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Executive Summary 

 

Initially based on the theoretical groundworks of the stakeholder theory and the resource-based view of 

the firm, this thesis investigates the ability of a firm’s ESG performance to provide insurance-like 

protection of market value in the context of a corporate scandal. Applying the event study methodology 

on a sample of 109 corporate scandals across the European banking industry from 2010-2019, this 

thesis starts by assessing the potential market value loss following news reports of corporate violations 

of regulations and laws. Testing the hypothesis that banks’ stocks exhibit abnormal returns in the 

context of a scandal, this study finds evidence of significant negative abnormal return in the days 

surrounding the publication of the reports. The loss-reducing properties of ESG are then examined by 

testing the effect of ESG ratings on the observed abnormal return using regression analysis. As well as 

testing the effect of overall ESG ratings, we also test distinct environmental, social, and governance 

ratings. The results show a significant relationship between the banks’ overall ESG performance and 

less negative abnormal return in the context of a corporate scandal, providing support for the 

hypothesized insurance-like effect of firms’ ESG performance. We further find support for a varying 

ability of the distinct ESG factors to mitigate losses. Banks’ environmental and social performance are 

found to mitigate the negative impact of corporate scandals on the market value of firms, whereas 

governance performance exhibits no significant relationship with any observed market loss. The 

conclusions of this study warrant more studies investigating the insurance-like properties of ESG 

performance in targeted industries and events, as well as the varying impact of distinct ESG practices. 

Furthermore, the findings warrant further studies conducting qualitative research on the individual 

assessments of stakeholders, management, and investors in times of crises, and how ESG performance 

may affect these.   
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CHAPTER 1: INTRODUCTION 

1.1 Background 

 

Managers, academic researchers, and policy-makers have been investigating whether being socially 

responsible is compatible with superior firm performance since the mid-1900s. Though the concept of 

corporate social performance (CSP) is continually evolving, CSP can today be defined as the a 

comprehensive assessment of firms’ relationships and performance with people, organizations, 

institutions, communities, and societies, in terms of the actions of firms toward these stakeholder as 

well as any externalities of business activity (D. J. Wood, 1991; Sabate & Puente, 2003; Mio & Fasan, 

2012). The topic of CSP has been extensively discussed over the past decades, with the debate initially 

centering on two fundamentally opposing views: On one side, firms were thought to have a moral 

responsibility to act to the benefit of society; on the other side, the sole responsibility of firms was 

considered to be to maximize the wealth of its shareholders, and any costly endeavors to account for 

social issues reduced this shareholder value (Bowen, 1953; Friedman, 1970; Lee, 2008). Since then, 

however, it has become increasingly acknowledged that CSP can provide benefits to both shareholders 

and the society in which the firm operates, with an alignment of CSP and enhanced firm performance. 

This progress has been supported by theoretical developments, such as the integration of CSP with 

Freeman’s (1984) stakeholder theory, under which CSP is argued to enable firm engagement and 

cooperation with both traditional and non-investor stakeholders to ensure firm success and survival 

(Freeman, 1984; Jones, 1995). Further, from the theoretical framework of the resource-based view of 

the firm, the financial value of CSP is argued to arise from its contribution to the development of a 

unique resource base that allows for sustained competitive advantage (Barney, 1991; Hillman and 

Keim, 2001; Schnietz & Epstein, 2005; Chang et al., 2014).  

 

The business case for CSP has thus become highly acknowledged in today’s business world, as firms 

increasingly recognize interdependencies with stakeholders who may support or harm the firm (Kell, 

2018). Accordingly, a consensus has evolved to operationalize and measure CSP through 

Environmental, Social, and Governance factors (ESG). The term ESG was first coined in the 2005 
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Global Compact report “Who Cares Wins”, in which some of the largest global financial institutions 

instituted the financial relevance of integrating ESG factors in investment assessment (The Global 

Compact, 2005; Kell, 2018). With increasing acceptance of ESG in managerial and investment 

practice, the utilization of ESG factors has become widely accepted both in research and by firms and 

investors (Kell, 2018; MacArthur, 2020). Today, ESG is considered an important part of the assessment 

of firm performance and financial valuation, with a reported 80% of the world’s largest corporations 

engaging in ESG activities as of 2018 (Kell, 2018).  

 

The relationship between CSP and numerous measures of corporate financial performance (CFP) has 

been extensively studied in empirical research, but the direction and intensity of this relationship 

remain ambiguous (Pava and Krausz, 1996; McWilliams & Siegel, 2000; Brammer et al., 2006; Van 

Beurden and Gössling, 2008; Margolis et al., 2009). While some studies focus on the ability of ESG to 

generate firm value, others focus on the ability of ESG to preserve firm value through its risk-reducing 

properties (Orlitzsky et al., 2003; Peloza, 2016; Sassen et al., 2016). As such, there is a growing interest 

in understanding the conditions under which ESG may be beneficial for organizations, such as in times 

of crises. 

 

In line with the risk management view on CSP, a few studies assess whether ESG can provide 

“insurance-like” effects for the market value of firms in crises-like conditions, and find evidence of 

such in various types of negative events (Blacconiere and Patten, 1994; Orlitzsky & Benjamin, 2001; 

Schnietz and Epstein, 2005; Mio & Fasan, 2012; Chang et al., 2014). However, the loss-moderating 

properties of ESG in a crisis-like context has been explored to a much smaller extent than the 

incremental financial benefits of CSP, and most often in the context of systemic events affecting 

various industries (Mio and Fasan, 2012). Even so, it has gained managerial attraction from well-

established firms seeking to protect existing reputations and competitive advantages (Peloza, 2016). 

Further, understanding the relationship between ESG and firm performance in the context of specific 

adverse events is of significant interest to management, as share performance can impact executive 

compensation, future equity financing, prevention of hostile takeovers and media coverage, and it can 

generally serve as an indication of management skills (Forbes, 2014). Yet, to the best of the authors’ 

knowledge, a very limited number of studies have assessed the potential insurance-like effect of ESG in 
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the context of firm-specific scandals. Furthermore, it is evident that existing empirical evidence is 

lacking in its ability to distinguish the impact of the individual environmental, social and governance 

performance measures. 

 

1.2 Research Area 

 

Given these limitations in the CSP-CFP research field, this thesis seeks to answer the below research 

question:  

 

Does firm engagement in ESG activities provide an insurance-like protection of market value in the 

context of a corporate scandal, and do distinct ESG activities vary in their ability to provide insurance-

like protection? 

 

To investigate this research question, the banking sector is chosen for examination. The banking sector 

is increasingly incorporating ESG activities in its core business as a consequence of both heightened 

public expectations and stakeholder pressure, and an increasing recognition that ESG can reduce 

financial risk and provide business opportunities that improve returns (Robins & McDaniels, 2016; 

KPMG, 2020; UNEPFI, 2020;). Due to banks’ position as societal institutions, the banking sector is to 

a larger degree expected to contribute positively to society through core business areas like lending, 

investments activities, and project finance activities (Zeidan, 2013; Deloitte, 2019; Wilkins, 2019; 

KPMG, 2020). As a result, banks are increasingly incorporating sustainable assessments in their credit 

risk functions and “mobilizing capital” for sustainable assets and investments (Robins & McDaniels, 

2016). Further, the financial sector has seen an increasing number of highly publicized scandals over 

the past decade, especially related to money laundering, tax evasion schemes and breaches of 

international sanctions (Heineman, 2013; KYC360, 2016; Refinitiv, 2019). In recent years, a wave of 

large money laundering charges and allegations have been observed, such as the revelation of the 

Russian and Azerbaijani “laundromat” schemes impacting major Scandinavian and European financial 

institutions (Gricius, 2018). It is thus deemed of significant interest for banks to understand the 
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potential insurance-like effects of ESG performance in such scandals. Hence, for the purpose of this 

study, a corporate scandal is defined as the following: 

 

A corporate scandal arises with the publication of news reports concerning potential bank involvement 

in violations of laws and regulations. Specifically, this is limited to violations of laws and regulations 

that relate to money laundering, customer tax evasion and breaches of international sanctions. 

 

This classification is considered appropriate to capture relevant banking scandals and ensure that the 

findings of this study will be of value to the banking sector. 

 

This thesis firstly hypothesizes that banks experience a market loss in the context of corporate scandals, 

as measured by significant negative abnormal stock return on the day of the news publication. Building 

on existing literature on the insurance-like properties of ESG performance, we hence seek to 

investigate whether the hypothesized negative market reactions are moderated by prior performance on 

ESG metrics. As the costs of corporate scandals often exceed the direct costs of fines or regulatory 

punishment, this paper posits that ESG performance can mitigate market losses by enabling positive 

attributions that reduce costly stakeholder sanctions against the banks. Therefore, ESG is argued to 

influence the market’s revised assessments of future cash flows and cost of equity following a scandal, 

reflected in less negative abnormal returns observed around the date of the scandal (Giese et al., 2019).  

 

Further, a trend is evolving in literature towards modeling CSP as heterogeneous firm actions and 

thereby testing the effect of various CSP initiatives (Hillman and Keim, 2001; Mattingly and Berman, 

2006; Callan & Thomas, 2009; Godfrey et al., 2009), but the literature on the individual insurance 

effects of environmental, social, and governance initiatives remains limited. Therefore, this thesis 

further seeks to investigate the insurance-like effect of distinct ESG activities, as measured by 

individual environmental, social, and governance ratings.  

 

To empirically assess the research question, a sample of 109 corporate scandals across the European 

banking industry from 2010-2019 is assembled and examined. The study is limited to the European 

Economic Area banks, as the macroeconomic conditions, regulatory environment, and market structure 
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of the banking industry in Europe differs from other regions of the world (Krecké, 2019). For the 

purpose of this study, ESG performance refers to the environmental, social, and governance factors 

measuring a firm's sustainability and societal impact. Banks’ ESG performance is captured using ESG 

ratings provided by Refinitiv, which focuses on corporate practices related to the workforce, emissions, 

climate change, communities, human rights, and shareholder protection (Kell, 2018; Refinitiv, 2019).  

 

Next, in order to methodologically assess any market value loss and the potential loss-mitigating effect 

of ESG across this sample, a two-step approach is chosen. First, the event study methodology is 

employed to capture market reactions. This methodological approach is empirically acknowledged as 

the common method for examining short term impact of various types of events on stock prices, such 

as negative firm-specific events (Brown and Warner, 1980; MacKinlay, 1997; Schnietz and Epstein, 

2005; Godfrey et al., 2009). Secondly, cross-sectional regression analysis is conducted to determine the 

relation between a bank’s stock price reaction to news of a scandal and its prior ESG performance.  

 

The results of the analysis illustrate a statistically significant positive relationship between the banks’ 

ESG performance and abnormal returns in the context of a corporate scandal, indicating that banks with 

higher ESG performance experience significantly lower market losses. This result reaffirms the 

findings of existing literature and provides evidence towards the “doing well by doing good” research 

stream. Further, the finding of this thesis extends the findings of existing literature, by providing 

evidence of the insurance-like benefits of ESG activities in the “under-researched” context of firm 

specific negative events, and in a targeted industry which no previous study has done. This study thus 

is an important step towards reaching a broader position on the relationship between CSP and firm 

value in the context of crises. 

 

Secondly, this thesis finds that the three pillars of ESG provide significantly different effects in 

corporate scandals. The environmental and social activities are found to provide statistically significant 

insurance-like protection, whereas governance activities do not. This finding contributes to the growing 

body of research suggesting that CSP should not be studied as a monolithic measure, as a univariate 

score destroys important value from the separate constructs (Hillman and Keim, 2001; Entine, 2003; 

Callan & Thomas, 2009). As such, this study contributes to the very limited amount of studies testing 
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the differential effects of ESG activities in firm-specific crises, and is the first empirical study to test 

the individual pillar effects on a targeted banking sample. 

 

The rest of the paper is organized as follows. Firstly, the development of the concept of ESG is 

presented, followed by a presentation of the theoretical building blocks underlying the assumption of a 

positive CSP-CFP link. A review of empirical literature on the long-term risk management view on 

ESG and the insurance-like effect of ESG in crisis conditions is then presented. Based on this review, 

hypotheses concerning the effect of the overall ESG performance during scandals, as well the 

individual effects of the separate ESG ratings are developed. Secondly, the thorough methodological 

approach to testing the hypotheses is presented, discussing both the event study methodology as well as 

the regression methodology. Thirdly, the results of the analyses performed are presented, along with 

robustness tests of the results. Finally, the findings are discussed and framed in light of relevant theory 

and literature, as well as relevant developments of the banking sector. 
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CHAPTER 2: THEORETICAL BACKGROUND AND 

LITERATURE REVIEW 

As this thesis examines market value loss in corporate scandals and the potential wealth-protecting 

effect of ESG performance in such cases, it is useful to gain a thorough understanding of ESG as a 

measure of overall corporate social performance (CSP). The literature review therefore starts by 

introducing the concept of CSP and how it has developed into the pillars of environmental, social, and 

governance responsibility. Next, the main theoretical building blocks underlying the link between ESG 

performance and financial performance are outlined. These building blocks will be applied and referred 

to throughout the literature review. A brief review of the vast empirical research on the relationship 

between CSP and overall firm performance is then presented in order to gain an understanding of the 

evidence behind why ESG today matters to firms and their shareholders at all. This provides a useful 

background before the literature review concentrates on the risk management perspective of ESG, 

which is the main area of research for this thesis. Within the risk management view, an emphasis is 

placed on reviewing existing literature specifically investigating the insurance-like effects of ESG in 

crises. Finally, this review leads to the hypothesis development of this thesis. 

2.1 What Is CSP and How Has It Developed? 

The concept of CSP can be traced back to the 1930s, but first gained traction in the mid-1900s with the 

book Social Responsibilities of The Businessman, in which Howard R. Bowen theorizes that the social 

responsibility of businessmen involves a moral obligation to act in a way that benefits society as a 

whole (Bowen, 1953; Godfrey, Merrill, & Hansen, 2009; Lee, 2008). Opponents like Milton Friedman 

reciprocated by emphasizing that the only responsibility of managers is to maximize shareholder 

wealth “within the rules of the game”, arguing that addressing social causes is a costly endeavor 

beyond the responsibility of the firm (Friedman, 1970; Wartick & Cochran, 1985; Lee, 2008). Despite 

the criticism, the increased focus on corporate social responsibility (CSR) paved the way for a wave of 

legislation on greater protection of both employees and consumers over the following two decades, 

though sceptics maintained that CSR merely served as a PR tool for top management (Burt, 1983; Lee, 

2008). The fundamentally different views on the obligations of the firm and the economic assumptions 
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underlying these lead to a stalemate within the development of the theory for nearly two decades (Lee, 

2008) (Lee, 2008).   

 

In the 1970s, the discussion progressed with the Enlightened Self-Interest model, which attempted to 

reconcile the two opposing sides by coupling CSR with financial performance, thus aligning social 

responsibility with the interest of shareholders (Baumol, Likert, Wallich, & McGowan, 1970; Lee, 

2008). This calibration rested on the argumentation that CSR is a means of “strengthening the 

environment” in which the corporation belongs (Baumol et al., 1970). The research in the field moved 

from a normative to a positive approach; the question was for the most part not whether firms should 

engage in CSR, but to what extent in order to create benefits for shareholders as well as the rest of 

society (Lee, 2008). However, critics of CSR maintained that the concept was conceptually intangible 

and difficult to measure (Preston, 1975; Lee, 2008). Hence, the concept of CSR was further developed 

to focus on the corporate social performance (CSP) of the firm, in order to create a more tangible and 

structured concept for empirical research (Carroll, 1979; Lee, 2008). Carroll (1979) outlines CSP as 

incorporating three important steps from a firm’s perspective: 1) defining the nature of its social 

responsibility (economic, legal, ethical, and discretionary), 2) identifying the concrete issues in which 

the firm assumes to have a degree of responsibility (e.g. pollution, product safety, or discrimination; the 

author notes that these change over time, and varies across industries), and 3) deciding on the desired 

type of responsiveness (proactive or reactive) (Carroll, 1979).  

 

A tighter integration with financial performance materialized with Wood (1991) linking the concept of 

CSP to organizational theories like stakeholder management. Jones (1995) further developed the 

stakeholder model of CSP by relating it to economic theories like transaction cost economics and 

agency theory (T. M. Jones, 1995; Lee, 2008). With the introduction of the stakeholder view of CSP, 

the notion of social responsibility was transformed into a more measurable variable, as researchers 

were induced to specify the specific stakeholders that a firm engaged with (Lee, 2008; Van Beurden & 

Gössling, 2008). Further advancement was made by highlighting the strategic implications of CSP in 

terms of a firm’s competitive advantage (Hart, 1997; Lee, 2008; Porter & van der Linde, 1995). 

Building on these developments, empirical research increasingly moved from examining the effect of 

an aggregated measure of multiple social dimensions to investigating specific aspects of CSP like 
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environmental performance, employee satisfaction and product safety (Wang, Takeuchi, & George, 

2016). With clearer variables for measurement, a tighter coupling between CSP and CFP in specific 

research areas like consumer behavior, corporate reputation, employee retainment and capital market 

responses followed (Lee, 2008).   

 

Over the past decade, a broad consensus has been reached that the three main categories of stakeholder 

relationships of CSP involve environmental, social and governance (ESG) relations (Semenova & 

Hassel, 2013). The most notable difference from the initial concept of CSR is the addition of the 

governance category (Gillan, Hartzell, Koch, & Starks, 2010). With a defined stakeholder division, 

overall CSP has advanced in its focus on the ESG-factors, categorized into environmental performance, 

which refers to corporate environmental management through actions such as pollution reduction; 

social performance, referring to the extent to which a firm considers stakeholder groups like employees 

and the community as a whole, often focusing on human rights practices; and governance performance, 

which focuses on shareholder rights and managers as agents on behalf of shareholder value (Semenova 

& Hassel, 2013). 

  

The utilization of ESG factors to measure CSP has become widely accepted both in research and by 

investors, representing the intersection between corporate responsibility and sustainable and 

responsible investment (SRI) (Semenova & Hassel, 2013; Sassen, Hinze, & Hardeck, 2016; Kell, 

2018). Though this study focuses on the firm perspective, it is worth noting that within the field of SRI, 

which incorporates ESG measurements alongside direct financial metrics in investment assessment, 

ESG represents a key metric for investors (Semenova & Hassel, 2013). With an increasing acceptance 

of a link between financial performance and performance within the ESG categories, as well as the 

importance of ESG measures for investors and capital markets, the concept has become increasingly 

attractive to all levels of corporate managers (Lee, 2008). ESG performance is predominantly no longer 

perceived as merely a moral obligation of managers that is at direct odds with a firm’s profitability, but 

is discussed in light of how firms can improve firm performance for the good of both shareholders and 

other stakeholders  (Kell, 2018; Lee, 2008; McWilliams, Siegel, & Wright, 2006).  
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In conclusion, the concept of CSP has developed from a fundamental view of the moral obligation of 

the firm (assessed through the CSR construct) to involve strategic actions maintaining good 

environmental, social, and governance relations for the benefit of shareholders as well as society. As 

ESG engagement has become an increasingly important part of the assessment of firm performance, 

from both an investor- and firm perspective, this study considers performance within the three pillars of 

ESG to be the appropriate measure of overall corporate social performance (CSP).  However, since the 

popular use of the term ESG performance is relatively new, some of the literature discussed hereafter 

utilizes older concepts like CSR. 

2.2 Theoretical Background  

As discussed above, the research field assessing the effects of CSP is continually evolving in terms of 

both theoretical groundwork and empirical research addressing the link between ESG performance and 

firm performance (McGuire, Sundgren, & Schneeweis, 1988; Oikonomou, Brooks, & Pavelin, 2012; 

Semenova & Hassel, 2013). This section presents the theoretical building blocks commonly applied in 

the research field to explain the link between corporate financial performance (CFP) and firms' ESG 

involvement.  

2.2.1 Stakeholder Theory  

One of the main theories underpinning a positive relationship between CSP and CFP is the stakeholder 

theory. The stakeholder theory dates back to Coase’s theory of the firm, stating that firms exist as a 

substitute for more costly ways of transacting in societies (Coase, 1937). Coase’s insights have since 

been extended by Williamson (1973), Jensen and Meckling (1976), and Fama and Jensen (1983) to 

view firms as having contractual coalitions both with traditional stakeholders like investors and with 

non-investor stakeholders, such as customers, suppliers and employees. Stakeholders are thus perceived 

as individuals or groups of people that can affect or are affected by a firm’s performance (Freeman, 

1984; Donaldson & Preston, 1995). Pioneered by Freeman (1984), the stakeholder model argues that 

businesses can “do well by doing good” by maintaining cooperative relations with their stakeholders 

(Freeman, 1984; Chang et al., 2014; Aouadi & Marsat, 2018). Because stakeholders to varying degrees 

can affect the firm, managers must satisfy the interests of all stakeholders (both shareholder and non-
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investor stakeholders) to ensure firm success and even survival (Freeman, 1984; Donaldson & Preston, 

1995; McWilliams et al., 2006; Lee, 2008; Van Beurden & Gössling, 2008). The stakeholder model has 

been integrated into the field of CSP as socially responsible actions are aimed at a broader set of 

stakeholders and thereby provide a channel through which firms can develop trusting relationships that 

enhance firms’ understanding of how and why these stakeholders may influence corporate performance 

(T. M. Jones, 1995). CSP is thus argued to enhance firm performance as it can positively impact 

stakeholders' influence on firms by reducing costly stakeholder conflicts and enhancing stakeholder 

cooperation (Frooman, 1999b; McGuire et al., 1988; Suchman, 1995). 

