environmental, Social and Governance (ESG)
 performance has emerged as the dominating mechanism to measure CSR performance
 (PRI, 2018). Compartmentalized into the three underlying elements, the clearly de-
 fined ESG factors have gained acceptance in measuring and comparing the sustainabil-
 ity of corporations amongst industry professionals and academics alike. Compared to
 the aforementioned sustainability reporting, encompassing environmental and social
 concerns, ESG ratings also include the governance aspect of non-financial informa-
 tion. Consequently, environmental, social and governance (ESG) ratings provide a
 complete assessment of a firm’s non-financial performance. The assessment is con-
 ducted based on specific datapoints within the environmental, social and governance
 pillars (Clementino & Perkins, 2020). For instance, datapoints can include a com-
 panies’ greenhouse gas emissions, human rights issues and gender diversity amongst
 others.


ESG ratings are attractive for researchers and industry professionals, as they pro-
vide a wide set of comparable data on a vast number of CSR-related policies and
their respective performance (Crane, Matten, Glozer, & Spence, 2019). Thus, in light
of the aforementioned inconsistency issues associated with sustainability reporting,
the comparability of firms across concise datapoints, themes and categories, is what
makes the provided ESG insight particularly valuable. Investors increasingly utilize
ESG data when making investment decisions, to ensure that the firms in which they
invest engage in ethical and sustainable corporate behavior, consistent with their
investment criteria (van Duuren, Platinga, & Scholtens, 2016). Naturally, the un-
derlying logic is not only an ethical but also a strategic one, detecting if a company
yields non-financial risks which are not visible via the company’s generic financial
statements. Evaluations by sustainability rating agencies, such as Refinitiv’s Eikon
or Bloomberg amongst others, allow for a deeper insight into a company’s expo-
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 their assessment generally on publicly attainable information, such as corporate an-
 nual reports, sustainability reports, third party research and information of corporate
 websites (Clementino & Perkins, 2020). ESG rating agencies allow corporate stake-
 holders to assess public firms’ performance on a wide range of CSR related issues
 through quantifiable metrices. This brings an order to the heterogenous chaos, which
 was previously associated when assessing a firm’s sustainability performance and even
 more so when wanting to compare performance across corporations. Thus, we utilize
 ESG measures as proxies of CSR performance in this thesis, and will subsequently
 use the terms CSR performance and ESG performance interchangeably.


In the following sections we explore the theories that are of particular relevance
 when exploring the relationship between CSR performance and financial performance.



3.2 Shareholder Theory


Introduced by Friedman (1962), who famously critiqued the notion of CSR, share-
 holder theory argues that the primary corporate objective should be to serve the
 company’s shareholders, thus maximizing their wealth. By using the funding ad-
 vanced by investors, managers should exclusively engage in projects that increase
 profitability, and in turn create the maximum value for said investors. Following this
 logic, CSR activities are merely seen as spending stakeholders’ money involuntarily,
 opposing their best interest and thus impeding the fiduciary duties of management
 (Friedman, 1970). Friedman further solidifies his argument by declaring corporations
 which were to accept some sort of social responsibility as a threat to the free society.


Thus, the social interest of any one nation should not be steered by individual busi-
nessmen but rather by the state. A corporation’s contribution should therefore only
be limited to their corporate tax contribution (Friedman, Capitalism and Freedom,
1962). In the CSR context, shareholder theorists elaborate that it would be unjust to
shareholders if corporations were charged with social responsibility, as this would un-
dermine their decision-making authority over their property and consequently oppose
the ethical principles recognized in the free market economy (Friedman, Capitalism
and Freedom, 1962). Following this line of reasoning suggests that managers, who feel
a moral responsibility to engage in social problems, should do so via private spending
rather than company channels.
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 munities since its inception. This is mainly due to its advancements in connection
 with agency cost (Tse, 2011). Agency Theory describes the inherent conflict between
 a companies’ managers and its shareholders, where managers tend to fail to maximize
 the wealth of shareholders if not supplied with the appropriate incentives (Jensen &


Meckling, 1976; Jensen & Murphy, 1990). A commonly listed method, when aligning
 said incentives, is to measure the performance of the management against the share
 price by awarding stock options. Managers are incentivized to maximize the value of
 the share price and consequently the firm. In the absence of such incentive scheme,
 managers might engage in spending activities which deviate from the aforementioned
 mantra of shareholder supremacy. In other words, agency costs might surface as man-
 agers spend money as they best see fit themselves (Brown, Helland, & Smith, 2006).