 

Implicit Claims  

Cornell and Shapiro (1987) elaborates on the stakeholder theory by explaining that in addition to 

satisfying explicit contractual claims (the contractual claims of investors or bondholders on firms), 

firms must also focus on satisfying implicit claims of non-investor stakeholders (such as product 

quality for consumers or job security for employees) to realize enhanced firm value (Cornell & 

Shapiro, 1987; McGuire et al., 1988; Orlitzky & Benjamin, 2001). If a firm does not satisfy implicit 

claims of non-investor stakeholders, these stakeholders may view the firm as less responsible (McGuire 

et al., 1988; Ruf, Muralidhar, Brown, Janney, & Paul, 2001). As a consequence, the firm may incur 

explicit costs in the long run as affected stakeholders will exercise their implicit claims either directly 

through e.g. exercising boycotts, or indirectly through e.g. lobbying for legislation that would restrict 

irresponsible behavior (McGuire et al., 1988; Orlitzky & Benjamin, 2001; Ruf et al., 2001; Chang et 

al., 2014; Sassen et al., 2016). The theoretical argument of implicit claims is closely connected to the 

positive relationship between CSP and CFP as scholars argue that firms’ socially responsible activities 

create strong non-investor stakeholder relations that enable awareness of and response to implicit 

claims, ultimately reducing the chance that they become costly claims (B. Klein, Crawford, & Alchian, 

1978; Sassen et al., 2016).  
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Resource Withholding and Availability 

Frooman (1999) combines the stakeholder theory with the resource dependency theory to argue that 

some stakeholders may exercise implicit claims and influence firms’ behavior through resource 

withholding strategies. Resource withholding strategies concern stakeholders terminating the supply of 

a resource to a firm with the goal of pushing firms towards a more socially responsible behavior  

(Frooman, 1999a; Mio & Fasan, 2012). For instance, employees may withhold labor by striking to 

induce a firm to improve labor or environmental policies. Furthermore, Nathan & Mitroff (1991) and 

Alpaslan (2009) advance the stakeholder theory by arguing that firms following the stakeholder model 

establish relationships that allow them to obtain a more realistic understanding of their environment, 

enabling firms to pick up warning signals of crises and industry trends (Nathan & Mitroff, 1991). 

Consequently, firms acting in accord with the stakeholder model, through for instance improving CSP, 

are argued to have superior access to information from broader groups and lower risks of stakeholders 

withholding critical resources, ultimately allowing these firms to realize higher market valuations than 

firms who do not follow the stakeholder model (Mio & Fasan, 2012; Schnietz & Epstein, 2005).  

 

Legitimacy  

Donaldson and Preston (1995) further advances the stakeholder theory by arguing that the ultimate 

managerial implication of the stakeholder theory is that firms must acknowledge and respond to 

stakeholders’ interests in order for the legitimacy of the firm to be upheld. Legitimacy is defined as the 

general perception that a firm’s actions are desirable and appropriate within the existing system of 

norms in society, and is considered vital for the continued prosperity of the firm (Aouadi & Marsat, 

2018; Suchman, 1995). Maintaining legitimacy as a firm leads to credibility, trustworthiness, and 

active support among stakeholders (Suchman, 1995). CSP is a means of amplifying this legitimacy, 

especially through the lens of moral legitimacy, and the active support among stakeholders resulting 

from it can lead to benefits for the firm (Aouadi & Marsat, 2018).   
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2.2.2 The Resource-Based View  

The resource-based view furthermore underpins the positive relationship between CSP and CFP. The 

resource based view takes the internal perspective of the firm, and argues that the primary job of a firm 

is to maximize firm value by deploying existing resources while developing the firm's unique resource 

base (Barney, 1991; Grant, 1996). The deployment and development of a firm’s resource base allows 

the firm to achieve sustained competitive advantages when a firm's resources are valuable, rare, 

imperfectly imitable and non-substitutable (VRIN) (Barney, 1991). Firms dedicated to their CSP are 

argued to develop their resource base through, among other things, the creation of a good reputation. 

As corporate reputation serves as a signal of a firm’s past interactions with stakeholders and cannot 

easily be imitated by competitors, it is argued to be a VRIN resource and hence an economic intangible 

asset (Fombrun & Shanley, 1990; Hillman & Keim, 2001; Schnietz & Epstein, 2005; Chang et al., 

2014). The corporate reputation of a firm creates economic value by facilitating stakeholder 

cooperation through retention and recruitment of customers, employees and suppliers, and may act as 

an insurance in times of crises by insulating firms from negative financial performance (Fombrun & 

Shanley, 1990). Further, activities aimed at improving a firm’s social performance in response to 

regulation or societal pressure can foster innovation that leads to improved products and processes, 

providing a competitive advantage over late-movers or firms not subject to the same pressures to act 

responsibly (Brännlund & Lundgren, 2010; Porter & van der Linde, 1995). The strategic implications 

of improving CSP can hence enable enhanced firm performance in terms of firm competitiveness and 

sustained competitive advantage (T. M. Jones, 1995; Oikonomou et al., 2012; Gregory, Rajesh, & 

Whittaker, 2014). 

2.2.3 The Generation of Moral Capital  

As an extension of the stakeholder theory and the resource-based view of the firm, Godfrey (2005) 

presents CSP through a risk management perspective. The main argument of the theoretical paper is 

that CSP generates moral reputational capital among stakeholders that interact with the firm, and this 

moral capital can provide insurance-like protection for its intangible relational assets. As a result, this 

moral capital can help preserve shareholder value. Connecting CSP to the resource-based view of the 

firm, Godfrey (2005) points out that many of a firm's VRIN resources are relationship-based and 
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dependent on the assessment of important stakeholders like employees and the community (Godfrey, 

2005). This “relational wealth” cannot be insured through traditional contracts, but moral capital 

among stakeholders can provide insurance-like protection for these resources by signaling the 

underlying character of the firm. This is especially important in crises that are self-induced, by 

increasing the probability of a favorable assessment of the firm among stakeholders that as a result 

become more inclined to give the firm the benefit of the doubt. This can ultimately reduce the 

stakeholder sanctions imposed on the firm following such incidents of “bad acts”, which may include 

both compensatory sanctions or punitive sanctions such as negative publicity or lawsuits (ibid). In other 

words, prior CSP can help moderate stakeholders’ negative assessments of corporate actions in times of 

crises or adverse events and as such reduce costs associated with stakeholder sanctions, ultimately 

protecting shareholder wealth (Godfrey, 2005; Godfrey et al., 2009; Oikonomou et al., 2012). 

2.2.4 Conclusion 

In conclusion, the stakeholder theory, the resource-based view and the underlying theoretical 

elaborations provide theoretical support for why corporate social performance should lead to improved 

financial firm performance. The theories are discussed and employed when referred to by empirical 

scholars in the following literature review as well as in the hypothesis development of this thesis.  

2.3 Literature Review 

Having presented the main building blocks that underlie the theoretical link between CSP and CFP, the 

extensive empirical research assessing the relationship between numerous measures of firm 

performance and CSP is briefly presented, before focusing more concretely on empirical evidence on 

the risk-reducing characteristics of ESG activities. Lastly, the risk management perspective of CSP is 

narrowed down to discuss existing empirical literature within the insurance view of ESG, i.e. how ESG 

can function as loss-prevention in times of crises. This will lead to the hypothesis development of this 

thesis.  
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2.3.1 CSP and Overall Firm Performance 

A vast body of existing literature seeks to establish a link between some form of measure of CSP and 

long-term firm performance. A review of existing literature indicates that there is empirical support for 

the theories underlying the positive link between CSP and CFP, although the research field is 

characterized by ambiguity when it comes to the intensity, direction, and sign of the relationship; 

results vary from establishing significant support for a positive relationship to presenting inconclusive 

results, and some studies even find evidence of a negative effect of CSP (Becchetti, Ciciretti, & Hasan, 

2007; Margolis, Elfenbein, & Walsh, 2009; Orlitzky & Benjamin, 2001; Semenova & Hassel, 2013; 

Van Beurden & Gössling, 2008).  

 

In their comprehensive meta-analysis of more than 250 studies on the topic, Margolis et al. (2009) find 

a small but positive link between CSP and CFP. This is supported by other meta-analyses that find 

similar, positive results (Pava & Krausz, 1996; Van Beurden & Gössling, 2008). Van Beurden and 

Gössling (2008) even go as far as stating that those who “state the opposite refer to outdated material” 

(Van Beurden & Gössling, 2008, p. 1). Yet, there are systematic reviews that indicate that empirical 

evidence is inconclusive or neutral. For example, McWilliams and Siegel’s (2000) meta-analysis finds 

no correlation between CSP and CFP after controlling for R&D investments, which they argue highly 

affects firm performance and is often closely correlated to CSP. Brammer and Millington (2008) find 

evidence that CSP and CFP are related when the firms do unusually well or unusually bad within CSP, 

but not otherwise, indicating a potential upper and lower limit to the performance-enhancing effects of 

ESG investments. On the other hand, Wood and Jones’ (1995) meta-analysis only finds a consistent 

link between CSP and CFP in studies investigating the negative effects of corporate social 

irresponsibility. Other studies even find evidence of a negative relationship between CSP and firm 

performance, including Brammer et al. (2006), who find a negative relationship between social 

performance indicators and stock returns. This finding is in line with the view that there is a trade-off 

between social responsibility and firm performance: investing in CSP entails that firms incur additional 

costs, essentially misallocating corporate resources and shareholders wealth to other stakeholders 

(Friedman, 1970; Carroll, 1979; McGuire et al., 1988; Semenova & Hassel, 2013). With this line of 

argumentation, CSP places the firm at an economic disadvantage relative to other firms who do not 

invest in CSP (McGuire et al., 1988). Further, from an agency theory perspective, such CSR 
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investments can potentially be a gateway to managerial opportunism, where managers misappropriate 

shareholder wealth in the name of CSR to promote their own status (Lee, 2008; Benabou & Tirole, 

2010). 

 

Clearly, although much research supports the ‘doing well by doing good’-field within CSP literature, 

empirical findings on the relationship between CSP and CFP are not unified in their outcome. Several 

factors have been highlighted as causes for the observed ambiguity of results of the CSP-firm 

performance link. One of these is the lack of a unified definition and specification of how studies 

operationalize firms’ CSP levels (Van Beurden & Gössling, 2008; Peloza, 2006). The CSP measures 

employed across the studies discussed above include firm disclosure-based measures, consumer-based 

questionnaires and surveys, and more recently, ratings from third-party providers like KLD or the 

Thomson Reuters database (McGuire et al., 1988; Blacconiere & Patten, 1994; Pava & Krausz, 1996; 

Verschoor, 1998; G. H. Jones, Jones, & Little, 2000; J. Klein & Dawar, 2004; Schnietz & Epstein, 

2005; Godfrey et al., 2009; Mio & Fasan, 2012). Further, existing research varies in the type of firm 

performance specification employed, which includes both accounting-based and market-based returns, 

as well as more narrow contributors to firm performance like customer satisfaction and employee 

productivity (Pava & Krausz, 1996; Godfrey et al., 2009). Consequently, there is sometimes a 

mismatch between the variables used to evaluate firm performance and the stakeholders affected by the 

concrete CSP initiative (D. J. Wood & Jones, 1995). Lastly, the studies vary in the time-frame and 

conditions in which the relationship with firm performance is studied (Frooman, 1997; Margolis et al., 

2009; D. J. Wood & Jones, 1995). 

 

Although extensive research supplies empirical support of a positive association between CSP and firm 

performance, the lack of unification and ambiguity across studies is indicative of a need for a narrower 

and more targeted focus in terms of the benefits of ESG engagement, which this thesis seeks to address. 

It is therefore of interest to narrow the focus on one aspect of firm performance, namely the extent to 

which the firm manages its risk. Literature on the potential link between ESG performance and risk 

management is therefore presented below.  
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2.3.2 CSP From a Risk Management Perspective 

One component underlying better firm performance is managing risk well, i.e. minimizing the 

uncertainty of losing firm value as a consequence of future events (Orlitzky & Benjamin, 2001; Sassen 

et al., 2016). Since this thesis investigates whether ESG activities can lead to a moderation of firm 

value loss in corporate scandals, it is first and foremost concerned with the potential wealth-protecting 

characteristics of ESG as a risk management tool. Before assessing the narrow risk incident that a 

corporate scandal is, this section seeks to answer whether there is empirical evidence of a relationship 

between CSP and firm risk in the long run. Practically, it is assessed whether ESG can affect firms’ 

idiosyncratic and systematic risk.  

 

Theoretically, the case for ESG as a risk management tool hinges on the same building blocks as 

presented in section 2.2 (McGuire et al., 1988). Drawing upon Freeman’s (1984) stakeholder theory, it 

is argued that firms with high CSP engage in managerial practices like environmental assessment and 

stakeholder management that facilitate anticipation and reduction of potential sources of risk, such as 

stakeholder resource-withholding and sanctions (Husted, 2005; D. J. Wood, 1991). From the 

perspective of the resource-based view of the firm, CSP can help preserve intangible relational assets 

like corporate reputation by inducing more favorable stakeholder assessments of the firm, which is 

especially important amid adverse events (Godfrey, 2005; Godfrey et al., 2009). Hence, ESG 

engagement has been argued to lower idiosyncratic risk by reducing uncertainty related to costly 

stakeholder action, such as lawsuits, more stringent regulation, and high employee turnover (McGuire 

et al., 1988; Oikonomou et al., 2012). On the other hand, managerial opportunism theory implies that 

higher CSP is associated with higher risk, as managers will tend to overinvest in CSP in times of low 

CFP to justify poor results, and underinvest in CSP in times of high CFP, leading to higher risks in the 

long run (Sassen et al., 2016).  

 

The question then remains whether empirical research finds evidence of the risk-reducing effects of 

CSP. In their meta-analysis of 16 studies on the relationship between firm risk and CSP, Orlitzky and 

Benjamin (2001) find a significant negative correlation between CSP and total market risk (as 

measured by the standard deviation of stock return). This is supported in more recent research as well, 

as Chang et al. (2014) observe a negative relationship between CSP and relative stock volatility. Sassen 
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et al. (2016) and Luo and Bhattacharya (2009) specifically highlight the stakeholder theory and 

relational capital in terms of better corporate reputation and increased loyalty among customers when 

discussing the finding of a significant negative relationship between ESG performance and 

idiosyncratic firm risk. Interestingly, some studies further suggest that socially responsible activities 

can increase firm resilience and lower vulnerability to systemic economic shocks (Luo & Bhattacharya, 

2006; Choi & Wang, 2009; Oikonomou et al., 2012; Gregory, Rajesh, & Whittaker, 2014; Giese, Lee, 

Melas, Nagy, & Nishikawa, 2019). For example, good customer relations have been suggested to 

reduce the elasticity of demand, resulting in more durable sales in economic shocks (Gregory et al., 

2014). Both Oikonomou et al. (2012) and Chang et al. (2014) accordingly find a significant negative 

relationship between CSP (as measured by KLD CSR strengths and weaknesses) and systematic risk 

(as measured by beta).  

 

Conclusively, there is empirical evidence in support of a negative connection between firm risk and 

CSP in the long run. Findings on both idiosyncratic and systematic risk suggest that ESG can affect 

stock price performance of the firm through both lower volatility of cash flows and lowered cost of 

capital (Giese et al., 2019). This indicates that engaging in ESG may serve as a way of engaging in risk 

management, i.e. preserving firm value by preventing and reducing explicit costs from risk incidents 

over time, which should be reflected in lower volatility of stock prices (Orlitzky & Benjamin, 2001). 

Theoretical and empirical findings investigating this in depth through assessing the insurance properties 

of ES in crises-like situations will be discussed next.  

2.3.3 The Insurance-Like Effect of CSP 

Having established the link between CSP and firm risk, ESG can be understood as a risk management 

tool accumulated over time to prevent negative risk incidents like crises from occurring in the first 

place, and to moderate the impact on firm value from stakeholder reactions once the event occurs  

(Shrivastava, 1993; Orlitzky & Benjamin, 2001; Sassen et al., 2016). Pearson & Clair (1998) argue that 

a crisis involves stakeholder reactions that are unpredictable and thereby not covered in firms' formal 

contracts. These unpredictable stakeholder reactions may be costly and therefore affect firm value, as 

will be elaborated on below (McGuire et al., 1988; Sassen et al., 2016; Husted, 2005). Prior 

engagement in ESG activities may therefore be of value in crisis-like conditions as it ensures continual 
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stakeholder engagement that reduces unpredictable, non-contractual stakeholder reactions, thereby 

preserving firm value (Alpaslan, Green, & Mitroff, 2009; Pearson & Clair, 1998; Schnietz & Epstein, 

2005). As this thesis specifically examines the potential of banks' ESG performance to moderate 

market loss in corporate scandals, theory and empirical literature underlying the potential insurance-

like property of ESG is examined in the following section. Firstly, an empirical review is conducted to 

determine whether it is reasonable to assume that firms, and specifically banks, experience significant 

market loss in corporate scandals at all. Secondly, the section focuses on studies investigating the 

insurance-like effect of CSP on an aggregate level, followed by a review of studies addressing whether 

this effect varies across distinct types of socially responsible activities. Finally, based on the theoretical 

and empirical findings, the hypotheses of this thesis are created.  

 

2.3.3.1  The Impact of a Scandal on Firm Value 

Most empirical research studies the loss-moderating properties of ESG in crises-like conditions by 

performing cross-sectional regression analysis, examining the relationship between ESG performance 

and a measure of market value loss observed as a result of negative incidents (Schnietz & Epstein, 

2005; Godfrey et al., 2009; Lundgren & Olsson, 2009; Mio & Fasan, 2012; Flammer, 2013) . Thus, a 

first step of this thesis is to clarify whether a market value loss can be expected following the corporate 

scandals investigated by this thesis. This is a necessary first step in order to understand whether there is 

a need for the potential insurance-like benefits of ESG in the banking sector. Accordingly, a brief 

review of existing studies investigating market reactions to such firm incidents is presented.  

 

The immediate shareholder value loss following a negative event is typically investigated in empirical 

research by using the event study methodology, which determines whether there are significant 

negative abnormal returns of a firm’s stock price around the firm incident. The methodological 

approach of the event study to determine abnormal return associated with an event is thoroughly 

elaborated on in Chapter 3; for now, it is of use to note the common application of it in determining 

market reactions to specific incidents. Underlying the event study methodology is the theory of the 

efficient market hypothesis, which states in its strongest form that security prices adjust to reflect all 

relevant information, whereas the semi-strong form of this hypothesis states that the market reacts and 
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reflects new, publicly available information (Fama, 1970). Applying the semi-efficient form of the 

theory, stock prices should adjust when news of a negative incident reaches the market, based on the 

market's reassessment of cash flow expectations and the cost of capital (Fama, 1970; Zeidan, 2013). 

This readjustment reflects both the direct costs related to the news, but also a reputational loss among 

important stakeholders that can result in reduced current and future earnings (Karpoff & Lott, 1993; 

Zeidan, 2013). Ultimately, a downward readjustment reflects a loss of firm value (MacKinlay, 1997).  

 

Actions that imply corporate social irresponsibility are consistently found to result in significant 

negative market reactions under the event study methodology  (Frooman, 1997; D. J. Wood & Jones, 

1995). Frooman’s (1997) meta-analysis of 27 event studies studying the shareholder reaction to socially 

irresponsible behavior like criminal fraud, product recalls, and environmental lawsuits, finds that 

socially irresponsible behavior has significant negative impact on shareholder value. In the banking 

sector, the loss in market value following misconduct has been found to exceed the value of expected 

penalties in the form of fines or regulatory punishment (ibid). For example, Zeidan (2013) investigates 

the impact of enforcement actions against banks in response to breaches of law, and observes 

significant negative market reactions to such announcements, noting that these may reflect a 

reputational loss as well as expected operational losses. Similar market losses is observed with 

allegations of banks being involved with tax evasion (Johannesen & Stolper, 2017). Cummins et al. 

(2006) and Fiordelisi et al. (2013) observe the market reactions to negative news in the form of banks’ 

operational losses, and documents that the market value loss significantly exceeded the loss reported, 

which implies that market reactions convey further information on future cash flows, such as 

reputational damage.  

 

Employing the theoretical groundwork underlying the event study methodology and the empirical 

evidence on stock market reactions to misconduct, this paper firstly posits that it is of interest in itself 

to examine whether significant abnormal returns can be observed upon news reports of money 

laundering, tax evasion, and sanctions breaches in the European banking sector. This leads to the first 

hypothesis of this thesis:  
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Hypothesis 1: In the context of a corporate scandal, banks experience a significant decline in market 

value as represented by significant negative abnormal return around the event date. 

 

2.3.3.2 The Insurance-Like Effect of Overall ESG Performance 

Given the above hypothesis, it should be valuable for banks to engage in ESG activities that can reduce 

banks’ exposure to firm value loss in a corporate scandal. Literature assessing this insurance-like effect 

of CSP is hence discussed in order to construct hypotheses 2-6 based on the current findings in 

literature. Scholars have investigated the insurance-like value of overall CSP (measured using 

univariate scores such as the KLD CSR ratings) in two types of crisis-like situations: Systemic events 

affecting all firms in a market, such as the impact of a stock market crash (Jones et al., 2000; Schnietz 

& Epstein, 2005; Mio & Fasan, 2012; Chang et al., 2014), and firm-specific events in which the event 

is caused by the firm itself and mainly affects the firm (Godfrey et al., 2009; J. Klein & Dawar, 2004).  

 

The majority of studies assessing the ability of CSP to provide insurance-like benefits in crisis-like 

conditions investigate the effect when firms are facing systemic crises (Chang et al., 2014; G. H. Jones 

et al., 2000; Mio & Fasan, 2012; Schnietz & Epstein, 2005). Among such are Schnietz and Epstein 

(2005) who investigate investor reactions to firms affected by the 1999 Seattle World Trade 

Organization (WTO) failure. The authors find evidence that CSP provides insurance-like protection 

during the crisis, as firms with high levels of CSR (measured using the KLD ratings) experienced less 

severe stock price declines following the breakdown of the WTO talks than firms with low levels of 

CSR (Schnietz & Epstein, 2005). In the context of the WTO failure, the authors explain that non-

investor stakeholders were expected to exercise implicit claims on firms to improve their 

environmental and labor policies (e.g. through sanctions such as boycotting firms known for having 

environmentally damaging operations) due to the extraordinary focus on environmental and labor 

policies during the WTO meeting (Schnietz & Epstein, 2005). However, investors were argued to 

interpret high CSR levels as a positive sign of firms managing their relationship with non-investor 

stakeholders more effectively, enabling them to better respond to the implicit claims and reduce their 

exposure (Frooman, 1999a; Alpaslan et al., 2009; Schnietz & Epstein, 2005). 
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Mio and Fasan (2012) similarly provide evidence of the loss-mitigating properties of CSP following the 

Lehman Brothers’ bankruptcy in 2008. The scholars find that non-financial S&P 500 firms with high 

CSP scores (measured through the KLD CSR ratings) were less negatively affected by the systemic 

crisis than firms with low CSR scores. In line Schnietz and Epstein (2005), the authors argue that non-

investor stakeholders were expected to exercise implicit claims on firms to increase their financial 

disclosure following the increased demand for transparency in the financial crisis (Mio & Fasan, 2012). 

However, firms with high levels of CSR arguably had more cooperative stakeholder relations and were 

therefore expected by investors to already exhibit greater transparency and to be able to satisfy these 

implicit claims better (ibid). Further, following the resource availability argument, these stakeholder 

relations allowed for the continued use of critical stakeholders’ resources and information during the 

crises, enabling firms to obtain a more realistic understanding of themselves and the environment.  

(Alpaslan et al., 2009; Mio & Fasan, 2012). Finally, Mio and Fasan (2012) explain the evidenced 

insurance-like property of CSP by arguing that investors expected lower future regulatory costs for 

socially responsive firms  (Blacconiere & Patten, 1994; Clarkson, 1995; Schnietz & Epstein, 2005; Mio 

& Fasan, 2012). Following a crisis there is an increased likelihood of future environmental and 

regulatory costs (Ibid). However, firms with high CSP practice regulatory activities above legal 

requirements and were hence expected by investors to incur lower regulatory compliance costs than 

peers with low CSR levels (Ibid). Ultimately, these factors implied less severe stock price declines for 

socially responsible firms following the crisis (Mio & Fasan, 2012). 

 

Jones et al. (2000) also provide evidence of CSP having insurance-like benefits for firms in systemic 

crises, as the authors find that firms scoring high on Fortune magazine's annual ratings of the most 

admired firms in the US suffered lower market declines following the 1989 stock market crash. The 

authors explain their findings through applying the resource based view to a crisis context, as firms’ 

reputations (measured through the Fortune’s rating) arguably functioned as a unique VRIN resource in 

the crisis, leading to economic value as a form of insurance following the market crash  (Jones et al., 

2000).  

 

Fewer studies investigate the insurance-like effect of aggregate CSP in firm-specific negative events 

where the damaging event is caused by the firm itself. Godfrey et al. (2009) employ an event study of 
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178 negative legal or regulatory actions against firms and find that firms with high KLD CSR scores 

experience less severe stock price movements following legal and regulatory actions than firms with 

low CSR scores. The main theoretical contribution of the study is the use of the moral capital theory to 

justify the insurance-like effect of CSP in firm-specific negative events. Godfrey and colleagues argue 

that CSP acts as a signal of the good intentions of the firm, enabling the creation of moral capital 

among various stakeholders. In firm-induced negative events, this moral capital may positively 

influence stakeholders’ assessments of the firm’s actions, and hence moderate the severity of expected 

stakeholders’ sanctions against the firm (Godfrey et al., 2009). In the context of legal and regulatory 

actions against firms, CSP is hence argued to have served as a signal to the market of the expected 

severity of stakeholders' reactions to the event.  

 

In sum, empirical evidence supports the risk management perspective that CSP can preserve economic 

value in crisis-like conditions and thereby function as an insurance-like protection for firm value. The 

findings in literature indicate the insurance value of CSP, measured as an aggregated score, is present 

across various types of events, ranging from systemic crises to firm-specific negative events, and across 

methods of operationalizing CSR (e.g. the KLD ratings and corporate reputational ratings). The key 

theoretical contributions of the studies assessing the insurance effect in systemic crises are the 

consistent use of the stakeholder theory and the concept of implicit claims, resource availability and 

regulatory compliance costs to explain the evidenced insurance effect of CSP (Schnietz & Epstein, 

2005; Mio & Fasan, 2012; Chang et al., 2014). In firm-specific negative events, Godfrey et al. (2009) 

justify the observed insurance effect using the moral capital theory.   

 

However, as evidenced above, there is a lack of sufficient research investigating the insurance effect of 

CSP in various self-induced negative events. A further understanding of the effects of the CSP in 

different types of corporate scandals would thus complement existing literature. Moreover, a majority 

of scholars assessing the insurance-like effect of CSP examine this effect on samples including firms 

from all types of industries. It is therefore of interest to assess the effect of CSP in a targeted industry. 

In the banking sector, stakeholder engagement through various ESG activities can be argued to have a 

significant importance as the services of banks are of significant importance for a well-functioning 

financial system and hence for society at large (Deloitte, 2019; Wu & Shen, 2013). One especially 
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important stakeholder relation in the banking sector, relative to others, is the engagement of and with 

the regulatory environment due to close interdependencies. Non-compliance or poor management of 

the regulatory environment can thus be detrimental to banks (Deloitte, 2019). Consequently, high CSP 

could potentially reduce the risk of regulatory backlashes in times of negative events, reflected in lower 

firm risk of future penalties and fines. Good CSP performance in the banking sector may also be a 

source of a unique reputational resource, facilitating the retainment and attraction of retail customers, 

leading to a broad customer base and a diversified deposit funding which is a material issue for banks 

(Barney, 1991; Deloitte, 2019).  

 

The above limitations in literature are therefore addressed in this thesis by assessing the ability of ESG 

to preserve value for banks experiencing specific types of corporate scandals. A targeted approach 

analyzing a specific industry and a non-systemic event allows for the formation of conclusions about 

the breadth of the insurance effect in terms of in which industries and events the effect can be observed.  

Based on empirical findings as well as the application of the stakeholder theory and the resource-based 

view to the banking sector, the relationship between banks’ ESG performance and firm value loss in 

corporate scandals is hypothesized and tested in the following form: 

 

Hypothesis 2: In the context of a corporate scandal, the decline in the market value is less severe for 

banks with higher overall ESG performance. 

 

2.3.3.3 The Insurance-Like Effect of Different CSP Activities 

The majority of the studies assessing the effect of CSP on firm value test the effect of CSP as 

univariate measure such as through the CSR score comprised of individual constructs combined across 

dimensions (Jones et al., 2000; Schnietz & Epstein, 2005; Mio & Fasan, 2012). However, the studies 

receive scholarly criticism for the use of univariate measures, as using an agglomerated score may 

destroy potential meaningful value from the individual scores of the univariate score, ultimately 

making the aggregated data meaningless (Hillman & Keim, 2001; Entine, 2003; Callan & Thomas, 

2009). By investigating the multiple components of a CSP construct, such as activities aimed at 

different stakeholder groups or the environmental, social and governance components of ESG, studies 
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can assess whether specific socially responsible activities grant different benefits for firms. A growing 

body of literature test the effect of different CSP activities in normal market conditions (Hillman & 

Keim, 2001; Mattingly & Berman, 2006; Callan & Thomas, 2009), whereas very few studies assess the 

effect of separate CSP activities in crisis contexts (Blacconiere & Patten, 1994; Flammer, 2013a; 

Godfrey et al., 2009). 

 

These studies most commonly test the effect of different CSP activities by dividing the CSR construct 

into CSR activities aimed at primary stakeholders (e.g. employees, suppliers and consumers) and CSR 

activities aimed at secondary stakeholders such as society at large (Godfrey et al., 2009; Mattingly & 

Berman, 2006; Godfrey, Hatch, & Hansen, 2010). Literature investigating the effect of different 

activities in the long-term find that distinct CSR activities have differing effects on firm value (Hillman 

& Keim, 2001; Callan & Thomas, 2009). Hillman and Gerald (2001) find that, under normal market 

conditions, CSR activities directed towards secondary stakeholders lead to negative shareholder value, 

while CSR activities directed towards primary stakeholders lead to enhanced shareholder value. The 

authors justify their findings by applying the resource based view of the firm and argue CSR activities 

aimed at primary stakeholders leads to close stakeholder relations, which can be sources of VRIN 

resources and hence sustained competitive advantages for firms ultimately enhancing firm 

performance. However, CSR activities aimed at secondary stakeholders are perceived more as 

transactional activities, which as a result do not lead to VRIN resources, since competitors can 

duplicate the transactions (Hillman & Keim, 2001). 

 

The studies assessing the effect of different CSR activities in crisis conditions, similarly find that 

distinct CSR activities have differing effects, however with different results. Chang, Kim & Li (2014) 

tests the effect of CSR activities towards primary stakeholders and CSR activities towards secondary 

stakeholders on firm value in normal conditions and in the context of a systemic crisis. The authors 

conclude that CSR activities towards secondary stakeholders provide a stronger insurance effect in 

crisis conditions while CSR activities towards primary stakeholders provide the greatest enhancements 

to financial performance under normal market conditions (Chang et al., 2014). These results are in 

agreement with the results obtained by Godfrey et al. (2009), who find that CSR activities aimed at 

secondary stakeholders lead to a higher level of firm insurance than CSR activities aimed at primary 
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stakeholders. Building on the theory of Moral Capital introduced in section 2.2,  Godfrey et al. (2009) 

argue that CSR activities aimed at primary stakeholders with contractual claims on the firm can be seen 

as merely self-interested, profit-seeking actions by firms. The CSR activities towards primary 

stakeholders are therefore argued to be less likely to produce moral capital than activities towards 

secondary stakeholders who have no contractual claims on firms (Ibid). Hence, as moral capital in a 

crisis context is suggested to lead to less severe stakeholder sanctions, the CSR activities towards 

secondary stakeholders are explained to lead to a greater firm insurance (Godfrey, 2005; Godfrey et al., 

2009).  

 

In conclusion, there is some empirical evidence to indicate that ESG activities aimed at different 

stakeholders provide different benefits. Furthermore, it is clear that there exists a difference regarding 

the types of CSP that can provide financial value during normal conditions and crisis conditions. In 

crisis conditions, literature suggests that CSR activities directed towards communities, the environment 

and society at large (i.e. secondary stakeholders) lead to the greatest insurance-like benefits for firms in 

both systemic and firm-specific crises. However, a large limitation in literature is the insufficient 

amount of studies investigating the insurance-like benefits of the distinct CSP activities in crisis 

conditions, as well as the individual insurance effect of other types of CSP activities such as 

environmental, social and governance activities. Hence, these limitations are addressed in this study by 

assessing the differential insurance-like benefits of the environmental, social and governance activities 

making up the multifaceted ESG construct. Argumentation underlying the hypothesis on the individual 

ESG constructs is therefore presented below.  

2.3.3.4 Further Hypothesis Development: The Individual ESG Pillars 

 

Environmental Performance 

Overall, there is a large amount of empirical evidence to suggest that there exists a significant positive 

relationship between environmental performance and financial performance in general (Miles & Covin, 

2000). Often in response to stakeholder demand, environmental performance can enhance financial 

performance through its contribution to corporate reputation, legitimacy, technological innovation, and 

cost reduction, enabling a firm to obtain a competitive advantage (Porter & van der Linde, 1995; 
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Klassen & Mclaughlin, 1996; Miles & Covin, 2000; Jo, Hakkon, & Kwangwoo, 2015). Firms’ 

environmental initiatives have been found to be associated positively with firm performance in various 

ways; when implemented through environmentally friendly supply chain initiatives (Carter, Kale, & 

Grimm, 1999), in production processes enabling lowered firm emissions (Konar & Cohen, 2001; 

Montabon, Sroufe, & Narasimhan, 2007), and in green product initiatives (Lin, Tan, & Geng, 2012). In 

crises-like contexts, Blacconiere and Patten (1994), Flammer (2013) and Lundgren and Olsson (2009) 

provide evidence of environmental responsibility providing insurance-like protection for firms in both 

industry-wide and firm-specific negative events. Blacconiere and Patten (1994) argue that firms with 

high environmental scores are to be less affected by increased regulatory burdens following a crisis. 

Flammer (2013) and Lundgren and Olsson (2009) focus on the creation of moral capital, and argue that 

environmental activities generate unique resources for firms by enabling firms to obtain necessary 

resources and stakeholder support in crises-like situations. These studies consider the insurance-effect 

of environmental performance when firms across various industries experience environmental 

incidents, while this paper seeks to address the insurance-effect of environmental performance in 

corporate scandals relating to bank misconduct. 

 

At first glance, the relevance of environmental performance for banks may seem less explicit than in 

other industries, as the environmental impact of banks is relatively small (Deloitte, 2019). However, the 

banking industry is under increasing scrutiny to implement environmental policies and initiatives in 

their core business, dampen exposure to environmental risk by incorporating environmental policies 

into the “lending decision-making process”, and to funnel capital (such as customer deposits) to green 

initiatives (Wu & Shen, 2013; Jo et al., 2015; Robins & McDaniels, 2016). Further, Semenova and 

Hassel (2013) argue that environmental management pays off in low-risk, consumer oriented industries 

like banking and insurance, while resource-based industries (such as oil and gas) are only rewarded for 

such engagement if they are already highly profitable.  

 

Lastly, stakeholders affected by and interested in banks’ environmental concerns can largely be 

considered to be secondary stakeholders (Chang et al., 2014; Clarkson, 1995). As argued, activities 

towards secondary stakeholders foster relationships with the stakeholders who have no economic 

claims on the firm, and as a result, the relations create moral capital for the firm which mitigates 
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negative stakeholder reactions to a firm induced scandal (Godfrey et al., 2009). Thus, combining the 

current trends within banking, empirical evidence, and theoretical groundworks of stakeholder theory, 

the resource-based view and moral capital, this thesis posits the below hypothesis: 

 

Hypothesis 3: In the context of a corporate scandal, the decline in the market value is less severe for 

banks with higher environmental performance. 

 

Social Performance 

As with environmental performance, multiple empirical studies suggest a positive link between social 

responsibility and firm performance (Edmans, 2011; Mǎnescu, 2011; Albuquerque, Durnev, & 

Koskinen, 2012; Fatemi, Glaum, & Kaiser, 2018). Social responsibility entails engagement with 

stakeholders like the community customers in a responsible manner, which as argued above creates 

positive returns for the firm from the perspective of both the stakeholder theory and the resource-based 

view (Semenova & Hassel, 2013). Empirically, Fatemi (2018) finds that firm activities aimed at 

community initiatives, increasing diversity in employment, and respecting human rights are positively 

related to market valuations of firms. More narrowly, scholars find that social activities foster 

employee satisfaction which causes retention and productivity benefits, ultimately allowing firms to 

generate superior return (Edmans, 2011; Semenova & Hassel, 2013) Other scholars focus on social 

performance leading to customer loyalty which then positively affects firm performance (Albuquerque 

et al., 2012). There is, however, no literature to the best of the authors’ knowledge that specifically 

examines the individual effect of social performance on stock price volatility in times of crises or 

negative events.  

 

Implementing and disclosing social policies and initiatives is a material issue in the banking sector for 

maintaining a good stakeholder reputation, especially through the core business of lending to promote 

community development and social initiatives  (Buallay, 2019; Deloitte, 2019). Applying the 

theoretical framework of moral capital together with the focus of the social performance towards 

secondary stakeholders, this thesis propose the below hypothesis:   
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Hypothesis 4: In the context of a corporate scandal, the decline in the market value is less severe for 

banks with higher social performance. 

 

Governance Performance 

Assessing governance activities, extensive empirical literature documents that strong corporate 

governance in banks has positive effects on banks’ financial value in the long run (Andres & Vallelado, 

2008; Caprio, Laeven, & Levine, 2007; Cornett, Mcnutt, & Tehranian, 2009). Further, governance 

activities are aimed at firms’ shareholders and employees which are classified as primary stakeholders, 

and consequently, based on the findings in literature and the theory of moral capital, it hence indicates 

that governance activities may not provide risk-reducing benefits during crisis-like situations. 

However, as banks are essential parts of the economic functioning of societies, due to their distinctive 

roles in financial intermediation, in the payment system, and as information sources, limiting and 

controlling risk taking through good corporate governance in banks benefits society at large (Pathan, 

2009). Corporate governance activities in the banking sector specifically may therefore lead to the 

creation of strong relations with secondary stakeholders and thus to the creation of moral capital which 

may mitigate negative stakeholder sanctions in adverse events.  

 

Furthermore, Sassen et al. (2016) provide evidence that certain ESG activities have greater risk-

reducing effects depending on the industry; the study finds that environmental activities are more 

negatively related to risk in environmentally sensitive industries. As corporate governance is of 

significant importance for the value creation process of banks, it can be argued that the banking sector 

is a governance sensitive industry, which further enables governance activities to provide insurance-

like protection in negative events (Eccles, 2019). Consequently, it is argued that governance activities 

do lead to strong relations with secondary stakeholders and thus to the creation of moral capital, 

enabling governance performance to preserve value for firms in crisis conditions. Given this logic, the 

below hypothesis is proposed: 

 

Hypothesis 5: In the context of a corporate scandal, the decline in the market value is less severe for 

banks with higher governance performance. 
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Differentiated Insurance-Like Effects Across the Three Pillars 

Finally, there is indication that the insurance-like effect of the three ESG factors may vary. Although it 

is argued above that all of the ESG constructs are theoretically and empirically capable of mitigating 

negative market reactions in crisis-like contexts, this thesis posits that the environmental and social 

performance possess certain characteristics that will provide larger insurance-like effects in the firm-

specific negative events. Firstly, with the increasing scrutiny of environmental and social concerns, 

especially in relation to the inclusion of climate risk assessment for banks, these concerns are becoming 

increasingly important (Deloitte, 2019). In addition, applying the stakeholder theory and its underlying 

construct of moral capital, we posit that environmental and social construct are directed more directly 

at secondary stakeholders than the governance construct, and are therefore more effective in building 

up moral capital (Chang et al., 2014; Godfrey et al., 2009). Hence, the final hypotheses of this thesis is 

as follows:  

 

Hypothesis 6A: In the context of a corporate scandal, the insurance-like effect of environmental 

performance is greater than the insurance-like effect of governance performance 

 

Hypothesis 6B: In the context of a corporate scandal, the insurance-like effect of social performance is 

greater than the insurance-like effect of governance performance 

 

2.5 Conclusion and Summary of Hypotheses 

 

Starting out by assessing the development of ESG, it is clear that ESG has developed from being 

perceived as a moral obligation for firms to being perceived as a highly acknowledged tool, which 

drives financial performance, and is used by firms and investors alike. Next with the presentation and 

application of the theoretical building blocks underpinning the relationship between ESG and firm 

performance, it is evident that many scholars find a positive relationship between CSP and CFP, and 

explain the link with the stakeholder theory and the resource based view. Exploring the effect of CSP 

on firm value more in depth, by focusing on the wealth-preserving effects of ESG and hence from a 
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risk management perspective, it was discovered that both overall CSP and separate CSP activities are 

found to provide insurance-like benefits for firms in turbulent periods. Finally the limitations in 

existing literature were identified which together with existing findings and the theoretical building 

blocks laid the foundation for the hypotheses of this thesis.   

 

In conclusion, the hypotheses of this thesis are presented below. The following chapter will provide an 

overview of the empirical setting and methodology used to test the outlined hypotheses H1-H6. 

 

H1: In the context of a corporate scandal, banks experience a significant decline in market value as 

represented by significant negative abnormal return around the event date. 

 

H2: In the context of a corporate scandal, the decline in the market value is less severe for banks with 

higher overall ESG performance. 

 

H3: In the context of a corporate scandal, the decline in the market value is less severe for banks with 

higher environmental performance. 

 

H4: In the context of a corporate scandal, the decline in the market value is less severe for banks with 

higher social performance. 

 

H5: In the context of a corporate scandal, the decline in the market value is less severe for banks with 

higher governance performance. 

 

H6A: In the context of a corporate scandal, the insurance-like effect of environmental performance is 

greater than the insurance-like effect of governance performance. 

 

H6B: In the context of a corporate scandal, the insurance-like effect of social performance is greater 

than the insurance-like effect of governance performance. 
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CHAPTER 3: METHODOLOGY 

This section outlines the methodological approach of this thesis to answer the research question and the 

hypotheses outlined in the previous section. Firstly, the sample creation and data collection methods are 

explained, supplemented with descriptives of the final sample of firm-events. Secondly, the event study 

methodology is explained, with emphasis on the methodological approach to estimating and 

aggregating any abnormal return observed around the scandal date. A thorough explanation of the test 

statistics employed in determining the significance level of the market reaction follows. Finally, the 

regression model applying the abnormal returns observed in response to the scandals (calculated using 

the event study methodology) as the dependent variable to assess the moderating effect of ESG 

performance is developed, with a thorough explanation of the underlying assumptions and the variables 

employed. 