In general, the shareholder theory understands the managers as exclusive agents
 to their firms’ respective shareholders. As such, they are supposed to utilize corporate
 funds in ways that have been authorized and will ultimately benefit their shareholders.


Thus, maximizing shareholder’s wealth is the core objective of shareholder theory.


Shareholder Theory Critique


The shareholder model has been criticized for encouraging short-term managerial
 thinking, excessive risk taking and unethical behavior, resulting in managers who are
 more keen on pushing legal boundaries (Philipps, 2003). Accounting scandals and
 questionable incentive schemes by a multitude of corporate players have caused a
 surge in criticism of shareholder supremacy. A late example constitutes the financial
 crisis in 2007 and 2008. The criticism roots in the formal and informal incentives that
 rewards managers if a firm’s stock price increases (Danielson, Heck, & Sha↵er, 2008).


This e↵ect is compounded by managerial hubris and over-confidence in manager’s
own abilities (Tse, 2011). Additionally, criticism includes the failure of balancing
social concerns with shareholder’s interests, rendering it difficult to maximize both
social welfare and shareholder wealth at the same time (Jensen, 2002). As a result,
maximizing shareholder profits has often been portrayed as striving on the expense
of other members of society. Such criticism ultimately led to the development of an
alternative perspective on value creation, namely the stakeholder theory.
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3.3 Stakeholder Theory


Stakeholder theory gained popularity as a direct response, and criticism, to the share-
 holder theory. It objects the view of the firm’s primary objective of shareholder wealth
 maximization, and instead suggests to act in the best interest of all stakeholders which
 are touched by the firm’s operations (Freeman, Harrison, Wicks, Parmar, & Colle,
 2010; Mansell, 2013). When defining stakeholders, we apply Freemans’ (1984, p. 53)
 original definition, describing them as “any group or individual who can e↵ect or is
 a↵ected by the achievement of an organization’s purpose”. Thus, due to the reciprocal
 relationship between firm and its stakeholders, to succeed a firm needs to develop a
 strategic management plan which involves the interest of all stakeholders (Freeman,
 1984).


Freeman et al. (2010) expand on this reasoning later, arguing that the business
 landscape has changed fundamentally since the inception of shareholder theory. As
 shareholder theory was built on an old business rationale, any reasoning based on the
 principles of shareholder theory today is naturally outdated as well. In particular,
 the emergence of globalization and information technology, the demise of central state
 planning and increased societal awareness of the impact of business on communities
 has led to changed demands of what a modern firm should represent (Freeman, Harri-
 son, Wicks, Parmar, & Colle, 2010). This renders the very core of shareholder theory
 as outdated. In light of expanding globalization, governments which were assigned
 the task to reverse any negative e↵ects imposed by shareholder-minded corporations,
 have proven increasingly unable to do so. Instead, firms are encouraged to take up
 a part of the moral obligation to all of its stakeholders, which ultimately gave this
 theory its name.


The distinguishing feature of the CSR literature is that it applies the Stakeholder
concept to non-traditional stakeholder groups, which often yield an adversarial re-
lationship with the firm (Freeman, Harrison, Wicks, Parmar, & Colle, 2010). Ac-
cordingly, less attention is devoted to satisfying shareholders and relatively more
to the public, the community and the environment. Stakeholder theory addresses
the problems of understanding and managing a business in the world of the twenty-
first century, and thinking about questions of ethics, responsibility and sustainability
within the common views of capitalism. Stakeholder theory understands capitalism
as a set of relationships between the firm and its stakeholders, within the realm of
both business and ethics (Freeman, Harrison, Wicks, Parmar, & Colle, 2010).
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 to all stakeholders, holding two primary responsibilities (Smith, 2003). First, to en-
 sure that no ethical rights of any one stakeholder are violated. Second, to carefully
 weigh the rightful interests of all of a corporation’s stakeholders before making deci-
 sions. In other words, it can occur that by considering the interest of all stakeholders
 overall profitability is reduced. Thus, the overarching objective is to balance profit
 maximization with the long-term ability of the firm to remain in business.