3.1 Sample and Data Collection 

3.1.1. Sample Creation 

As highlighted in the introduction of the paper, this paper seeks to examine the moderating effect of 

ESG performance on market reactions following three types of firm-events: money laundering 

scandals, tax evasion scandals, and sanctions breach scandals. To generate the preliminary sample of 

firm-events, an initial list of banks with available ESG ratings is created. The list is created by 

extracting ESG ratings for all banks, i.e. companies classified as banks, listed in the European 

Economic Area from the Refinitiv Eikon database (formerly Thomson Reuters’ Financial and Risk 

unit, divested in 2018) (Craig, 2018). Next, a news search is conducted for any reports relating to tax 

evasion, money laundering, and breaches of international sanctions for each bank. The search is limited 

to events over the past ten years, i.e. from January 2010 through December 2019, and is performed 

using three independent databases to increase data reliability: the Bloomberg database, the Factiva 

database and time interval Google search. Relevant news publications are identified utilizing keyword 

search (following Flammer, 2013a; L. C. Wood, Wang, Duong, Reiners, & Smith, 2018), which 

includes the three scandal categories along with the name of each bank in the preliminary sample. 
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Ultimately, 274 relevant observations of bank-specific scandals over the past ten years are identified 

and included in the preliminary sample.  

 

To ensure reliability, the observations of firm-specific events included in the sample must meet the 

following criteria: (1) only events relating to the first news report of a scandal is included, (2) stock 

price data is available for the periods of interest for each bank, and (3) no material confounding events 

that can affect stock price reactions around the event date exist. 

 

The first criterion is met by limiting the sample to only include events relating to the first news report 

that a bank is allegedly involved, under investigation, charged or has been fined in relation to the type 

of activities described above (Bhagat, Brickley, & Coles, 1994; Karpoff, Lee, & Vendrzyk, 1999; 

Ongena et al., 2003; Palmrose, Richardson, & Scholz, 2004). This criteria aims to ensure that the 

information on the scandal is unexpected in the market, in order for stock price reactions to illustrate 

the initial impact of the crisis. This criteria is important, as one of the three assumptions of the 

identification of abnormal returns following the event is that the event is unanticipated  (McWilliams, 

Siegel, & Teoh, 1999). Three databases are used to verify the date of the first news report across news 

outlets. If a bank is mentioned in subsequent news reports, in relation to the same scandal, the 

successive observations are excluded from the sample to reduce the risk that these events are partly 

expected by the market and therefore already incorporated into the price of the stock. Based on this 

criterion, 113 observations are excluded from the sample. The second criterion considers availability of 

stock price data, which is needed for both the estimation period of normal return and the event window; 

the length of these time windows are elaborated on in section 3.2.1. Firms without stock price data in 

any of the two time periods of interest are excluded from the sample, and as result further eleven 

observations are omitted from the sample. Thirdly, observations with material confounding events 

within a window of two days prior and two days after the news report, such as corporate 

announcements relating to earnings, dividends, stock splits, or mergers and acquisitions, are excluded 

(Blacconiere & Patten, 1994; Godfrey et al., 2009). This criteria is imposed to ensure that any stock 

price movements on the event date are mainly driven by the event of interest, namely the news report 

of corporate scandals. Based on this limitation 31 firms-events are omitted from the sample.  
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Imposing the above three criteria to the sample yields a final sample of 109 firm-events. Any exclusion 

of data is grounded in the three criteria, and selection and convenience bias are hence prevented. The 

final sample consists of 55 money laundering observations, accounting for approximately half of the 

sample, 41 tax evasion observations, and 13 observations of sanctions breaches. These event 

observations originate from a total of 32 banks from 14 different countries illustrated in Table 1, and 

the majority of the sample banks operate within commercial banking (both consumer and corporate 

oriented), wealth management and investment banking. Approximately 80% of the sample banks have 

been involved in three or more distinct scandals over the past ten years, and a majority of the event 

observations (66.97%) have taken place in the time period from 2015-2019. Please refer to Appendix 1 

for a comprehensive list of the banks included in the sample as well as the number of breaches of each 

bank. Assessing empirical literature indicates that this sample size does not deviate significantly from 

the sample size of similar studies; Godfrey et al. (2009) conducts their study on a sample composed of 

178 firm-specific observations, Wood & Wang (2018) on a sample of 41 observations, and Blacconiere 

& Patten (1994) on a sample of 117 observations.  

 

 

Table 1: Sample Descriptives 

 

 

  

Note: All data is from January 2010 through December 2019.  
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3.1.2 Data Collection  

In order to estimate the expected return and subsequently the abnormal return of the banks using the 

event study methodology, time series data for the relevant bank stock prices and benchmark prices is 

collected. This data is collected from the Refinitiv Eikon database. Data collected from this source is 

assessed to be highly reliable and valid as the database is a well-renowned database that gathers data 

from numerous independent information providers to offer comprehensive and detailed company data 

(Refinitiv, n.d.). The daily adjusted closing price of each firm stock and relevant local benchmark data 

is collected for the event window and the estimation period of 120 trading days prior to the event 

window1. Adjusted closing prices account for any stock movements driven by corporate actions (i.e. 

splits and dividend distributions) and thereby enable the data to illustrate stock price movements driven 

by mainly idiosyncratic and systemic risk. The use of adjusting closing price aims to increase data 

validity of the sample.  

 

For the regression model, ESG ratings and firm characteristics data is collected for each bank in the 

years of interest. To measure ESG performance, corporate ESG ratings are extracted from the Refinitiv 

Eikon database. Refinitiv is an established provider of extra-financial information such as ESG ratings, 

covering 6,000 public companies across more than 400 firm-level ESG measures based on publicly 

reported information (Refinitiv, 2020). Refinitiv hence offers a comprehensive and frequently updated 

ESG database and is assessed to be a robust indicator of firms’ ESG performance, utilized by numerous 

CSP-related studies (Semenova & Hassel, 2013; Cheng, Ioannou, & Serafeim, 2014; Sassen et al., 

2016; Aouadi & Marsat, 2018). The ratings include separate environmental, social, and governance 

scores, as well as an overall ESG score and an ESG controversies score. The ESG scores are percentile 

rank scores, and measure the banks’ relative ESG performance, commitment and effectiveness across 

ten categories such as resource use, human rights, and shareholder protection (Refinitiv, 2020).  

 

Data on bank characteristics (e.g. risk levels and prior financial performance) is collected from Moody 

Analytics’ BankFocus database which contains detailed consolidated balance sheet and income 

statement data for over 55,000 global banks (Dijk, n.d.). The database collects data from the Capital 

 
1 The justification for the length of the estimation period is elaborated on in section 3.2.1 



41 

Intelligence rating agency and numerous independent information providers, and is assessed to be a 

highly reliable and valid database (Ibid). Information not available in BankFocus, such as the liquidity 

ratio of certain banks, is collected from Ychart. Ychart is a well-renowned financial data research 

company providing over 4,000 financial metrics and up to 30 years of historical data of global listed 

firms (Groenfeldt, 2015). This thesis recognizes that collecting firm data from different sources may 

decrease the validity and comparability of the financial data used in the analysis, however, due to 

COVID-19 restrictions, it hasn't been possible to extract all financial data from the Bloomberg database 

as initially expected. 

3.2 Event Study Methodology 

It is necessary to obtain a measure of the impact of corporate scandals on firms market value in order to 

investigate the main research question of this thesis: Does firm engagement in ESG activities provide 

an insurance-like protection of market value in the context of a corporate scandal? Assessing existing 

literature, it is evident that the event study methodology is common in assessing the short-term impact 

of various types of events on firms (Brown & Warner, 1980; MacKinlay, 1997; Strong, 1992), also in 

the stream of literature investigating the insurance-like effects of ESG (Flammer, 2013a; Godfrey et al., 

2009; Mio & Fasan, 2012; Schnietz & Epstein, 2005). Initially introduced by Fama, Fisher and Jensen 

(1969) studying market reactions to stock split announcements, the event study methodology examines 

the impact of a specific event on firm value by studying stock prices across a relatively short time 

frame (Cowan, 1992; Kothari & Warner, 2006; MacKinlay, 1997). Underlying the event study is the 

efficient market hypothesis, which states that the stock price of a firm reflects all available information 

and that stock prices adjust to reflect new information (Fama, 1970). Though the notion of perfectly 

efficient capital markets may not hold true, a review of existing studies implies that the semi-strong 

form of efficient markets, where stock prices reflect all public information, is often considered a valid 

assumption (Ibid). Hence, when new information reaches the market, such as reports of regulatory 

breaches in this case, the economic impact should immediately be reflected in security prices and can 

thus be assessed across a predetermined event window (Fama, 1970; Frooman, 1997; MacKinlay, 

1997).  
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Within the stream of literature focusing on the CSP-CFP link, the event study methodology has 

frequently been used to assess the market reaction to misconduct and irresponsible behavior (D. J. 

Wood & Jones, 1995; Frooman, 1997). Wood and Jones (1995) find that the only consistent indication 

of a CSP-CFP relationship is across studies employing the market-based event study methodology on 

corporate social irresponsibility. Further, as highlighted in the literature review, the implied market 

value loss determined using event study methodology is commonly utilized as the dependent factor in 

cross-sectional analysis when investigating the CSP-CFP relationship (MacKinlay, 1997; Schnietz & 

Epstein, 2005; Kothari & Warner, 2006; Godfrey et al., 2009; Mio & Fasan, 2012; Flammer, 2013a). 

Therefore, this thesis posits that the event study methodology is a robust and well-established 

methodological approach for the aim of this paper, and for testing Hypothesis 1:  

 

H1: In the context of a corporate scandal, banks experience a significant decline in market value as 

represented by significant negative abnormal return around the event date. 

 

The methodological steps of the event study method are elaborated on below, and include 1) 

specification of the event, event window and estimation period, 2) estimating expected return and 

calculating abnormal return in the relevant event window, and 3) hypothesis testing of the observed 

abnormal return to determine the significance of the impact.  

3.2.1 Event Specification, Event Window, and Estimation Period 

As discussed, the economic impact of the relevant event should be reflected in the stock price behavior 

on the event day. Hence, central to the event study is the measurement of abnormal stock returns, i.e. 

the difference between the actual return of the stock following the event, and the expected return 

conditional on no event occurring (MacKinlay, 1997). The abnormal return thus reflects the change in 

shareholder wealth as a result of the event in question (MacKinlay, 1997; Kothari & Warner, 2006). 

The significance level of observed abnormal return is then tested under the null hypothesis that the 

event has no effect on the behavior of the returns of the stock (Brown & Warner, 1985; Boehmer, 

Musumeci, & Poulsen, 1991; Cowan, 1992; MacKinlay, 1997). Naturally, the first step in the event 

study process is specifying the event of interest (MacKinlay, 1997). In this thesis, the event is specified 

as any news announcement alleging a bank’s engagement in illegal activities such as money laundering 
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activities, tax evasion assistance, or breach of sanctions. The method of identifying the relevant firm-

events has been described above.  

 

Next, the methodology should properly specify the frequency at which returns are measured, the length 

of the event window, and the length of the estimation period (MacKinlay, 1997; Strong, 1992; 

Sorokina, Booth, & Thornton, 2013). In order to more accurately detect information effects, shorter 

return intervals are recommended, and consequently the use of daily returns in event studies has 

become increasingly prevalent (Strong, 1992; Kothari & Warner, 2006; Sorokina et al., 2013). 

Accordingly, this study examines daily stock prices and daily stock returns in both the event window 

and estimation window. The event window is the time period in which the event’s potential impact on 

stock prices will be examined. It is customary to expand the event window beyond the day of the actual 

event (t=0) to at least include the day following the specific day of interest in order to account for stock 

price movement after market close (MacKinlay, 1997; Mcwilliams et al., 1999; Kothari & Warner, 

2006). In the case that knowledge of the event may have reached the market prior to an official 

announcement, the event window should be expanded to include pre-event day stock returns (Flammer, 

2013a; Kothari & Warner, 2006; MacKinlay, 1997; Zeidan, 2013). As Flammer (2013) and Zeidan 

(2013) emphasize, it may be difficult to establish the exact timing of the news of the event reaching the 

market. In the case of setting the event date as the first publication of a news article, the event may 

have occurred prior to its publication, leading to event uncertainty (Flammer, 2013a). As such, 

expanding the event window beyond the day of the publication in either direction can allow for better 

capturing abnormal return effects associated with the event (ibid).  

 

Existing literature varies in regards to the span of the event window used. Most studies use a narrow 

event window, usually including around three trading days, to avoid the risk of abnormal returns 

capturing effects from other events than the event of interest (MacKinlay, 1997; McWilliams et al., 

1999). Flammer (2013) and Godfrey et al. (2009) use a two-day event window (-1,0), whereas Ongena 

et al. (2003) and Lundgren and Olsson (2007) use a seven-day window (-3,3). Cummins et al. (2006) 

uses multiple event windows, including a three-day (-1, 1), five-day (-2, 2) and 41-day event window (-

20, 20). Accordingly, this thesis initially allows for estimation of abnormal returns across five event 

windows: the event day (0,0), the event day and the day immediately preceding (0,1), the event day and 
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the two days immediately preceding (0,2), as well as a three- and a five-day event window with equal 

amount of days prior and after the event day. The event windows (-1,1) and (-2,2) are in principle used 

to allow for capturing potential stock price reactions before the publications of the news articles, as 

well as any delays in stock price movements following the publication.  

 

Having specified the length of the event window in which events’ potential effects on stock returns will 

be analyzed, the estimation window is identified. The estimation window is the period of time prior to 

the event window from which normal return, conditional on no event taking place, will be estimated 

(MacKinlay, 1997; Strong, 1992). Depending on whether the collected data is daily, weekly, or 

monthly, authors have used various estimation periods, often in the range of 100-500 days (Sorokina et 

al., 2013); MacKinlay (1997) advises using an estimation period of 120 days. Hence, in line with 

MacKinlay and multiple other authors (Godfrey et al., 2009; Zeidan, 2013; Abreu & Gulamhussen, 

2013), this thesis uses an estimation window of 120 trading days prior to the first day of the event 

window. An illustration of the event and estimation windows are provided in Figure 1 below.  

 

Figure 1: Timeline for the event study 

 

Source: Own work, following MacKinlay (1997) 

 

Where  𝜏 = 0 is defined as the event day, 𝜏 = T0 to T1 constitutes the estimation window, which in this 

case consists of 120 trading days, and 𝜏 = 0 to T2 represents the event window.  

Once the estimation window and event window are determined, stock prices and index prices are 

retrieved for the estimation period and event window of each firm-event in order to calculate and test 

any abnormal return associated with an event. The return model chosen and the specific methodology 

of calculating abnormal returns is elaborated on in the following section. 
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3.2.2 Calculating and Aggregating Abnormal Return 

3.2.2.1 Normal Return Estimation  

The first step in calculating abnormal return in the event window is establishing a measure of the 

normal return of the stock, i.e. the expected return without conditioning on the event taking place 

(Brown & Warner, 1980; MacKinlay, 1997; Strong, 1992). Estimation models for normal return 

include the constant mean return model, market adjusted returns model, the market and risk adjusted 

returns model (the market model), and multiple-factor models (ibid). MacKinlay (1997) highlights the 

constant mean return model and the market model as the two main statistical approaches to modelling 

normal return. The constant mean return model assumes that the mean return of a security remains 

constant throughout time, while the market model assumes a stable linear relation between the market 

return (a benchmark portfolio) and the security return (ibid). The benefit of the market model over the 

constant mean model is that it 1) reduces some of the variance of abnormal returns stemming from the 

variance in the market return, thereby calculating more precise measures of the normal return, and 2) 

creates smaller correlations across securities, providing better measures for the assumptions of standard 

statistical tests (Strong, 1992; MacKinlay, 1997). Additionally, in the presence of event clustering 

(which is a concern in this paper that is elaborated on in section 3.2.3), the market model is considered 

superior (Mio & Fasan, 2012). Other statistical models include factor models with multiple factors (in 

addition to the market return factor in the market model) (MacKinlay, 1997). However, the benefit of 

multiple factor-models are limited in reducing the variance of the abnormal returns (ibid). Though 

Khotari and Warner (2006) note that test statistics are not highly sensitive to the model of normal 

return with short-horizon methods (event windows shorter than one year), the most commonly used 

approach to estimating normal return is the market model, as evident in a variety of empirical research 

(Strong, 1992; Schnietz & Epstein, 2005; Becchetti et al., 2007; Godfrey et al., 2009; Lundgren & 

Olsson, 2009; Mio & Fasan, 2012; Zeidan, 2013; L. C. Wood et al., 2018). Hence, in line with previous 

literature, this thesis uses the market model as a measure of the normal return of security i. This relation 

is specified below: 
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𝑅𝑖𝑡 =  𝛼𝑖 + 𝛽𝑖𝑅𝑚𝑡 + 𝜀𝑖𝑡 

 

 

                             𝐸(𝜀𝑖𝑡 = 0)        𝑣𝑎𝑟(𝜀𝑖𝑡) = 𝜎𝜀𝑖
2  

 

Source: MacKinlay (1997) 

 

where 𝑅𝑖𝑡 is the actual return of the stock i, 𝑅𝑚𝑡 is the return of the market benchmark, and 𝛼𝑖  and  𝛽𝑖 

are the parameters of the model used for estimating the expected return in the event window. 𝜀𝑖𝑡 is thus 

the component of the return which is abnormal or unexpected over the estimation window (Kothari & 

Warner, 2006). Hence, the specification of normal return using the market model requires the input of 

actual stock returns and market portfolio returns over the estimation period. A broad-based market 

index should be used for the market portfolio (Strong, 1992; MacKinlay, 1997). Further, for multi-

country event studies, it is advised to use a local market index (L. C. Wood et al., 2018). As the final 

sample of this study includes banks listed in various countries, daily index prices are collected for the 

relevant local stock exchange indices, along with individual firm stock prices. Table 2 presents an 

overview of the local indices selected for the sample estimation.   

 

 

 

 

 

 

 

 

 

 

 

 

(1) 
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Table 2: Local Market Indices 

 

 

 

 

The daily realized returns of both the relevant firm stocks and the relevant benchmark indices are 

calculated for the 120 trading day estimation period. Strong (1992) suggests the use of logarithmic 

returns as they better meet the assumptions of typical statistical testing techniques (the assumptions will 

be elaborated on in section 3.2.3 on hypothesis testing). Following Strong (1992) and Abreu et al. 

(2013), logarithmic realized returns are calculated as follows: 

 

𝑅𝑖𝑡 = ln [
𝑃𝑖𝑡

𝑃𝑖𝑡−1
] 

 

Source: Abreu et al. (2013) 

 

where 𝑅𝑖𝑡 is the daily realized return, 𝑃𝑖𝑡−1 is the price of stock 𝑖 at the end of day 𝑡 − 1 and 𝑃𝑖𝑡  is the 

price of the stock at the end of day 𝑡. 

 

(2) 

Note: All local indices data is obtained from the Refinitiv 

Eikon database 
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In line with MacKinlay (1997), Brown and Warner (1985) and Strong (1992), OLS regression 

modelling is used for the market model estimation of the parameters alpha and beta. For each firm-

event and the accompanying 120-day estimation period, realized daily returns of the firm stock are 

regressed on the realized daily returns of the relevant benchmark. The OLS regression analysis and 

extraction of each firm-event alpha and beta is performed using the statistical software R Studio. The 

alpha and beta parameters of the estimation period are then used for estimating the normal return of 

stock i in the event window, given the relevant benchmark return in the event window. The daily 

normal return of the stock i at time t (of the event window) is calculated as below:   

 

𝐸(𝑅𝑖𝑡) ≡ 𝛼𝑖 + 𝛽𝑖𝑅𝑚𝑡 

 

Source: MacKinlay (1997) 

 

Where 𝐸(𝑅𝑖𝑡) is the normal return of stock 𝑖 on day 𝑡, 𝑅𝑚𝑡 is the actual return of the benchmark index 

at time 𝑡, and 𝛼𝑖 and 𝛽𝑖 are the market model parameters estimated using the market model across the 

estimation period.  

3.2.2.2 Abnormal Return Estimation 

Having calculated the expected daily stock returns of each firm-event across the event window, daily 

abnormal returns of the event window is calculated following MacKinlay (1997) as below:  

 

𝐴𝑅𝑖𝑡 = 𝑅𝑖𝑡 − 𝛼𝑖  ̂ − 𝛽𝑚�̂� 

 

Source: MacKinlay (1997) 

 

Where 𝑅𝑖𝑡 is the actual return of stock 𝑖 at time 𝑡,  𝛼𝑖  ̂ − 𝛽𝑚�̂� is the estimation of normal return of stock 

𝑖 at time 𝑡 from formula 3, and thus 𝐴𝑅𝑖𝑡 is the abnormal return of stock 𝑖 at day 𝑡. Following this 

procedure, the sample consists of 109 firm-event observations with abnormal return calculated for each 

of the five days used in the various event windows.   

(3) 

(4) 
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3.2.2.3 Aggregation of Abnormal Returns 

The observations of abnormal return must be aggregated in order to draw general inferences about the 

significance of the events on market reactions (MacKinlay, 1997; Kothari & Warner, 2006). Such 

aggregation is performed both through time (across days of the event window) and across the firm-

events before a statistical test of the null hypothesis can be performed (Brown & Warner, 1985; 

Boehmer et al., 1991; Cowan, 1992; MacKinlay, 1997). The aggregation through time is essential when 

the event window contains multiple periods of observations (i.e. the event window exceeds the event 

day t=0), and is performed by calculating cumulative abnormal return (hereafter CAR) over the event 

window (MacKinlay, 1997).  

 

The standard method of aggregation involves firstly calculating an average abnormal return (AAR) for 

each event window day and subsequently aggregating the AAR across the event window to obtain a 

cumulative average abnormal return (CAAR) for the whole sample of firm-events (MacKinlay, 1997). 

However, the validity of statistical tests of this CAAR depends on certain assumptions, such as the lack 

of overlapping event windows in the calendar time t test (Boehmer et al., 1991; Brown & Warner, 

1985; Cowan, 1992; MacKinlay, 1997; McWilliams et al., 1999). In the sample of this thesis 

overlapping windows exists, and as a result, the standard aggregation method is not applicable. This is 

further elaborated on below when discussing hypothesis testing, but for now the main point is that 

abnormal returns are firstly aggregated through time, i.e. the abnormal return from each firm-event is 

cumulated across the event window: 

 

𝐶𝐴𝑅𝑖 = ∑ 𝐴𝑅𝑖𝑡

𝑡=𝑇2

𝑡=0

 

Source: Own work 

 

Where 𝐴𝑅𝑖𝑡 is the abnormal return of stock 𝑖 at event window day 𝑡 of the event window 𝑡 = 0 to T2 (see 

figure 1). Next, the cumulative abnormal returns of each observation are aggregated cross-sectionally, 

by calculating a mean cumulative abnormal return (Cowan, 1992; MacKinlay, 1997). See below: 

 

(5) 
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𝑀𝑒𝑎𝑛 𝐶𝐴𝑅𝑡0,𝑡𝑇2
=

1

𝑛
∑ 𝐶𝐴𝑅𝑖(𝑡0, 𝑡𝑇2)

𝑛

𝑖=1

 

 

Source: Cowan (1992) 

 

Where 𝐶𝐴𝑅𝑖 is the cumulative abnormal return of stock 𝑖 cumulated from event window day 𝑡0 to 

event window day 𝑡𝑇2 and 𝑛 is the number of observations. The hypothesis tests of the mean CAR are 

discussed in the next section.  

3.2.3 Statistical Tests of Cumulative Abnormal Returns 

In order to draw conclusions about the effects of the events on the stock return of the firms in question, 

it needs to be established whether the cumulative abnormal returns observed in the days surrounding 

the event date are significantly different from zero, i.e. significantly different from the cumulative 

return that could be expected conditional on the event not taking place (Brown & Warner, 1985; 

MacKinlay, 1997). This assessment is performed with the null hypothesis that the mean cumulative 

abnormal return (mean CAR) is zero (Cowan, 1992). Test statistics are then studied in order to make 

inferences about whether the observed CARs can be ascribed to chance or to the events in question 

(ibid). Analyzing these test statistics, however, requires an understanding of the statistical properties of 

the abnormal returns (both in terms of the mean and variance) and whether these properties are aligned 

with the assumptions underlying the test statistic in use. This is important as the power and validity of 

the test statistics depend on whether the assumptions regarding the statistical properties of the observed 

abnormal returns hold (Brown & Warner, 1985; Cowan, 1992; Kothari & Warner, 2006).  

 

Parametric tests statistics are usually more powerful than nonparametric tests, but entail certain 

assumptions about the probability distribution of the observations (Cowan, 1992). For example, some 

test statistics like the standard t-test employed in event study methodology assume that the cumulative 

abnormal return across securities is normally distributed, that the abnormal return data are independent 

across time, and that the sample consists of observations that are independent in the cross-section 

(6) 
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(Brown & Warner, 1985; MacKinlay, 1997; Kothari & Warner, 2006). Some of these assumptions may 

be violated across the sample of this study. First of all, both daily return and daily abnormal return 

usually depart from the assumption of a normal distribution as they are often fat-tailed (Brown & 

Warner, 1985). The return distribution of this sample is examined and presented in section 4.1 

concerning the event study results. 

 

In terms of variance, daily abnormal return data may present two main issues with regards to test 

statistics: correlation of returns across securities and increased variance of returns around event dates 

(event-induced variance) (Brown & Warner, 1985; Boehmer et al., 1991; Kothari & Warner, 2006). In 

this study’s sample of observations, some of the events cluster in calendar time around certain dates 

(such as revelations of the Russian Laundromat scheme or the Panama Papers leak).  In the presence of 

event clustering, there may be cross-sectional correlation of abnormal returns as the covariance of the 

abnormal returns will no longer be zero (Brown & Warner, 1985; MacKinlay, 1997). Finally, event-

induced variance refers to the widening dispersion of cross-sectional returns that occur in the event 

window, and is often the case when the event type does not have an identical effect on all firms 

(Boehmer et al., 1991). Event-induced variance can cause problems with common event study 

methodology in and of itself, but can be especially problematic when events are clustered (Müller, 

N.d.). Together, cross-sectional correlation and event-induced variance may hence lead to a downward 

bias in the standard deviation, which, in a standard t-test, will inflate the t-statistic (Boehmer et al., 

1991). As a result, the null hypothesis that mean CAR = 0 will be rejected too often (ibid). 

 

A common way to accommodate the statistical properties of abnormal returns is to test the significance 

of the CARs using a combination of robust parametric tests and non-parametric tests, where several 

modifications to the traditional t-test statistic exist (Cowan, 1992; Cummins, Lewis, & Wei, 2006). 

Non-parametric tests do not require the same assumptions about return distribution as parametric tests, 

and can thus provide a powerful alternative to parametric tests (Cowan, 1992). To ensure the 

robustness of any results related to the significance of the mean CAR under the null hypothesis that 

mean CAR = 0, this thesis employs two parametric test statistics (a calendar time t-test and a cross-

sectional z-statistic that control for event induced variance) and one non-parametric test statistic (the 

generalized sign test) (Jaffe, 1974; Boehmer et al., 1991; Cowan, 1992; Cummins et al., 2006). The 
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different tests and their accommodation of various common issues in event study methodology are 

discussed in turn below.  

3.2.3.1. Calendar Time T-Test 

The first parametric statistical test to assess the null hypothesis that mean CAR = 0 uses a portfolio 

approach and a calendar time t-test to accommodate any cross-sectional dependence caused by event 

clustering around certain dates ( Jaffe, 1974; MacKinlay, 1997; Cummins et al., 2006). As discussed 

above, cross-sectional dependence may lead to underestimation of the standard deviation (drawn from 

the estimation period) in the t-statistic and the test statistic will lead to rejection of the null hypothesis 

more frequently than it should. Using this approach, abnormal returns of the firm-events are aggregated 

into portfolios using event time (Jaffe, 1974; Cummins et al., 2006). Following Cummins et al. (2006), 

using the CAR of the stock of each firm-event, firm-events occurring on the same date are grouped into 

one portfolio. Firm-event observations that are not overlapping in calendar time are simply included in 

the sample as single-stock portfolios. In total, 90 portfolios (both single-stock and multiple-stock 

portfolios) are created for statistical analysis, of which seven portfolios include multiple firm-event 

observations on the same day. Next, in portfolios with multiple observations, a portfolio CAR is 

calculated: 

 

CAR𝑇1,𝑇2
𝑖 =  

∑ CAR𝑇1𝑗,𝑇2𝑗
𝑖

All𝑗∈Portfolio𝑖

Ni
 

 

Source: Cummins et al. (2006) 

 

Where CAR𝑇1,𝑇2
𝑖  is the cumulative abnormal return of portfolio 𝑖 , CAR𝑇1𝑗,𝑇2𝑗

𝑖  is the cumulative 

abnormal return of stock 𝑗 affected by the event on date 𝑖, and Ni is the number of firm-events in 

portfolio 𝑖. Next, the portfolio CARs are standardized in order to avoid observations with significant 

variances dominating the test (Lundgren & Olsson, 2009). The calculation of the standardized portfolio 

CARs (SCARs) is performed as below:  

 

(7) 
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SCAR𝑇1,𝑇2
𝑖 =

CAR𝑇1,𝑇2
𝑖

SD(CAR𝑇1,𝑇2
𝑖 )

 

 

Source: Cummins et al. (2006) 

 

Where CAR𝑇1,𝑇2
𝑖  is the cumulative abnormal return of portfolio 𝑖 and the portfolio standard deviation 

SD(CAR𝑇1,𝑇2
𝑖 ) is the standard deviation of portfolio abnormal return over the estimation window 

obtained from market model regression, as suggested by Jaffe (1974),  Brown and Warner (1985), and 

MacKinlay (1997) and utilized by Cummins et al. (2006) and Schnietz and Epstein (2005). The mean 

SCAR across all portfolios is obtained using the below formula:  

 

SCAR𝑇1,𝑇2 =
1

M
∑ SCAR𝑇1,𝑇2

𝑖
𝑀

𝑖=1
 

 

Source: Cummins et al. (2006) 

 

Where SCAR𝑇1,𝑇2
𝑖  is the standardized cumulative abnormal return of portfolio 𝑖 and M is the number of 

portfolios. Once the mean SCAR is attained, a cross-sectional t-test is performed. Under the null 

hypothesis, that the event has no impact on the behavior of returns, mean portfolio CAR = 0. The t-

statistic is calculated as below: 

 

𝑡 =
SCAR𝑇1,𝑇2

𝑖

1

√M

=  √𝑀 ∗ SCAR𝑇1,𝑇2
𝑖  

 

Source: Cummins et al. (2006) 

 

The t-statistic of the mean standardized cumulative abnormal return is then assessed according to the t-

distribution, and the null hypothesis of no event effect on return of the stocks in question is either 

rejected or not rejected based on significance levels ranging from 0.1% to 10%. 

(8) 

(9) 

(10) 
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3.2.3.2 Standardized Cross-Sectional Test 

The second parametric test to assess the null hypothesis that the mean CAR = 0 is the standardized 

cross-sectional test developed by Boehmer et al. (1991), hereafter referred to as the 𝑍𝐵𝑀𝑃. As discussed 

above, event-induced variance can be problematic when making inferences from traditional methods of 

testing (Boehmer et al., 1991). If the event affects abnormal return differently depending on the 

severity of the event per firm, it will lead to changes in the variance of the CARs (and not just the 

mean) for the event window. As with the cross-sectional dependence, this may lead to too frequent 

rejection of the null. This change in variance should thus be controlled for (ibid). The 𝑍𝐵𝑀𝑃 is a hybrid 

between the ordinary cross-sectional approach (which does not require event-induced variance to be 

insignificant) and Patell’s standardized residuals test (which eliminates the misspecification of the 

ordinary cross-sectional test that occurs when individual firm’s residuals are of different distributions) 

(ibid). In addition to allowing for event-induced variance, the power of the test statistic is found to be 

unaffected by event date clustering (ibid). The initial steps are similar to the steps described for the 

calendar time t-test, although portfolios are not created based on calendar time. Each firm’s mean 

cumulative abnormal return is standardized creating SCAR: 

 

SCAR𝑇1,𝑇2
𝑖 =

CAR𝑇1,𝑇2
𝑖

SD(CAR𝑇1,𝑇2
𝑖 )

 

 

Source: own work, based on Boehmer et al. (1991) 

 

Where CAR𝑇1,𝑇2
𝑖  is the cumulative abnormal return of stock 𝑖 and SD(CAR𝑇1,𝑇2

𝑖 ) is the estimation 

period abnormal return standard deviation of stock 𝑖.  

 

 

The standardized cross-sectional CAR (mean SCAR) is computed as below, where 𝑁 is the number of 

observations: 

 

(11) 

(12) 
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SCAR =
1

𝑁
∑ 𝑆𝐶𝐴𝑅𝑖

𝑁

𝑖=1

 

 

Source: own work, based on Boehmer et al. (1991) 

 

Finally, to calculate the 𝑍𝐵𝑀𝑃 test statistic, the mean SCAR is divided by its contemporaneous cross-

sectional standard deviation: 

 

𝑍𝐵𝑀𝑃 = √𝑁
SCAR

𝑆SCAR

 

 

Source: own work, based on Boehmer et al. (1991) 

 

Where SCAR is the mean standardized cumulative abnormal return, 𝑆SCAR  is the contemporaneous 

cross-sectional standard deviation of SCARs, and 𝑁 is the number of firm-events.  

3.2.3.3 Generalized Sign Test 

Finally, a non-parametric test statistic is computed. Following Cowan (1992), the generalized sign test 

is used to assess the null hypothesis that the mean CAR = 0. The power of the generalized sign test was 

explicitly tested based on the market model, which suits the robustness of the methodology of this 

study well. The generalized sign test is robust to the breach of many of the assumptions discussed 

above (Cowan, 1992). Firstly, it does not require the assumption of normality of return data, because it 

compares the proportion of positive and negative abnormal returns from the cross-section of the event 

window to that of the estimation period. Secondly, the generalized sign test is powerful in the presence 

of event-induced variance and thin trading, and proves more exact than parametric tests and rank tests. 

Lastly, the test statistic is strong in the presence of an outlier of large abnormal return, as well as when 

the event window is longer than one day (Ibid).  

 

The generalized sign test examines whether the proportion of firms with negative cumulative abnormal 

returns in the days surrounding the events in question exceeds the proportion of negative abnormal 

(13) 
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return from the estimation periods, i.e. the proportion expected in the absence of the event (Cowan, 

1992). Under the null of mean CAR=0, the proportion from the event window should be in line with 

the proportion from the estimation window. Daily abnormal return is calculated for each firm-event’s 

estimation period using the market model estimation of normal return in R Studio, leading to the 

calculation of the fraction of negative abnormal return in each estimation period. The average fraction 

�̂� of negative abnormal returns in the estimation periods across firms is calculated as below:  

 

 

�̂� =
1

𝑛
∑

1

𝐿

𝑛

𝑖=1

∑ 𝑆𝑖𝑡

𝐸100

𝑡=𝐸1

 

 

𝑆𝑖𝑡 =  {
1 𝑖𝑓 𝐴𝑅𝑖𝑡 > 0
0 𝑜𝑡ℎ𝑒𝑟𝑤𝑖𝑠𝑒

 

 

Source: Cowan (1992) 

 

𝑆𝑖𝑡 takes the value 1 if the daily abnormal return of stock 𝑗 at day 𝑡 of the estimation period is negative, 

and 0 otherwise; 𝐿 ( is the number of days in the estimation period (i.e. 120 trading days), and 𝑛 is the 

number of observations. The generalized sign statistic 𝑍𝐺  is computed as below: 

 

𝑍𝐺 =
𝐶 − 𝑛�̂�

[𝑛�̂�(1 − �̂�)]
1
2

 

 

Source: Cowan (1992) 

 

where 𝑍𝐺  is the number of observations with negative cumulative abnormal return in the event window, 

𝑛 is the number of observations, and �̂� is the average fraction of negative abnormal returns across firms 

from the estimation window.  

 

(14) 

(15) 
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The three different test statistics are utilized to ensure robustness in determining whether the mean 

cumulative abnormal return observed on the days surrounding the scandal are significantly different 

from what could be expected if the event has not occurred. As discussed, these test statistics are used to 

answer Hypothesis 1: In the context of a corporate scandal, banks experience a significant decline in 

the market value as represented by significant negative abnormal return around the event date. 

3.3 Regression Analysis Methodology 

Having established a methodological approach to measuring and testing the impact of the events on the 

market value of the banks, cross-sectional regression model is useful to identify relationships between 

the magnitude of these stock market reactions and firm characteristics (MacKinlay, 1997; Kothari & 

Warner, 2006; Müller, n.d.). As discussed in the review of existing literature, multiple studies find 

firms that perform better on CSP measures experience more severe negative abnormal return when 

facing adverse events (see Blacconiere & Patten, 1994; J. Klein & Dawar, 2004; Schnietz & Epstein, 

2005; Godfrey et al., 2009; Mio & Fasan, 2012; Flammer, 2013a; Chang et al., 2014). Hence, this 

thesis’ event study is supplemented by cross-sectional regression analysis to assess any moderating 

relationship between the ESG performance of the sample banks and the magnitude of the negative 

cumulative abnormal returns in response to banking scandals. Specifically, this thesis wishes to address 

Hypothesis 2-6 with the cross-sectional regression analysis. 

 

Multiple authors have performed such cross-sectional analysis using OLS regression, regressing the 

cumulative abnormal return over the event window on a set of variables that relate to the ESG 

performance of the relevant firms, as well as a number of control variables (Bhagat et al., 1994; Mio & 

Fasan, 2012; Schnietz & Epstein, 2005; Wei, Xie, & Posthuma, 2011). In order for OLS regression to 

provide unbiased estimators, the first five Gauss-Markov assumptions should hold (Wooldridge, 2012). 

These assumptions are thus tested for to ensure unbiased estimation using the OLS regression 

modelling. The tests of the OLS assumptions and their output are presented and discussed in section 

4.2.2 – Model Diagnostics. To conclude, the OLS regression method is considered appropriate for the 

sample investigated. The following regression model is employed:  
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𝐶𝐴𝑅𝑖 =  𝛽0 + 𝛽1𝑋1 + 𝛽2𝑋2 + ⋯ + 𝛽𝑛𝑋𝑛 + 𝜀𝑖 

 

Where 𝐶𝐴𝑅𝑖 is the cumulative abnormal return of observation 𝑖 across the event window (see formula 

5), and 𝛽1 to 𝛽𝑛 are the estimated parameters of the explanatory and control variables 𝑋1 to 𝑋𝑛. The 

explanatory variables (the ESG performance measures) and control variables are elaborated on below.  

3.3.1 Variables  

3.3.1.1 Dependent Variable 

The dependent variable of the regression analysis is the cumulative abnormal return of sample banks 

around a banking scandal. The CARs are calculated for various event windows as described above in 

section 3.2.2. However, to determine the appropriate CARs to use as the dependent variable for 

capturing any moderating effects of ESG on the scandal reactions (i.e. CARs from which event window 

to utilize), the average abnormal returns for each day surrounding the events (t=-2 to t=2) are analyzed. 

Following Godfrey et al. (2009), the test statistics discussed in section 3.2.3 are utilized to examine the 

likelihood that the observed average abnormal return of each day differs significantly from the 

expected return. The event windows used for calculating CARs as the dependent variable are based on 

the days where significant deviation is observed. CARs across two event windows ([0,0] and [0,1]) are 

deemed appropriate. The output of the significance tests of each event day is discussed under Event 

Study Results in section 4.1. The regression model is hence performed with two different dependent 

variables to ensure robustness of results.  

3.3.1.2 Explanatory Variables  

The main point of interest of this thesis is the explanatory power of a bank’s ESG performance on the 

behavior of banks’ cumulative abnormal returns around a scandal. As mentioned under Data 

Collection, four separate types of ESG scores, supplied by Refinitiv, are obtained from the Refinitiv 

Eikon database to measure ESG performance. The ESG scores are lagged by one year relative to the 

year of the scandal to ensure that the scores were publicly available at the time of the scandal(following 

Godfrey et al., 2009). The overall ESG score (ESG) is a weighted average of ten main categories 

(16) 
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related to the environmental, social and governance performance of each firm (Refinitiv, 2020). The 

environmental score (E) comprises a weighted score of the three categories Emissions, Innovation, and 

Resource Use. The social score (S) comprises a weighted score of the four categories Workforce, 

Human Rights, Community, and Product Responsibility (Ibid). Finally, the governance score (G) 

comprises Management, Shareholders, and CSR Strategy (Ibid). These four scores (ESG, E, S, and G) 

are included as variables in separate regression models to assess any relationship with the magnitude of 

CARs across the event windows. As stated in Hypothesis 2, a positive relationship between the overall 

ESG score and the cumulative abnormal returns across the event windows is expected. In other words, 

the better ESG performance, the less negative abnormal returns across the event windows. Further, 

according to Hypothesis 3-5, a positive relationship between the environmental score, social score and 

governance score and the CARs across the event windows is expected. Finally, in line with Hypothesis 

6, it is expected that the governance score exhibits the least significant positive relation with CARs of 

the three ESG pillars.  

3.3.1.3 Control Variables 

Along with the core regressors, the model includes seven variables to control for bank and event 

characteristics that may impact the magnitude of abnormal returns. These seven variables are chosen 

from a long-list of potential control variables. Constructing a proper regression model is complex, as 

multiple variables may influence the market’s view on the financial soundness of banks and as such 

affect the observed market reactions to the negative event. To the best of the authors’ knowledge, no 

study has investigated the role of ESG performance in explaining banks’ abnormal returns following 

firm-specific scandals. Consequently, an extensive list of 18 control variables identified in literature as 

potentially influencing banks’ share price movements in crisis-like conditions are collected for the 

sample. The long-list is provided in Appendix 6. The selection process of the final seven control 

variables is a result of careful analysis of the model fit, which is discussed under Model Specification in 

section 4.2. Where relevant, the data is collected for the year immediately preceding the year of the 

scandal (Simpson & Kohers, 2002). The final seven variables and the reasoning for including them as 

control variables is discussed below. 
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Severity Level of the Event 

Firstly, following Zeidan (2013), an ordinal scale is created to address the severity of the news 

allegations, and the potential differing effect of this on market reactions. The reasoning for this is that 

more severe allegations may lead to greater market reactions and thus more negative cumulative 

abnormal returns. For example, the allegation against Danske Bank of having laundered billions of 

dollars from Russia (Jung, Lund, & Bendtsen, 2017) can be considered to be considerably more severe 

than a relatively small non-compliance fine. The severity variable is thus included to avoid 

heterogeneity of the events driving any potential results (Flammer, 2013a). Although it is difficult to 

objectively categorize the severity of the scandals based on quantitative measures from the newspaper 

reports (Flammer, 2013a), the scale is created by thoroughly assessing all news articles and the 

scandals’ comparability in terms of any numbers available (e.g. amount laundered), the part of the bank 

involved (i.e. a small branch or the HQ), and the number of news articles available and the extent of 

international coverage. This approach is inspired by Acqusti et al. (2006) who control for the severity 

of privacy scandals in terms of news reach and number of accounts affected. With lacking quantitative 

information, inferences are made based on similar cases (e.g. the outcome in terms of fines for ongoing 

or similar scandals). The Severity variable is based on a scale constructed for the sample of this thesis 

and contains severity levels from 1 to 5. The requirements are described below in Table 3.  
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Table 3: Requirements for Severity Levels 1-5 

 

 

Riskiness of Banks 

Next, control variables to represent banks' riskiness are included in the regression model to control for 

any effect on market reactions that existing perceived riskiness may lead to (Simpson & Kohers, 2002). 