Stakeholder Theory Critique


Stakeholder theory describes the act of managing multiple stakeholder relationships
 simultaneously. The associated lack of direction is understood as problematic, be-
 ing a recipe for confusion, as following too many objectives at once can be equal
 to having no objective at all (Sundaram & Inkpen, 2004). As a result, managers
 may be tempted to act in their own best interest which in turn creates an agency
 problem (Mansell, 2013). Shareholder theorists often criticize that stakeholder the-
 ory fails to demand managers to focus on profitability due to its inherent focus on all
 stakeholder relations (Tse, 2011). Additionally, the inconsistent definition of stake-
 holder groups is a cause for concern, with stakeholder categorization spanning from
 direct/indirect (later adapted to primary/secondary) stakeholders (Freeman, 1984),
 divided by interest (Donaldson & Preston, 1995) or relational attributes like power,
 urgency and legitimacy (Mitchell, Agle, & Wood, 1997). Thus, criticism mainly re-
 volves around the lack of operational guidance, making it unclear as to how managers
 can successfully put stakeholder theory into practice. Lastly, due to the long-lasting
 focus on shareholder theory, most management tools are designed for creating share-
 holder value, whilst tools and techniques to monitor stakeholder management at a
 less advanced stage (Tse, 2011). It will remain difficult to hold managers accountable
 without a wider dispersion of said tools and methods to ease the implementation
 and monitoring of stakeholder management. Therefore, it is crucial to identify new
 methods to align interests between stakeholders and managers (Phillips et al. 2003).


Authors’ Reflection: Shareholder Theory and Stakeholder Theory


In general, both the shareholder theory and the stakeholder theory are normative
theories of corporate social responsibility. They advocate what the corporate role
should be, and on an ethical perspective as to what is perceived as “right”. How-
ever, their interpretation of what is “right” di↵ers fundamentally as outlined in detail
above. Nevertheless, we find some of the popular criticism of both theories somewhat
misguided.
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 scandals and executive manipulation, portraying a picture of “anything goes” in sight
 of a profit. This assumption is inconsistent with Friedman’s (1962) manifestation of
 shareholder theory, conditioning the goal of profit maximization to acting “within the
 rule of the game . . . without deception or fraud” (p. 133). Thus, shareholder theory
 clearly states that the search for profits should be sought legally and not through
 means of fraud, clearly distancing such actions allegedly done in the name of share-
 holder theory. Additionally, when considering the ultimate outcome of said frauds, it
 appears as though fraudulent executives were acting in their own best interest rather
 than in their shareholders. This behavior is inconsistent with the demand of share-
 holder theory in putting shareholder’s interest first. Therefore, we agree with Smith
 (2003), stating that popular criticism often fails to accurately interpret shareholder
 theory. Nevertheless, it is fair to say that although shareholder theory might not
 be the direct cause of corporate misbehavior it certainly has facilitated said develop-
 ments in a way. Additionally, the arguments of insufficient funding for employees or
 charitable giving opposes the root of shareholder theory if they represent the most
 attractive investment opportunity of available capital. In other words, stakeholders
 should be understood as a means to an end (profitability) (Smith, 2003).


On the other hand, stakeholder theory has been criticized by Inkpen (2004) and
 Mansell (2013) for creating an excuse for managerial opportunism through the mul-
 titude of principals and lack of specific corporate function (as opposed to profits by
 shareholder theory). We find this criticism misplaced, as shareholder theory itself
 has been unable to limit self-serving managerial behavior as outlined in the multi-
 tude of corporate scandals above. Thus, we agree with Jensen et al. (2010), that
 creating higher accountability through a bigger number of principals (stakeholders)
 is at least not less potent than dealing with a single principal has proven to be.


Lastly, we disagree with Tse’s (2011) criticism, that a lack of CSR measures curtails
stakeholders from monitoring corporate non-financial performance and holding them
accountable. Instead we find that the surge in sustainability indexes (e.g. Corporate
Knight’s Global 100) and distribution of ESG information by data providers, such as
Refinitiv’s (former Thomsen Reuter) Eikon and Bloomberg, has somewhat alleviated
this issue. Conversely, the rise of demand and supply in non-financial information
should have eased the implementation and monitoring for executives and stakehold-
ers, at least in the context of ESG issues.
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3.4 Signaling Theory


Interwoven with stakeholder theory, organizations are a part of a broader social sys-
 tem in which they operate. Firms should be accountable for their stakeholder groups,
 where information disclosure is considered to be an important way to signal their
 accountability (An, Davey, & Eggleton, 2011). Information that revolves around
 corporate sustainability is increasingly demanded by various stakeholders (Investors,
 Regulators, NGO’s, etc.) in recent years (Freeman, Harrison, Wicks, Parmar, & Colle,
 2010). It can be expected that the disclosure of ESG performance can reduce informa-
 tion asymmetry between the firm and its stakeholders, improving their relationship.


A good relationship between a firm and its stakeholders leads to additional support
 and approval, which is beneficial for any firm to succeed in a sustainable manner in
 society (Deegan & Samkin, 2009).


Signaling theory is concerned with addressing problems which arise from infor-
 mation asymmetry in social and economic settings (An, Davey, & Eggleton, 2011).


The theory was founded in the early 1970s, spread mainly by two research contri-
butions of Arrow (1972) and Spence (1973). Spence analyzed the workforce market
and subsequently drew a general conclusion about information economics (Spence,
1973). He found that a skilled unemployed person has an incentive to send signals to
the market, to communicate his talent to prevail over other unemployed people. In
particular, information asymmetry should be reduced if the party that possesses more
information can send signals to other interest-related parties (An, Davey, & Eggleton,
2011). Naturally, the act of signaling is based on the assumption that doing so will be
beneficial to the signaling party. Signaling theory is traditionally applied in a market
setting between a seller and a buyer (Arrow, 1972; Spence, 1973). Initially, the buyer
is at an information disadvantage versus the seller regarding the products or services
in question. Despite the inherent lack of information for said good, buyers often
have a general perception of the worth of the product (based on a given % of faulty
products). Calculating a weighted average of the general perception this results in
an estimated price for the specific product (Morris, 1987). As a result, sellers whose
product quality exceeds average will incur an opportunity loss and those with prod-
uct quality below average will experience an opportunity gain as the buyer remains
unaware of their respective product quality. Consequently, the seller of high quality
products has a motivation so signal this quality to the buyer to attain a higher price
for his product (Morris, 1987).



(35)Applying this to a general business setting, the stakeholders of a firm are at
 an information disadvantage compared to the firm’s management. This information
 asymmetry makes it difficult to assess the quality of the firm relative to its competi-
 tors. Following the aforementioned reasoning, a high-quality firm has an incentive to
 signal its superior quality in order to attract more investors (An, Davey, & Eggleton,
 2011). One of the most prevalent strands utilizing signaling theory is the corporate
 governance literature revolving around company disclosure (Toms, 2002; Plumlee,
 Brown, Hayes, & Marshall, 2015; Hummel & Schlick, 2016; Melloni, Caglio, & Perego,
 2017). It is argued that firms, that are able to signal their corporate governance qual-
 ity e↵ectively, can help to overcome information asymmetry between managers and
 stakeholders. Accordingly, we assume a similar e↵ect when considering Environmen-
 tal, Social and Governance (ESG) disclosure. Given that a firm is high performing
 along the ESG dimensions, this firm has an incentive to signal these characteristics
 to investors if they expect it to generate higher returns. Thus, ESG disclosure can be
 understood as a valid proxy of ESG performance.


Voluntary Disclosure Theory


Research on disclosure of ESG issues posits that the best performing firms, indicating
 a higher quality of its ESG performance compared with competitors, have an incentive
 to signal this through more and better communication to increase their market value
 (Hummel & Schlick, 2016). This relationship is often referred to as voluntary dis-
 closure theory, indicating a positive relationship between sustainability performance
 and quantity of sustainability disclosure. Firms with better non-financial results are
 more willing (and successful) at reporting on ESG practices if they deem doing so as
 beneficial (Melloni, Caglio, & Perego, 2017). Good sustainability disclosure is diffi-
 cult to mimic by companies with poor sustainability performance, allowing superior
 performers to attain a sustainable competitive advantage (Clarkson, Li, Richardson,


& Vasvari, 2008). This finding is expanded with the study of Hummel and Schlick
(2016), which found that superior sustainability performers are engaging in high-
quality ESG reporting to signal their above average performance compared to the
market. High quality reporting is defined as the complete disclosure of relevant and
comparable numerical data that fulfill or exceed clearly defined quality requirements
(Hummel & Schlick, 2016). Thus, both the quality and the quantity are determinants
of voluntary disclosure theory (high quality, high quantity).