The variables are collected for the year immediately preceding the year of the scandal from Moody 

Analytics’ BankFocus database. Multiple studies find a correlation between bank riskiness and market 

reactions in times of adverse events (Önder & Özyildirim, 2008; Zeidan, 2013; Ricci, 2015). One way 
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to assess the riskiness of banks in terms of solvency is assess their capital adequacy levels, i.e. the ratio 

of bank capital to its risk-weighted assets (hereafter RWA), which provides an indicator of the ability 

of the bank to withstand future shocks (Ricci, 2015; Zeidan, 2013). Hence, capital adequacy measures 

such as the measure of total capital ratio (Tier 1 and Tier 2 capital to RWA) can function as control 

variables, as banks with higher capital ratios are perceived as safer by investors (Abreu & 

Gulamhussen, 2013; Ricci, 2015). Onder and Ozildirim (2008) find that, during times of crisis, 

depositors and borrowers react more negatively to banks with lower total capital ratios. Zeidan (2013) 

finds that cumulative abnormal returns are significantly and positively correlated with total capital ratio 

following banking violations. Other studies include the Tier 1 Ratio (Tier 1 capital to RWA) (Slovin, 

Sushka, & Polonchek, 1999; Abreu & Gulamhussen, 2013; Bongini, Nieri, & Pelagatti, 2015; Ricci, 

2015) or more traditional, accounting-based measures of risk such as a debt to equity-ratio ( Mio & 

Fasan, 2012; Abreu & Gulamhussen, 2013; Hoepner, Oikonomou, Sautner, Starks, & Zhou, 2017; 

Fatemi et al., 2018). To control for the perceived riskiness of banks in terms of solvency, all variables 

related to solvency risk are initially tested (see Appendix 6). The final variables included in the 

regression analysis are the Equity to RWA and Debt to Equity. Equity to RWA is the total total equity, 

which includes shareholder equity (common equity at par plus retained earnings), hybrid capital, and 

non-controlling interests, to total risk-weighted assets.  

 

Another important measure in banking is liquidity risk, i.e. the risk that a bank will be unable to carry 

out day-to-day operations (Khandelwal, 2019). Onder and Ozildirim (2008) find that depositors and 

borrowers react more negatively to banks with higher liquidity risk when faced with adverse events. 

Commonly used measures of liquidity risk in the banking sector include the ratio of liquid assets to 

deposits and short-term funds and the ratio of liquid assets to total assets (Abreu & Gulamhussen, 

2013; Crouzille, Lepetit, & Tarazi, 2004; Önder & Özyildirim, 2008). To control for the perceived 

riskiness of banks in terms of liquidity, the model specification is tested with both liquidity measures as 

specified in Appendix 6. Ultimately, the variable Liquidity, which measures total liquid assets to 

deposit and short-term funds-ratio, is deemed the best for the model fit. 
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Prior History of Controversy 

Banks with previous scandals may suffer from greater market reactions, as multiple offenses or 

scandals wear away at the legitimacy and credibility of the firm among stakeholders (Baucus & 

Baucus, 1997; Zeidan, 2013). To control for any impact that prior history of controversies may have on 

the abnormal returns of banks, two control variables are included. First, the Controversy Score for each 

bank the year prior to the event of interest is retrieved from the Refinitiv Eikon database. This score is 

based on media coverage of ESG controversies that occur throughout the year, such as environmental 

lawsuits or fines. The controversies are weighted by severity, ensuring controversy scores are adjusted 

based on the size of a company (Refinitiv, 2020). Note that a higher score implies fewer controversies. 

In addition, a Multiple Scandals-dummy variable that takes the value of 1 if the bank appears more than 

three times in the sample of firm-events and zero otherwise is included (Zeidan, 2013).  

 

Type of Scandal 

Finally, in line with the severity scale, event fixed effects are included, defined by the type of scandal 

(Flammer, 2013a). This should capture any differences in market reactions that may exist based on 

whether the allegations regard tax evasion, money laundering, or a breach of sanctions. The three types 

of scandals are accounted for in the regression analysis using dummy variables. The dummy variables 

Money Laundering and Sanctions Breaches take the value of 1 if they fall within the scandal category, 

and 0 otherwise. In the regression analysis, the tax evasion variable serves as the reference category 

(Ricci, 2015).  

 

The regression analysis is performed using R Studio to assess Hypotheses 2-6. The output from the 

regression analysis and robustness checks are presented in the next section.  
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CHAPTER 4: RESULTS 

The following chapter presents the results of the event study and the regression models. Firstly, the 

results of the event study are presented in relation to Hypothesis 1, followed by a discussion of the 

robustness of the observed results. Secondly, the output related to the regression models, where the 

abnormal returns obtained using the event study method are regressed on banks’ ESG scores, are 

presented. The regression model assesses the potential insurance-like effect of ESG performance in 

times of crisis, i.e. addressing Hypothesis 2-6. First, sample descriptives and model diagnostics are 

displayed, before presenting the obtained results from the models. The results will aid in answering the 

following hypotheses: 

 

Table 4: Overview of Hypotheses 

 

 

4.1 Event Study  

4.1.1. Event Study Descriptives 

Originally, cumulative abnormal returns are estimated and tested across all four event windows 

([0,0],[0,1],[-1,1], [-2,2]) proposed in the event study methodology section. The mean cumulative 

abnormal return and accompanying test statistics of each event window indicate that the mean CAR 

across all firm-events and from all four event windows is negative and significantly different from zero, 

i.e. different from the return that would be expected in normal conditions (refer to Appendix 2 for 

Note: E= Environmental score; G= Governance score; S= Social score; CARs= Cumulative abnormal returns. 
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statistical values). Even so, further discussion on the development of returns across the five days 

surrounding the incident is warranted. The mean abnormal return, cumulated from t=-2 (two days prior 

to the event day) to t=2 (two days past the event day) is displayed in Figure 2. It is clear that the mean 

cumulative abnormal return prior to the event day is positive, indicating a low degree of leakage to the 

market prior to the publication of the news. This is expected and in line with the assumption of semi-

efficient markets underlying the event study methodology, stating that stocks adjust to publicly 

available information (Fama, 1970). Further, Figure 2 illustrates that the cumulative abnormal return 

becomes negative on the event day and decreases further on the days following the incident. However, 

it seems that the negative effect of the news on banks’ stock returns diminishes in the days following 

the event day, particularly 2 days after the incident. As outlined in section 3.2.3, this study relies on the 

three different tests statistics2 to assess the significance of the abnormal return on each day across day 

t=-2 to t=2 in order to determine the appropriate event windows to be used for further analysis 

(Godfrey et al., 2009). The test statistics values suggest the application of both a one-day (0,0) and two-

day (0,1) event window, as the average daily abnormal return differs significantly from the expected 

returns on day 0 and day 1 (refer to Appendix 3 for the statistical values of each event day). This is in 

line with the development of the cumulative abnormal return across the five days surrounding the event 

observed in Figure 2. Additionally, using event windows longer than two days increases the risk of 

capturing the effect of confounding events on stock returns, which could distort results as discussed in 

the Methodology chapter (MacKinlay, 1997). Consequently, the event study results from the two event 

windows are presented and elaborated on below. 

 

 

 

 

 
2  The calendar time t-test, the generalized sign z statistic, and standardized cross-sectional z statistic 
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Figure 2.: Mean cumulative abnormal return cumulated for number of days in event window   

 

 

 

Table 5 presents descriptives on the cumulative abnormal return (CAR) of all firm-events in the two 

event windows. It is evident from the table that the cumulative abnormal returns across the event 

windows are negatively skewed and possess a kurtosis which exceeds the normal distribution kurtosis 

value of three (DeCarlo, 1997). Additionally, the standard deviation of the cumulative abnormal returns 

(CAR Std. Dev.) for each of the event windows ranges from 2.91%-3.89%. The relatively large standard 

deviations indicate substantial variations in market reactions to news announcements of banks being 

involved in corporate violations of laws and regulations. These variations are expected as the sample 

includes firm-specific events with large differences in severity levels. The large standard deviation, 

negative skewness and high kurtosis indicate that the cumulative abnormal returns do not follow a 

normal distribution but rather follow a fat-tailed distribution (DeCarlo, 1997). Consequently, the three 

different significance tests described in the Methodology chapter (section 3.2.3) are employed to ensure 

optimal test performance.  

 

 

 

Note: Cumulative abnormal returns calculated employing the market model with local 

benchmarks. 
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Table 5: Descriptive Statistics of the Cumulative Abnormal Returns of All Firm-Events 

4.1.2 Event Study Results 

Table 6 presents the mean cumulative abnormal return of the two event windows and the associated test 

statistics. As discussed in section 3.2.3, the traditional calendar time t-test statistic embodies 

assumptions of normal distribution of return data, and it may hence lead to a less robust test 

specification (Brown & Warner, 1985; Cowan, 1992). Consequently, both the standardized cross-

sectional z-test (BMP), which controls for variance changes in returns around the event, and the 

nonparametric generalized sign z-test, which does not embody assumptions of normality of data 

distributions and is less sensitive to potential outliers, are calculated as well to ensure robustness in 

interpretation of the results presented below (Boehmer et al., 1991; Cowan, 1992). It is evident from 

the results in Table 6 that the mean CAR is negative and statistically significant across both event 

windows and the three test statistics. Consequently, it can be concluded that news reports alleging bank 

misconduct have a statistically significant, negative impact on the stock returns of banks. Hypothesis 1, 

stating that significant negative market reactions are observed around a negative event, is hence 

supported, in line with earlier empirical research identifying significant abnormal returns of firms 

following crises (Schnietz & Epstein, 2005; Cummins et al., 2006; Godfrey et al., 2009).  

 

In line with Figure 2, the event study output Table 6 illustrates that the material part of the market 

reactions occur on the event day, where the mean abnormal return is -1.03% (i.e. the CAR for event 

window [0,0]). As the event window is expanded from only the event day to two days ([0,1]), the mean 

Note: Cumulative abnormal returns are calculated employing the market model with local indices. 

Skewness and kurtosis are calculated using the statistical software R studio. 

 



68 

CAR decreases further to -1.34%. This result supports the proposition from Chapter 3 that it is often 

difficult to establish the exact timing of news reaching the market. The longer event window included 

in this analysis may therefore allow for better capturing the abnormal returns associated with the event 

(Flammer, 2013a; Zeidan, 2013).  

 

Table 6: Mean Cumulative Abnormal Return (CAR) and Test Statistics for the Two Event Windows 

 

 

4.1.3 Robustness of Event Study Results 

To ensure appropriate statistical inferences of the obtained results, additional robustness checks are 

performed. The significance tests of the observed mean CAR across the two event windows is re-

estimated for two additional scenarios to address potential concerns. Firstly, the significance level of 

the mean CAR from the two event windows is re-examined for a sample excluding all observations 

relating to the Russian Laundromat money laundering scandal (RL) to eliminate the concern that results 

are driven by observations relating to this specific scandal (Flammer, 2013a). The Russian Laundromat 

scandal is considered to be one of the world’s largest and most elaborate money laundering schemes 

(OCCRP, 2017), and allegations of firm involvement lead to some of the largest observations of 

abnormal return in the sample. However, the exclusion of these observations does not alter the results; 

the mean CAR remains statistically significant across the two event windows (refer to Appendix 4 for 

statistical values). Secondly, the observations are divided into three subsamples based on scandal type 

(i.e. money laundering events, tax evasion events and sanctions breaches events) to alleviate concerns 

that a specific type of scandal may drive the results. The obtained results illustrate that the mean CAR 

for each subsample is still negative and statistically significant across both event windows, with at least 

Note: Cumulative abnormal returns obtained from the market model applying local indices. 

Stars denote significance at the 0.1% (****), 1% (***), 5% (**), 10% (*) levels. 
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two of the three employed test statistics (refer to Appendix 5 for statistical values). This emphasizes 

that the results obtained for the total sample are also not driven by a specific type of event. 

 

Conclusively, the results obtained from the total sample presented in Table 6 provide support for 

Hypothesis 1, as the mean cumulative abnormal return observed around public news reports of bank 

violations is significantly negative. The results are considered robust to multiple re-specifications  

across both event windows, and are thus used for further analysis in the following regression models.    

4.2 Multiple Regression Analysis  

The aim of the multiple regression analysis (performed using the OLS estimation method) is to answer 

Hypothesis 2-6 regarding the moderating properties of ESG performance on negative abnormal return 

in a corporate scandal. Consequently, the cumulative abnormal return of each firm-event are regressed 

on the four separate ESG scores, while controlling for firm and event characteristics. In line with the 

event study results, the regression model is performed with the CARs from both event windows 

([0,0],[0,1]) as the dependent variable. The regression model which uses CARs from event window 

(0,0) as the dependent variable is defined as Model 1, and the regression model performed with CARs 

from the event window (0,1) is defined as Model 2. Each regression model is regressed separately on 

the four different ESG scores (ESG, E, S, and G), which will be referred to as A-D, e.g. Model 1A refers 

to the regression model regressing CARs from the event window (0,0) on the overall ESG score (ESG). 

Firstly, sample descriptives and model diagnostics are presented ensuring the validity of the regression 

models employed. Next, the output of the regression models is presented and briefly discussed. Finally, 

various robustness checks of the results are presented.  

4.2.1 Descriptives and Model Specification 

The CARs associated with each firm-event are regressed on the variables of interest. In addition to the 

main explanatory variables (ESG scores) included in the model, careful selection of the appropriate 

control variables is performed in order to determine the best possible model fit. As discussed in 

Chapter 3, an original long-list of 18 relevant control variables, constructed based on existing literature 

and bank specific information, is taken into consideration for use in the regression model. Accordingly, 
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each control variable is tested separately and in conjunction with other control variables, excluding the 

main explanatory variables (ESG scores), to build the model with the highest explanatory power of the 

observed CARs. Based on these tests, seven control variables are found to add explanatory value 

through its inclusion in the model. The control variables that lead to the best model fit (measured by the 

adjusted R-squared) varied slightly across the two dependent variables [CARs from event window (0,0) 

and from event window (0,1)]; the inclusion of the dummy variables Money Laundering and Sanctions 

Breaches deteriorates the model fit of Model 2 slightly, but improves the model fit of Model 1. 

However, as the adjustments to the adjusted R-squared are minor, the dummy variables are included in 

both models to facilitate comparability across the two models.  

 

Bank-specific characteristics that are controlled for in the models include the Equity to RWA, Debt to 

Equity, and Liquidity variable. In addition, two control variables (Controversy Score and Multiple 

Scandals) are included to account for the prior history of the bank in terms of ESG controversies and 

previous scandals. Lastly, a variable addressing the severity of the event and dummy variables 

indicating the type of scandal are included. The output of the initial models including only control 

variables is presented in Appendix 7, which allows for comparison with the regression output once the 

ESG scores are introduced as additional explanatory variables (Mio & Fasan, 2012). The majority of 

the 11 control variables excluded from the model are alternative measures of variables already included 

in the model, such as alternative measures of bank riskiness (nine variables measuring different types 

of bank risk are tested and only three are included). Interestingly, neither bank performance (as 

measured by return on average assets) or bank size (as measured by total assets and a SIFI dummy 

variable) improved the explanatory power of the regression model and are thus excluded from the 

model. The use of alternative measures and exclusion of certain control variables is further discussed in 

section 4.2.4 on robustness checks.  Finally, the four ESG-scores are added to the model specifications 

for analysis. 

 

Table 7 presents sample descriptives of the explanatory and control variables ultimately included in the 

model. Data on Liquidity and Equity to RWA is not available for ten of the observations in our sample, 

and as a result the regression models are run with 99 observations. The largest variation in ESG scores 
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is observed in the governance score, with a standard deviation of 19.32. Liquidity ratios are observed to 

be relatively heterogeneous for the sample banks, and notably, so are the debt to equity-ratios.  

 

Table 7: Descriptive Statistics of Regression Model Variables 

 

 

 

4.2.2 Model Diagnostics 

Prior to performing the regression analysis, the validity of the regression models is assessed through 

examining the five Gauss-Markov assumptions, which are prerequisites for the OLS estimators to be 

unbiased (Wooldridge, 2012). The five assumptions are: 1) linearity in parameters, 2) random sampling 

3) no perfect collinearity among the explanatory variables, 4) zero conditional mean of the error term, 

and 5) homoscedasticity of residuals. 

 

Note: * Not included as variables in the models, but intended for illustration purposes. All sample banks 

characteristics are retrieved for the year immediately prior to the incident. All data is from January 2010 

through December 2019. ROAA= Return on average assets. 
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Linearity of the Parameters  

The first key feature in multiple linear regression analysis is that the model is linear in its parameters 

(i.e. the betas or coefficients); in other words, there should be a linear relationship between the 

explanatory variables and the dependent variable (Wooldridge, 2012). To address this assumption and 

the functional form of the model used, R studio is employed to examine the residuals relative to their 

fitted values in all of the regression models (Model 1A to Model 2D). A typical issue when examining 

the residuals of a model relative to its fitted values is a systematic trend of the residuals relative to their 

fitted values, such as a curving pattern of the residuals, which could indicate the need for a non-linear 

model (Wooldridge, 2012). Upon examination of residuals relative to their fitted values in each of the 

regression models in this thesis, it is evident that there is no systematic trend in the way the residuals 

depart from their fitted values as the predicted CARs increase. Hence, there is little indication of a 

nonlinear relationship. Consequently, the OLS assumption of linearity in the model parameters is not 

violated.  

 

Random Sampling 

The second assumption of multiple linear regression is that there is random sampling of the 

observations (Wooldridge, 2012). In order to make inferences based on the model employed about 

banking scandals in general and the potential effect of the banks’ ESG performance on the market 

reactions to these scandals, the sample construction should ensure that a random sample is created. An 

obvious caveat with the sample collection in this thesis is that the authors have not been able to draw 

observations completely randomly from the population of all existing banking scandals (within the 

restraint of them relating to money laundering, tax evasion or sanctions breaches) over the past ten 

years. A bias in the sample created may stem from the methodological approach to sampling, by 

examining news coverage across the past ten years. Although the ultimate goal is to include all possible 

observations of relevant banking events over the past ten years, the observations included may be 

biased towards those that have had greater news coverage. As such, OLS modelling is used, but with 

the awareness that the bias of the parameters estimated may be present towards the type of sample 

ultimately created. This is further discussed in Chapter 5.  
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No Perfect Collinearity 

The assumption of no perfect collinearity states that there must be no exact linear relationships among 

the explanatory variables, and the explanatory variables hence cannot be perfectly correlated. To test 

for multicollinearity between explanatory variables (multicollinearity is present when two or more of 

the explanatory variables are highly correlated) both the variance inflation factor (VIF) values and a 

correlation matrix of the explanatory variables are calculated. The variance inflation factor values, 

estimate the degree to which the variance of an explanatory variable coefficient is distorted due to 

multicollinearity in the model (Wooldridge, 2012). VIF-values hence indicate the severity of 

multicollinearity in a regression model. Scholars often employ a VIF cut-off rate of three, suggesting a 

value higher than three indicates severe multicollinearity in a model (Zeidan, 2013), however 

Woolridge (2012) warns about using cut-off rates for VIFs. Table 8 presents the VIF values of each of 

the explanatory variables included in the regression models. It is evident from the table that the 

variance inflation factor values do not indicate issues of multicollinearity as all VIFs are below 1.81, 

which is well below the common cut-off. Hence, no variables are proposed to be excluded based on 

VIF values. 
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Table 8: VIF Values of Regression Model Variables 

 

 

 

 

Further, a correlation matrix of the explanatory variables included in the regression models is 

constructed using Pearson’s method for calculating correlation coefficients  (Blacconiere & Patten, 

1994; Cheng et al., 2014; Fatemi et al., 2018). A correlation coefficient with an absolute value greater 

than 0.7 may imply that multicollinearity between the two variables is an issue, and as a result 

interpretation and statistical inference of the explanatory variables is distorted (Wooldridge, 2012). 

Table 9 presents the correlation matrix between the explanatory variables of the regression models. 

Note that the four ESG scores are never included in the regression models together, and the particularly 

high correlations between the ESG scores should thus be disregarded. Hence, the table illustrates 

overall a relatively low correlation between the explanatory variables with correlations between 

absolute values of 0 and 0.49, confirming the absence of multicollinearity issues in the regression 

models as indicated by the VIF values. In sum, based on the VIF estimates and the correlation matrix, 

Note: Model A= Includes the overall ESG score as the core explanatory variable; Model B= Includes 

the Environment score as the core explanatory variable; Model C= Includes the Social score as the 

core explanatory variable; Model D= Includes the Governance score as the core explanatory variable 

 



75 

the assumption of no perfect collinearity holds in all the regression models, validating the use and 

statistical inference of OLS estimators. 
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Zero Conditional Mean of the Error Term 

The assumption of zero conditional mean of the error term implies that the error term of the regression 

model must not vary with the values of the explanatory variables (Wooldridge, 2012). This assumption 

can be difficult to satisfy as no factors captured in the error term can be correlated with either the 

dependent or explanatory variables of the regression model. The assumption of zero conditional mean 

of the error term often fails due to omitted variables (Ibid). Omitting a variable that is correlated with 

any of the explanatory variables means that the explanatory variable will be correlated with the error 

term of the regression model and the variable is stated to be endogenous. This violates the zero 

conditional mean assumption and ultimately causes estimators to be biased (Wooldridge, 2012). In 

order to indirectly test for this assumption, one may test for such endogenous explanatory variables by 

employing the use of an instrumental variable. The identification of such instrumental variables can 

prove difficult though, as the variable must be uncorrelated with the error term of the regression 

equation while being correlated with the explanatory variable being tested (Woolridge, 2012). 

However, as multiple regression analysis allows for the inclusion of various explanatory variables, 

omitted variables are less likely to be a problem than in simple regression analysis (Ibid). Further, as an 

extensive amount of control variables have been tested in the regression models of this thesis, and 

many of which are included in the regression models, the likelihood of satisfying the zero conditional 

mean of the error term assumption increases, and the assumption is thus deemed to hold for this study. 

However, potential limitations exist which will be further discussed in Chapter 5. 

 

Homoscedasticity of Residuals 

Finally, the last assumption underlying unbiased estimates of the OLS estimation method concerns 

homoscedasticity of residuals (Wooldridge, 2012). Homoscedasticity implies that residuals have 

constant variance given any value of the explanatory variables (Ibid). As the sample size is relatively 

small, homoscedasticity of the residuals is tested using the studentized Breusch-Pagan test  (Breusch & 

Pagan, 1979; L. C. Wood et al., 2018). A significant p-value of the  Breusch-Pagan test statistic 

indicates that the null hypothesis of homoscedasticity is rejected (Breusch & Pagan, 1979). The 

studentized Breusch-Pagan tests for the regression models are all significant on a 5% significance level, 

indicating the assumption of homoscedasticity is violated and a level of heteroscedasticity exists in the 

models. In order to still enable statistical inferences from the multiple regression models, robust 
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standard errors in the t-statistics are employed (White, 1980; Blacconiere & Patten, 1994; Sassen et al., 

2016; L. C. Wood et al., 2018). Specifically, the heteroskedasticity consistent estimator (HC3) is used 

as it provides robust performance with small samples and influential observations (Kleiber & Zeileis, 

2008; White, 1980). Consequently, all regression models are performed and presented with robust 

estimators.   

 

In sum, it can be concluded that the five Gauss-Markov assumptions hold for the regression models of 

this thesis (Model 1A through Model 2D), and the ordinary least square estimation method is thus 

deemed an appropriate method for testing the hypotheses of this study. The following section will 

hence present the results obtained from the regression models.   

4.2.3 Regression Analysis Results 

4.2.3.1 ESG Regressors 

In Table 10 the regression results are presented for Model 1A-D and in Table 11 the regression results 

are presented for Model 2A-D. From the tables it is evident that there is a significant positive 

relationship between the overall ESG score (ESG) of a bank and its cumulative abnormal returns in 

both regression models. Further, the explanatory power of the models increase when the overall ESG 

score is included as an explanatory variable. Hence, banks with higher overall ESG scores experience 

less negative abnormal returns during reports of misconduct, indicating that banks’ overall ESG 

performance provides insurance-like benefits in the context of corporate scandals. Specifically, when a 

bank’s overall ESG score increases by one unit, the cumulative abnormal returns of the bank during a 

scandal are improved by between 0.04%-0.06%. This provides support for Hypothesis 2. Furthermore, 

the output illustrates a significant positive relationship between the environmental score (E) and the 

cumulative abnormal returns of banks in both Model 1 and Model 2. The explanatory power of both 

models similarly increases when the E variable is included. This indicates that firms’ environmental 

activities similarly exhibit insurance-like properties, supporting Hypothesis 3. The social score (S) of 

firms is positively related to the cumulative abnormal returns of banks from both event windows, also 

suggesting an insurance-like effect of social activities. However, the relationship is only significant in 
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Model 2, though the p-value of the coefficient of the S variable in Model 1 is very close to a 10% 

significance level at 0.1010. Consequently, only partial support is provided for Hypothesis 4.  

 

Furthermore it is evident from Table 10 and 11 that  regression analysis fails to find evidence for a 

similar positive effect of banks’ governance activities, as the relationship between the governance score 

(G) and CARs is insignificant in both regression models, and the inclusion of the variable in the 

regression models decreases the explanatory power of the models. This leads to a rejection of 

Hypothesis 5, stating that firms with higher governance scores experience less severe cumulative 

abnormal returns following corporate scandals. The insignificance of the G variable, and the fact that 

the G variable has the lowest coefficient of the four scores otherwise, suggests that banks’ 

environmental activities lead to superior insurance during corporate scandals than governance 

activities, which is in line with Hypothesis 6a. As the relationship between the social score and CARs 

only is significant in one of the two regression models, partial support is provided for Hypothesis 6b 

stating that banks’ social activities provide superior insurance than governance activities.  

 

It is noteworthy to highlight that the adjusted R2 of Model 1B and Model 2B, which include only the E 

variable, is greater than the adjusted R2 of Model 1A and Model 2A, which include the overall ESG 

score. Additionally, Model 2C (regressing CARs from event window (0,1) on S), has a greater adjusted 

R2 than Model 2A regressing CARs from event window (0,1) on overall ESG scores. This suggests the 

environmental score and potentially the social score may be significant drivers of the positive 

relationship between the overall ESG score and market reactions, and that there exists a degree of noise 

and possible cross correlations when combining the environmental, social and governance scores into a 

univariate ESG score.  
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Table 10: Model 1 Regression Results for Cumulative Abnormal Returns From Event Window (0,0) 

 Note: Upper entry is the coefficient, and the lower entry in brackets is the t-statistic employing robust 

standard errors. The sample consists of 99 firm-specific events. Model A= CARs regressed on aggregate 

ESG (ESG) score; Model B= CARs regressed on Environmental score (E) ; Model C= CARs regressed on 

Social score (S); Model D= CARs regressed on Governance score (G). Stars denote significance at the 0.1% 

(****), 1% (***), 5% (**), 10% (*) levels. 

 



81 

Table 11: Model 2 Regression Results for Cumulative Abnormal Returns From Event Window (0,1)   

 Note: Upper entry is the coefficient, and the lower entry in brackets is the t-statistic employing robust 

standard errors. The sample consists of 99 firm-specific events. Model A= CARs regressed on aggregate 

ESG (ESG) score; Model B= CARs regressed on Environmental score (E) ; Model C= CARs regressed on 

Social score (S); Model D= CARs regressed on Governance score (G). Stars denote significance at the 0.1% 

(****), 1% (***), 5% (**), 10% (*) levels. 
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4.2.3.2 Control Variables 

Assessing the control variables measuring the riskiness of banks, it is clear that lower risk is associated 

with less severe abnormal returns for banks when experiencing corporate scandals. Table 10 and 11 

indicate a significantly positive relationship between banks’ liquidity ratio and cumulative abnormal 

returns in all models. This is supported by the negative yet insignificant relationship between Debt to 

Equity and CARs, and the generally positive though insignificant relationship between Equity to RWA 

and CARs, across the models. Further, the results indicate that a bank experiences more severe stock 

price declines when the bank has previously been involved in similar scandals. This is illustrated in 

Table 10 and 11 by a significant positive relationship between the Controversy Score variable (note the 

higher the score, the lower involvement in ESG controversies) and CARs in Model 1A-B and Model 

2A-B. This trend is further supported by the negative though insignificant coefficient of the Multiple 

Scandals variable in all models, indicating that banks that are included in the sample more than twice 

experience more adverse abnormal returns in the context of a corporate scandal. It is also evident that 

there exists a significant negative relationship between the severity of the event and the cumulative 

abnormal returns across all models. This confirms the expectations of worse market reactions to firm-

specific events with greater severity.   

 

The model output in Table 10 further provides evidence of a significantly negative relationship 

between the Money Laundering dummy variable and CARs in Model 1A-C, while the relationship is 

negative but insignificant in Model 1D and Model 2. This indicates that banks experience more 

negative market reactions to news of involvement in money laundering scandals than to the news of 

involvement in tax evasion scandals (tax evasion being the reference group). Additionally, a negative 

relationship between Sanctions Breaches and the CARs of banks exists in all models while it is 

significant in Model 1C and D. This further suggests that banks’ abnormal returns are more severe in 

scandals related to breaches of economic sanctions than in scandals related to tax evasion. 

 

  



83 

4.2.3.3 Interaction Variables 

Finally, interaction variables between the control variables and the ESG, E, S, and G variables are 

tested, to assess whether specific firm- and event characteristics influence the insurance-like properties 

of ESG performance. The interaction variables between the three risk measures (Equity to RWA, Debt 

to Equity, and Liquidity) and each ESG score, respectively, are insignificant across the two models, 

indicating that the observed insurance-like benefits of overall ESG-, environmental-, and social 

performance does not depend on the risk levels of firms. Similarly, the interaction variables between 

the Multiple Scandals and Controversy Score variables and each ESG score variable are insignificant in 

both models, implying that the risk-reducing effect of ESG performance does not vary with banks’ 

previous involvement in misconduct or regulatory violations either. Lastly, the variable assessing the 

interaction between the severity of the event and each ESG score variable similarly provides 

insignificant results in both models. This implies that the evidenced insurance-like benefits of ESG 

performance is not dependent on event and firm characteristics. 

4.2.4 Robustness of Regression Model Results  

The results of the regression analysis indicate that there is a positive relationship between banks’ 

overall ESG performance, as well as their individual environmental and social performance, and their 

stock price performance in corporate scandals. The validity of these results is examined using various 

robustness checks, with the purpose of examining whether the significant relationship between the 

cumulative abnormal returns and the various ESG performance holds under different modelling 

variations. These robustness checks are performed by using alternative regressors, exclusion of outliers, 

and exclusion of certain sub-samples (Wooldridge, 2012). 
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4.2.6.1 Identification and Exclusion of Potential Influential Observations 

An important part of regression methodology is recognizing the potential influence of outliers on the 

OLS estimates, especially in studies with few observations (Bhagat et al., 1994; MacKinlay, 1997; 

Wooldridge, 2012). An observation is classified as an influential outlier if its exclusion alters the OLS 

estimates of key variables by a large amount (Wooldridge, 2012). As a first step, both potential outliers 

and leverage points are identified; outliers are extreme values of the dependent variable (CARs) and 

leverage points are extreme values of the explanatory or control variables (James, Witten, Hastie, & 

Tibshirani, 2014; Bruce & Bruce, 2017). Observations that deviate significantly from the fitted values 

of predicted CARs are suggested to be potential outliers. The observation points with deviating 

residuals are very similar when examining all regression models of this thesis, with only a few 

differences. Further examination of the standardized residuals3 highlight four distinct outliers with 

respect to the dependent variable (cumulative abnormal returns), with standardized residuals of 

approximately three4 (James et al., 2014). Three of these firm-events involve Scandinavian banks 

implicated in the Russian Laundromat scheme, with the fourth being a Dutch bank implicated in the 

same scheme. Additionally, the leverage of all observations is examined. One observation exhibits high 

leverage, at approximately 0.27 relative to a rough cut-off at 0.215 (following Bruce & Bruce, 2017). 

Examining this observation more closely, it is evident that the observation pertains to the Swiss bank 

Julius Baer, which despite its relatively high magnitude of negative CAR has a markedly lower debt to 

equity-ratio, liquidity ratio and equity to risk-weighted assets-ratio than other observations. In order to 

determine the influence of these five observations on the results of the regression analysis, Cook’s 

distance is calculated for the five observations and compared to a cut-off of 0.0446, above which 

observations are considered influential (Cook, 1977). From examining the Cook’s distance, all five 

observations are considered influential. Thus, it seems that four of these observations may be 

influential due to their significantly negative CARs, while the leveraged observation may be influential 

due to its predictor variables.  

 
3 Residual divided by its estimated standard error 

4  Absolute value 

5  Leverage cut-off is calculated using the following formula: Cut-off = 2(p+1)/n, where p is the number of predictor values, 

i.e. 8, n=number of observations, i.e. 99 (Bruce & Bruce, 2017) 

6 Cook’s distance cut-off is calculated using the following formula: Cook’s distance cut-off = 4/(n-p-1), where where p is 

the number of predictor values, i.e. 8, n=number of observations, i.e. 99 (Bruce & Bruce, 2017) 
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Having identified the potentially influential outliers, the robustness of the results is examined, by 

running the regression models without the five observations. Though the adjusted R-squared declines, 

the results of the output from all models are in line with the output reported in Table 10 and 11 in terms 

of the core regressors (ESG, E, S and G), with the exception of a reduced significance level to 10% for 

the coefficient on E in Model 2B. Hence, the results are deemed robust to the exclusion of outliers.  

4.2.6.2 Alternative Regressors  

In addition to testing the robustness of the model to influential outliers, alternative specifications of the 

models are created to assess any impact on the results from varying the control variables employed. 

First, the robustness of the results are checked through the inclusion of additional variables 

(Blacconiere & Patten, 1994; Ricci, 2015). In the original model specifications, firm size and firm 

performance are not included as control variables, as the inclusion of the variables reduces the adjusted 

R-squared of the model specification. However, examining the correlation between bank size (as 

measured by total assets) and the various ESG score variables indicates a relatively large correlation 

(0.53), and it is a commonly used control variable in similar studies (Zeidan, 2013; Chang et al., 2014; 

Godfrey et al., 2009; Li, Gong, Zhang, & Koh, 2018; L. C. Wood et al., 2018). As a result, Total Assets 

is included in both models as a robustness check. The results indicate that including a firm size variable 

does not alter the significance level of any of the ESG score variables in Model 1, and in Model 2 the 

significance level of ESG and E is reduced to a 10% level, while S is still significant at the 5% level 

(refer to Appendix 8 and Appendix 9 for the statistical output). Overall, though, the findings of positive 

effects of various ESG performance remain robust to the inclusion of the Total Assets variable. The 

robustness of the results are also checked by including the dummy variable SIFI to control for any 

potential variation in investor reactions deriving from the SIFI classification. The SIFI dummy variable 

takes the value 1 if the bank is on the Financial Stability Board (FSB)’s list over global systemically 

important banks (G-SIB) the year prior to the scandal (Abreu & Gulamhussen, 2013; Bongini et al., 

2015; Hu, 2017; FSB, 2019). The inclusion of the variable has no significant effect on the core 

regressors nor on the explanatory power of the regression models. Hence overall, the mitigating effect 

of ESG performance on negative CARs in corporate scandals is assessed to be robust to the inclusion 

of different firm size variables. 
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Finally, the results of the model are assessed with the inclusion of a firm performance variable, 

specifically the return on average assets (ROAA) variable. ROAA is included as it is considered one of 

the most recognized measures of financial performance in the banking industry, and it can be expected 

that market reactions to negative news concerning banks with a relatively weaker performance may be 

more severe than for banks with relatively strong performance ( Bhagat et al., 1994; Simpson & 

Kohers, 2002; Palmrose et al., 2004; Önder & Özyildirim, 2008; Abreu & Gulamhussen, 2013; Ricci, 

2015; Sassen et al., 2016). However, the inclusion of the performance variable, does not alter any of the 

significance levels of the explanatory variables assessed.  

 

Further, the sensitivity of the core regressors is tested by running the models with alternative measures 

of the existing control variables (Bhagat et al., 1994; Blacconiere & Patten, 1994). This is performed by 

using different solvency risk measures such as total capital ratio, tier 1 ratio, TCE ratio and equity to 

total assets ratio instead of the Equity to RWA variable, and a variable measuring liquid assets to total 

assets as opposed to liquid assets to deposits and short-term funding. Running the regression with the 

alternative measures lead to no significant alterations of the obtained results. Specifically, the 

significance level of S is reduced to a 10% when using the above alternative measures of solvency and 

liquidity in Model 2, otherwise, the significance level of ESG and E remain significant in all models at 

the same levels as with the original model specification. 

 

Due to time constraints, the robustness of the results are not tested with alternative measures of ESG 

ratings. Given greater time and resources, it would be preferential to similarly check the sensitivity of 

the results to the ESG measure utilized, by using alternative measures of ESG performance and ratings 

(Chang et al., 2014). This constraint and its implications are further discussed in Chapter 5 under 

limitations of the thesis.  

4.2.6.3 Exclusion of Systemic Events 

To attenuate the concern that observations belonging to a single large scandal drive the results of the 

regression analysis, the regression models are performed on samples excluding specific observations 

(Flammer, 2013a). In coherence with the robustness checks of the event study results, the regression 

model is re-run without observations related to the Russian Laundromat money laundering scandal, 
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resulting in nine observations being excluded. Conducting the regression model on the sample 

excluding RL observations does not significantly alter the regression coefficients of the core variables, 

with only slight modifications to significance levels: ESG is reduced to a significance level of 10% for 

both Model 1 and 2, and the significance level of S is reduced to 10% significance level in Model 2, 

while the significance of E is unchanged. It should be noted though, that the explanatory power of the 

models improves significantly when excluding these observations (see Appendix 10 and 11 for 

statistical outputs). However, overall it is concluded that results related to the effect of ESG 

performance are not driven by the Russian laundromat money laundering scandal.  

4.2.6.4 Conclusion of Robustness Tests 

The findings of a significant positive correlation between banks’ overall ESG-, environmental- and 

social performance and the negative abnormal return observed during corporate scandals is overall 

robust across multiple robustness checks. Excluding potential influential outliers, adding and replacing 

control variables, and removing observations tied to the Russian Laundromat scandal does not alter the 

key interpretations of the findings. The main takeaway from the robustness tests is that the significance 

of social performance is the least robust across variations in model specifications; the significance level 

of the S variable at 5% observed in Model 2C is reduced when controlling for SIFI-classifications, 

when using alternative measures of solvency and liquidity risk, and when excluding the Russian 

Laundromat-observations. The potential explanation for this, as well as any possibility of reverse 

causality or endogeneity in the regression models, is discussed Chapter 5.  

4.3 Conclusion of Analysis Results 

To summarize the results of the empirical analysis, it is first of all evident that banks experience 

significant negative returns in the specific types of corporate scandals studied. Secondly, it is clear that 

these negative returns are moderated in the presence of strong overall ESG performance, as well as 

individual environmental and social performance metrics. In contrast, governance performance is not 

found to provide any insurance-like benefits in corporate scandals. The results obtained from the event 

study and from the multiple regression models are deemed robust, as several robustness checks are 

performed without altering the results significantly. The implications of the obtained results are 

discussed next.  
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In sum, the following can be concluded concerning the outlined hypotheses: 

 

1. Hypothesis 1 is supported as the output of the event study exhibits significantly negative 

cumulative abnormal returns in the days surrounding news reports of banks’ involvement in 

corporate scandals. Corporate scandals hence have a negative impact on the firm value of 

banks. 

2. Hypothesis 2 is supported as there is a significant positive relationship between CARs from 

both event windows and the overall ESG score of banks, indicating that ESG performance 

provides insurance-like benefits in corporate scandals. 

3. Hypothesis 3 is supported. There is a significant positive relationship between CARs from both 

event windows and the environmental score of banks, suggesting environmental performance 

also exhibits insurance-like properties in firm-specific scandals.  

4. Hypothesis 4 is partly supported. The social score is positively correlated with the CARs, 

however the relationship is only significant in the model applying day zero abnormal returns 

(Model 1). 

5. Hypothesis 5 is rejected. The relationship between the governance score and CARs from both 

event windows is insignificant, indicating that governance performance does not exhibit 

insurance-like properties for market value in corporate scandals.  

6. Hypothesis 6a is supported. Environmental performance leads to insurance-like benefits, while 

governance activities do not (see above hypotheses). This indicates that environmental 

performance is more effective in protecting the market value of firms in corporate scandals than 

governance performance.  

7. Hypothesis 6b is partly supported. In the regression model applying two day CARs (Model 2) 

the social score is seen to provide insurance-like benefits, while the governance score does not, 

indicating that social performance is more effective in protecting market value in corporate 

scandals. However, when the regression model applies day zero CARs (Model 1) the effect of 

both the social and governance score is insignificant.   
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CHAPTER 5: DISCUSSION OF FINDINGS 

The findings presented in Chapter 4 are discussed in light of the initial hypotheses, existing empirical 

literature, and appropriate theoretical frameworks. Firstly, a discussion of the observed significant 

negative market reactions to corporate scandals is discussed. Next, a discussion of the observed 

positive relationship between overall ESG performance and market reactions following news of firms’ 

involvement in corporate scandals is presented, before discussing the findings related to the individual 

ESG pillars. Lastly, the findings are reviewed in light of any methodological limitations of the research 

design.  

5.1 Firm Value Loss In Corporate Scandals 

First of all, the event study results indicate that the mean cumulative abnormal return across the sample 

of firm-events is negative and significantly different from zero. In other words, the stock return 

observed as a result of the first news reports on bank misconduct can be concluded to be significantly 

more negative than what would otherwise be expected. This finding provides support for Hypothesis 1, 

that banks experience a significant decline in market value in the face of a corporate scandal. The 

results are consistent with existing literature finding that misconduct leads to a significant market value 

loss, both across industries (Flammer, 2013a; Godfrey et al., 2009; Lundgren & Olsson, 2009; Mio & 

Fasan, 2012; Schnietz & Epstein, 2005) and in the banking sector specifically (Karpoff et al., 1999; 

Zeidan, 2013). Conclusively, it is a material finding in itself that the market reacts significantly to news 

of regulatory violations relating to money laundering, assisted tax evasion, and compliance of 

economic sanctions, leading to an observed firm value loss in the days around the corporate scandal.  

 

The loss in firm value following such news reports can be explained by the market’s revised 

assessments of the banks’ expected cash flow (both in terms of future costs and loss of revenue) and 

cost of capital. Firstly, the market reaction may reflect the scandal’s expected effect on the operating 

performance of the banks, as a result of direct costs from expected regulatory penalties such as cease-

and-desist orders for certain practices or regulatory fines (Zeidan, 2013). The direct costs associated 

with violations of laws concerning money laundering, tax evasion and economic sanctions can be 

severe; for example, BNP Paribas paid a 8.9 BUSD settlement for breaching US sanctions laws in 
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2015, Danske Bank was ordered to close their Baltic branch by Estonian regulators following the 

Russian Laundromat revelations (Virki & Gronholt-Pedersen, 2019), and Swedbank was recently 

issued a record 386 MUSD fine for deficiencies in anti-money laundering processes and withholding 

information in the subsequent investigation (Fulton, Ahlander, & Johnson, 2020). However, the 

observed firm value loss may have exceeded the value of such expected direct costs (Karpoff et al., 

1999; Zeidan, 2013). As argued in Chapter 2, another source of cash flow uncertainty arising out of 

these types of scandals is the increased risk of future costs associated with stakeholders exercising 

implicit claims or pursuing resource withholding strategies to induce certain firm behavior. Such 

actions may affect the banks directly through sanctions such as boycotts, or indirectly by placing 

increasing pressure on stakeholders with explicit claims, for example, through calls for increased 

regulation (McGuire et al., 1988; Orlitzky & Benjamin, 2001; Oikonomou et al., 2012; Sassen et al., 

2016; Giese et al., 2019). As a result, the market may also have incorporated the expectations of  

indirect costs associated with more stringent regulation, increased stakeholder pressure to improve 

internal control mechanisms, and a loss of customers or other business relations as a result of the 

reputational damage incurred. This is where the potentially moderating impact of previous ESG 

management becomes especially important, as will be discussed later on. 