    
  




      
      
        
      


            
    
        Referencer

        
            	
                        
                    



            
                View            
        

    


      
        
          

                    Hent nu ( PDF - 130 Sider - 6.77 MB )
            

      


              
          
            Outline

            
              
              
              
              
              
                              
    ESG Scores
                              
    Literature Review Summary
                              
    Panel Data & Regression Model Specification
                              
    Regression Results
                              
    RQ1 – E↵ect of ESG scores on Financial Per- Per-formance
                              
    RQ3 – E↵ect of ESG Scores on Financial Per- Per-formance over timePer-formance over time
                              
    Bibliography
              
              
            

          

        

      
      
        
  RELATEREDE DOKUMENTER

  
    
      
          
        
            Outlines – Critical Practice Studies
        
      

        To demonstrate this, we  will return to the question of how art and aesthetics are more than just a style of doing  therapy and illustrate this by drawing in material from

    
      
          
        
            Swedish Advocacy Think Tanks as News Sources and Agenda-Setters
        
      

        30 As  our  primary  interest is think tanks with a clear political worldview and an outspoken ideological agenda, we chose  to include the following 13 advocacy think tanks in

    
      
          
        
            Judgmental Forecasting of Operational Capabilities Exploring a New Indicator to Predict Financial Performance
        
      

        In this study, we have explored whether it is possible to predict financial performance  based on frontline employees’ sensing and prediction of changes in operational capabilities 

    
      
          
        
            Copenhagen Business School Case study of SafeGear Master's Thesis
        
      

        03:00 E: Well we have now a weekly meeting on Mondays where we sit down for about  an hour an half and we talk about how to approach things and problems. We talk about  it in group.

    
      
          
        
            MASTER’S	THESIS
        
      

        «Investments intended to create positive impact beyond a financial return … [that] requires  the management of social and environmental performance in addition to financial risk and

    
      
          
        
            Corporate Venture Capital An Empirical Investigation of Antecedents to the Choice between Internal and External Corporate Venture Capital Units
        
      

        In the context of CVC specifically, venture unit autonomy is analysed in relation to performance,  defined as (i) the achievement of the CVC unit’s financial or strategic

    
      
          
        
            Performance Pay, Delegation and Multitasking under Uncertainty and Innovativeness
        
      

        However, not only did we  conjecture that there an overall positive and significant relation between environmental  uncertainty and the use of pay-for-performance, we also added

    
      
          
        
            Designing a decision-making framework for assessing Robot Process Automation potential
        
      

        To further understand the challenges and solutions, we sought to investigate our research questions related to designing a structured RPA backlog. To con- duct this research,

      



      

    

    
            
            
      
  RELATEREDE DOKUMENTER

  
          
        
    
        
    
    
        
            Aalborg Universitet Authentication of paintings using hidden markov modelling of contourlet coefficients Jacobsen, Christian Robert; Nielsen, Morten
        
        
            
                
                    
                    22
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Between ants, humans, disciplinarities and worldviews: creating a performative work from an interdisciplinary starting-point
        
        
            
                
                    
                    19
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            House of The Double Axe - The Meeting of Two Worlds
        
        
            
                
                    
                    2
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            English Summaries
        
        
            
                
                    
                    1
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            ‘Are we going to stay refugees?’: Hyper-precarious processes in and beyond the Danish Integration Programme
        
        
            
                
                    
                    17
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Controlled Clinical Trial of how Mobile Health Applications Affect Unemployed Men’s Physical Health as Well as Thoughts and Actions in Relation to their Own Physical Health
        
        
            
                
                    
                    11
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            ‘Are we going to stay refugees?’: Hyper-precarious processes in and beyond the Danish Integration Programme
        
        
            
                
                    
                    17
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Hvilke offentlige ledere er der brug for når velfærdstænkningen flytter sig
        
        
            
                
                    
                    419
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

      


              
          
            
          

        

          

  




  
  
  
    
      
        Company

        	
             Om os
          
	
            Sitemap

          


      

      
        Kontakt  &  Hjælp

        	
             Kontakt os
          
	
             Feedback
          


      

      
        Juridisk

        	
             Vilkår for brug
          
	
             Politik
          


      

      
        Social

        	
            
              
                
              
              Linkedin
            

          
	
            
              
                
              
              Facebook
            

          
	
            
              
                
              
              Twitter
            

          
	
            
              
                
              
              Pinterest
            

          


      

      
        Få vores gratis apps

        	
              
                
              
            


      

    

    
      
        
          Skoler
          
            
          
          Emner
                  

        
          
                        Sprog:
            
              Dansk
              
                
              
            
          

          Copyright 9pdf.org © 2024

        

      

    

  




    



  
        
        
        
          


        
    
  
  
  




     
     

    
        
            
                

            

            
                                 
            

        

    




    
        
            
                
                    
                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                    

                    
                        

                        

                        

                        
                            
                                
                                
                                    
                                

                            

                        
                    

                    
                        
                            
                                
  

                                
                        

                        
                            
                                
  

                                
                        

                    

                

                                    
                        
                    

                            

        

    