 

In addition to the market reactions to the expected cash flow effects of the scandal, the news of 

misconduct may have induced principled investors to sell the bank stocks. As an example, analysts 

anticipated that ESG principled investors would sell Danske Bank stocks following their highly 

publicized money laundering scandal (Bitsch, 2018). This could also impact market expectations 

regarding the ease with which the banks would be able to raise capital in the future, potentially 

affecting their cost of capital. Bonini and Boraschi (2010) find that corporate scandals lead to increased 

constraints on raising capital for firms (Bonini & Boraschi, 2010), and a lower investor base may lead 

to higher cost of capital for firms as the investor opportunities for diversifying the risk is reduced 

(Ghoul, Guedhami, Kwok, & Mishra, 2011). Consequently, the firm value loss may also reflect an 

increase in the banks’ cost of capital following corporate scandals. In conclusion, the support found in 

this thesis of Hypothesis 1 is in line with empirical findings on the severe effects of bank misconduct 

on their market value, and the observed negative abnormal return may have reflected both direct and 

indirect effects on banks’ expected cash flow as well on their cost of capital.  
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5.2 The Insurance-Like Effect of Overall ESG Performance 

Building on the discussion on the observed market loss, this thesis further finds support for Hypothesis 

2, which states that engaging in ESG activities provides insurance-like protection against market value 

loss in such incidents. This is evidenced by the regression output, which illustrates a significantly 

positive relationship between banks’ overall ESG performance and the cumulative abnormal returns 

(CAR) observed during a corporate scandal. Hence, although there is a statistically significant market 

loss as represented by the cross-sectional mean CAR of the sample, there are clear indications that 

some of the variation in CARs across the observations is explained by the different levels of prior ESG 

performance among banks included in the sample. This finding is in line with the majority of literature 

within the risk management view of CSP, and reaffirms earlier empirical findings on the shareholder 

value-loss mitigating properties of CSP in firm-specific negative events (Godfrey et al., 2009; Chang et 

al., 2014). The results further complement existing literature by extending this to a sample of European 

banks experiencing specific types of corporate scandals. Most studies frame these findings in the 

context of the stakeholder theory, the resource-based view, and moral capital, highlighting that ESG 

mitigates stakeholder sanctions. However, such theoretical explanations are insufficient in clearly 

identifying the link between the effect of ESG and revised market assessment of corporate equity value 

that ultimately lead to the observed negative return of the firms’ stock prices during a scandal. As 

Godfrey et al. (2009) note, the paper does not attempt to differentiate the effect of CSR on the ultimate 

drivers of a loss in shareholder value, but rather focus on the role of CSR in reducing the aggregate 

shareholder value loss. Given the methodological assumption that stock prices adjust to incorporate 

new information (Fama, 1970), it is of interest to frame the findings by discussing how banks’ ESG 

activities, through these theoretical perspectives, may have impacted the revised views on bank 

riskiness and future cash flows. Following the transmission channels presented by Giese et al. (2019), 

the idea is that banks’ ESG performance may have influenced the revised market assessment of equity 

value during the scandal, by influencing expectations of cash flows and their riskiness, as well as the 

banks’ cost of equity (Ghoul et al., 2011; Giese et al., 2019; Gregory et al., 2014).  

 

Starting with the expected cash flow effects of the scandals, it is of interest to discuss the extent to 

which ESG performance may have reduced the increase in perceived riskiness of future cash flows 
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(Amel-Zadeh & Serafeim, 2018; MacArthur et al., 2020). As elaborated on above, several stakeholder 

sanctions may be expected following a highly publicized scandal. However, banks devoting resources 

to ESG may have enhanced their legitimacy, generated moral capital and created real option 

opportunities that would enable them to call upon goodwill among these stakeholders following the 

corporate scandals, and thus to a certain degree alleviate the expected costly stakeholder sanctions 

(Godfrey, 2005; Husted, 2005; Godfrey et al., 2009; Mio & Fasan, 2012; Aouadi & Marsat, 2018).  For 

example, it could be the case that the market expected fewer customer backlashes for those banks that 

were performing well on ESG measures. Following a corporate scandal it may be expected that 

customers will exercise implicit claims on banks to, for example, improve AML-controls by boycotting 

banks with weak performance in this area. However, ESG practices have been found to improve 

customer relations and reduce the elasticity of demand, indicating that banks with high ESG 

performance may have been able to more effectively manage the increases in implicit claims (Luo & 

Bhattacharya, 2006).  

 

Another important point is that banks that are already well-invested in sustainable practices may have 

mitigated the market expectation of increased compliance costs as a result of the incident, in a sector 

that is already expressing concerns about the burdens of staying compliant (Alixa, 2018; Blacconiere & 

Patten, 1994; Cummins et al., 2006). If highly publicized reports of misconduct are expected to lead to 

societal pressure for stricter regulatory oversight, it should favor banks that already have in place 

practices that exceed legal requirements relative to those that are simply meeting minimum 

requirements (Schnietz & Epstein, 2005).  

 

Hence, one potential explanation for the observed association between better ESG performance and 

less negative abnormal return is that the market expects less severe stakeholder sanctions for those 

banks with a history of strong ESG performance. ESG performance thus arguably provided banks with 

a unique resource through strong stakeholder relations which enhanced firm value in the face of the 

scandal. This ultimately dampened the increase in cash flow risk following the incident for banks with 

strong overall ESG performance, as opposed to firms who did not have strong ESG performance.  
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There is also an argument to be made that banks who perform better on ESG metrics are expected to 

experience less of an impact on their cost of capital following a scandal (Ghoul et al., 2011). Though 

studies on the link between CSP and risk mainly focus on the reduction in firm-specific risk as 

discussed above, an increasing number of papers investigate the interaction between ESG and firms’ 

cost of capital, arguing that idiosyncratic risk matters for the cost of capital pricing (Ghoul et al., 2011; 

Gregory et al., 2014). Firms that invest in ESG and focus on managing important stakeholder 

relationships are suggested by scholars to in general have better access to capital markets and can more 

easily attract external financing through stock markets (Ghoul et al., 2011; Mchavi & Ngwakwe, 2017). 

It can thus be argued that ESG performance and the entailing stakeholder relationships could 

potentially help mitigate the constraints on equity markets in the midst of a corporate scandal. 

Naturally, the market assessments relating to the firm risk and cost of capital of the banks during the 

corporate scandal cannot be observed directly, but it is nonetheless useful to frame the theoretical 

underpinnings and observed results in a market valuation framework to improve the understanding of 

the mechanisms at play. 

5.3 The Insurance-Like Effect of the Individual Pillars: Environmental, 

Social and Governance   

In addition to the implied effect of the overall ESG score of the banks, the results concerning the 

individual ESG scores provide interesting insights. In line with Hypothesis 3 and 4, both the 

environmental and social rating are found to have a significant positive effect on abnormal return, 

indicating that banks that perform better on environmental and social measures experience lower 

immediate negative stock market reactions as a result of corporate scandals. Though the findings 

concerning social performance are less robust (the relationship is only significant in Model 2) the 

overall results are consistent with empirical literature which finds that environmental and social 

practices enhance overall financial performance in the long run (Miles & Covin, 2000; Konar & Cohen, 

2001; Edmans, 2011; Mǎnescu, 2011; Jo et al., 2015; Fatemi et al., 2018), and in times of crisis-like 

situations (Blacconiere & Patten, 1994; Lundgren & Olsson, 2009; Flammer, 2013). Further, 

environmental disclosure has in literature been found to be of the greatest importance of the three ESG 

factors in determining firm performance in banks in the long run (Buallay, 2019). Quite surprisingly, 
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though, there is no indication of a significant relationship between governance performance and the 

magnitude of market reactions to corporate scandals. Accordingly, though Hypothesis 6 is fully and 

partially supported (i.e. that the environmental and social performance has a stronger impact on market 

reactions than the governance performance), this thesis finds no support for Hypothesis 5 (i.e. that the 

governance performance has a positive impact on market reactions).  

5.3.1 The Environmental and Social Pillars 

There are multiple possible rationales for the observed differences in the insurance-like effect across 

the individual ratings. First of all, environmental and social initiatives undertaken by the banks may be 

more effective in generating moral capital because such initiatives address secondary stakeholders such 

as society at large, with less urgency and power to affect the firm’s bottom line negatively, increasing 

the chance that such actions are perceived as altruistic behavior (Chang et al., 2014; Clarkson, 1995; 

Godfrey et al., 2009). The environmental score assesses measures for the benefit of such stakeholders, 

and the social rating is partially based on initiatives that benefit secondary stakeholders, like the 

community. Corporate governance measures, on the other hand, are primarily aimed at primary 

stakeholders and emphasize maximizing shareholder value and contractual relations (Alpaslan et al., 

2009). Thus, prior environmental and social performance of banks may to a larger degree have 

alleviated stakeholder sanctions following misconduct than governance activities because they to a 

larger degree signal the good intentions of the firm. From a practical point of view, the importance of 

addressing these secondary stakeholders in the banking sector is increasingly evident as both investors 

and consumers increasingly assess banks' societal concern particularly with regards to the climate, 

through lending and investment activities (MacArthur et al., 2020; Wilkins, 2019).  

 

Secondly, the observed importance of environmental and social initiatives could be grounded in the 

fact that banks are able to more visibly communicate environmental and social initiatives relative to 

governance policies, and that these two pillars therefore provide more informational value for 

stakeholders to base their reactions on (Orlitzky & Benjamin, 2001). Indeed, the engagement among 

banks in environmental initiatives is becoming increasingly noticeable, as evidenced by the greater 

adoption of and reporting on green initiatives such as the GHG Protocol, Principles for Responsible 

Banking, and the Carbon Disclosure Project (El Alfy & Weber, 2019). Further, Refinitiv’s computation 
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of the environmental score for the banking sector places the most weight on Environmental Innovation 

(covering Environmental Product Innovation and Green Revenue), which entails highly visible actions 

such as marketing of products and initiatives like green bonds, sustainable funds, and allocation of 

capital to green assets (Refinitiv, 2020; Robins & McDaniels, 2016). In regards to the social initiatives, 

banks are increasingly involved in noticeable measures aimed at contributing positively to society, such 

as through social impact banking (Britton, 2017) and through a focus on material issues such as human 

rights in lending and investing activities (Jaeger, 2020). Thus, the environmental and social initiatives 

undertaken by the banks may be more effective in alleviating the market’s risk assessment of 

stakeholder reactions following a corporate scandal than less visible signals (such as internal social and 

governance policies).  

 

All in all, initiatives aimed mainly at secondary stakeholders, such as environmental and social banking 

initiatives, may be more effective in generating the moral capital that can reduce costly stakeholder 

sanctions following allegations of bank misconduct. Hence, these activities may be more effective in 

reducing the uncertainty regarding future cash flow that may arise from the regulatory, consumer and 

community responses to these types of scandals, and as such mitigate negative market reactions in the 

form of the observed negative abnormal return. In line with the argumentation above, such initiatives 

that lower any increases in idiosyncratic risk around the event or reduce the chance of ESG-principled 

investors abandoning the stock may also have an effect on the expected increases in cost of capital. 

Hence, this indicates that when facing scandals, the stocks of environmentally and socially responsible 

banks are less volatile.  

5.3.1.1 Lower Robustness of the Insurance-Like Properties of the Social Pillar  

As the output of Table 10 and 11 indicate, the social performance variable only exhibits a significant 

positive relationship with CARs across a two-day event window, though the p-value is very close to 

significance at a 10% level in Model 1C (applying CARs from event window (0,0) as the dependent 

variable). Arguably, then, this thesis only finds partial support for Hypothesis 4 concerning the effect of 

the social pillar on market reactions in corporate scandals. One potential reason for the lack of support 

when examining abnormal returns on the event day is the imperfect assumptions of efficient capital 

markets (Shiller, 1981). The assumption that the market immediately and accurately estimate the 
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financial costs of the scandal may not hold, and as such, the lack of robustness across the shorter event 

window could be explained by the fact that it takes time for the market to incorporate the potential 

mitigating effect of social activities on the backlashes from the scandals. However, this delayed effect 

is not observed with the environmental performance. 

 

Further, it may indicate that the insurance-like protection of social activities is less robust overall than 

the benefits arising from banks’ environmental activities. Assessing the construct of the social score in 

light of stakeholder theory, it is clear that the social rating methodology for the banking sector places 

the most weight on activities aimed at primary stakeholders; the Workforce and Product Responsibility 

categories, which focus on a bank’s effectiveness towards its employees and customers (i.e. primary 

stakeholders), constitute 60% of the social score, whereas only the remaining 40% of the social score 

relates to the bank’s community engagement and focus on human rights (Refinitiv, 2020). As 

discussed, activities aimed at primary stakeholders are argued from a theoretical viewpoint to be less 

effective in generating moral capital leading up to the scandal, potentially limiting the ability of prior 

social engagement to mitigate stakeholder sanctions in scandals and hence to provide insurance-like 

protection (Clarkson, 1995; Godfrey et al., 2009; Chang et al., 2014). This argumentation is empirically 

supported by Manescu (2011) who finds that only the community construct of the ESG factors are 

significantly and positively related to risk-adjusted stock return in the US. Additionally, the activities 

towards employees and consumers arguably are less visible to the society than activities captured in the 

environmental score, ultimately also hampering the risk-reducing effects of the social activities 

(Orlitzky & Benjamin, 2001).  

 

Another potential explanation for why the weaker robustness of the social pillar may be that some of 

the activities measured in the social score are simply perceived as a socially shared way of working 

today. From the perspective of the moral capital theory, the Human Rights measure is aimed at 

secondary stakeholders, and it should therefore be useful in moderating negative stakeholder 

assessments and reactions (Chang et al., 2014; Godfrey et al., 2009). However, from the perspective of 

institutional theory and isomorphic pressures, it can be argued that respecting human rights is today 

perceived as a socially shared way of working in the European banking industry (North, 1990; Trevino, 

Thomas, & Cullen, 2008). Consequently, firms that do not respect human rights may be punished by 
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society, but respecting human rights will not generate moral capital, as it is simply viewed as a socially 

shared norm.  

5.3.1.2 Methodological Limitations of the Findings on the Environmental and Social Performance 

 

Given the above discussion, it could be questioned whether the environmental score is the main driver 

of the observed effect of aggregate ESG performance. As further evidence, using only the 

environmental score as the core explanatory variable of CARs yields a better model fit than all other 

models, including the model with the overall ESG score variable. However, in interpreting the findings, 

it is important to acknowledge that clearly distinguishing social and environmental activities may at 

times prove challenging, and that in this sample, banks that perform well on environmental metrics 

often also perform well on social metrics. Statistically, this can be observed in the significant 

correlation between the E and S variables (see the correlation matrix in Table 9), which is considerably 

higher than the correlation between either of these variables and the governance score variable. Further, 

a high performance within some areas of environmental engagement may often lead to a high 

performance in the social category, and vice versa; this is also evident as some measurements of the 

social score and environmental score may overlap. For example, Refinitiv’s Environmental pillar 

covers Emissions, Waste, and Biodiversity Management factors that all should contribute positively to 

the community as a whole, which is covered by the Community category under the Social pillar. 

Overall, then, it may be difficult to clearly differentiate between the targeted effects of social and 

environmental activities in terms of where banks would get the most out of their investments in ESG. 

The two variables may therefore be endogenous when only one of the variables is included in the 

model; hence, there may be some positive effects of the social score that is captured through the 

environmental score, improving the perceived effect of the environmental performance on mitigating 

market reactions beyond its true effect on its own. Consequently, it is important to note that though the 

strongest evidence is found concerning environmental performance, both environmental and social 

performance are observed to exhibit insurance-like properties in corporate scandals in the banking 

industry, and may thus both be significant drivers of the observed insurance-like effect of the overall 

ESG score.   
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Further, in discussing the main findings of this thesis, the formulation of the hypotheses and the 

analytical models assume that better ESG performance causes better financial performance during 

corporate scandals. However, interpretation of the findings should be made with awareness that the 

observed positive relationships may be driven by unobserved or omitted firm characteristics that may 

be correlated with ESG performance variables but are not accounted for in the employed regression 

models (Ali Soytas, Denizel, & Durak Usar, 2019). For example, firm-specific characteristics like size 

or culture may be correlated with ESG performance as banks of a considerable size or with a certain 

culture are likely to adopt environmental and social policies. At the same time, these same 

characteristics may be (at least partially) driving the superior performance of the banks in corporate 

scandals. For example, large banks may create a sense of safety among market participants as they have 

considerably more resources available to handle negative events and weather potential fines (Ali Soytas 

et al., 2019; Cummins et al., 2006; Garcia-Castro, Ariño, & Canela, 2010). Though the findings on the 

overall ESG, environmental and social pillars are robust to the inclusion of multiple variables 

controlling for observable firm-effects such as bank size, it is possible that other unobservable variables 

or variables not captured in the models partially drive the observed correlation between ESG 

performance and firm value in negative events. Further, under the framework of the Quality of 

Management-hypothesis, which proposes that firms with high levels of ESG are also perceived to have 

competent management (Waddock & Graves, 1997), it could be argued that ESG simply functions as a 

signal to the market about the banks’ quality of management. Under this line of argument, ESG 

investments in themselves have no inherent value and may not have any effects on expected 

stakeholder actions following a crisis, but simply act as a signal to the market on the quality of 

management and their ability to manage the bank through the scandal (Godfrey et al., 2009). This 

would imply that there could be other, less costly ways of investing the bank’s resources to signal 

quality of management that does not entail environmental and social initiatives.  

 

In addition to the potential issue of unobserved characteristics, reverse causality should also be 

considered. As Simpson and Kohers (2002) point out, the chosen methodological approach does not 

clearly show whether ESG leads to enhanced firm performance or firm performance leads to higher 

ESG performance. The latter relationship could be explained if the best-performing banks are simply 

the ones with the greatest incentive to invest in ESG measures (Benabou & Tirole, 2010), or through 
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the slack resource-theory. The slack resource theory suggests that firms that experience superior 

financial returns have more available resources to invest in socially responsible projects that would not 

otherwise meet the capital budgeting criteria (Miles & Covin, 2000; Waddock & Graves, 1997). Hence, 

another possibility of the observed positive relationship is that banks that generally perform better, as 

reflected in lower stock price volatility (also in corporate scandals), can afford to invest more in 

environmental and social initiatives. Likewise, the possibility of a comparative advantage bias in the 

results should be considered as well (Ali Soytas et al., 2019). This may arise if there is heterogeneity at 

the firm levels which leads to a case where banks that have much to gain (in terms of insurance) from 

environmental and social activities invest considerable resources in such activities, while those banks 

that know that the returns to investing in the same initiatives are low, do not. Hence, the results on the 

insurance-like effect of investing in ESG may be biased upwards (ibid). Consequently, the findings 

imply that investing in ESG is universally a good investment, however in reality, the results may be 

biased by the fact that ESG is a valuable investment for the banks that a priori knew that the returns to 

the investment would be considerable in dampening market reactions. The banks that considered the 

return on ESG-investment to be low, may not have seen the same insurance-effect during the crisis 

even if they had they improved their ESG performance.  

5.3.2 The Governance Pillar 

The governance score is the only ESG pillar that exhibits a positive but insignificant relationship with 

the abnormal returns of banks during corporate scandals. This suggests that engaging in governance 

activities does not provide insurance-like benefits for banks in these types of corporate scandals, even 

though governance activities in banks can be argued to benefit society at large through contributing to a 

well-functioning financial system (see Governance Performance under section 2.3.3.4). Consequently, 

no support is provided for Hypothesis 5. As with the discussion on the environmental and social pillars, 

possible explanations for this unexpected result may be found in assessing the construct of the 

governance pillar in relation to stakeholder theory. The governance score measures activities mainly 

aimed at maintaining the shareholder value of the banks, i.e. measuring actions performed to take care 

of banks’ primary stakeholders. Consequently, it can be argued that even though good corporate 

governance in banks may in the end benefit society at large, these benefits are too weak to enable the 

creation of moral capital (Chang et al., 2014; Godfrey et al., 2009). Moreover, good governance 
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practices are arguably less transparent and visible to society due to their complex nature and internal 

focus, potentially hindering the ability of the activities to provide insurance-like benefits in corporate 

scandals (Orlitzky & Benjamin, 2001).  

 

Further, though a positive relationship between bank performance and corporate governance is found in 

normal conditions (Andres & Vallelado, 2008; Caprio et al., 2007; Cornett et al., 2009), Peni and 

Vähämaa’s (2011) findings suggest that this relationship does not hold in crises-like conditions. This 

may be explained by the fact that the observed positive relationship between bank performance and 

corporate governance in normal conditions is argued to be caused by higher levels of risk taking when 

corporate governance is strong (Pathan, 2009; Fortin, Goldberg, & Roth, 2010). Pathan (2009) explains 

that strong corporate governance in banks (which reflects better representation of shareholders’ 

interest) induces greater risk taking, as bank shareholders have incentives to prefer more risk as a 

consequence of explicit and implicit government guarantees covering certain bank liabilities. In this 

case strong governance may hence lead to a negative effect in the contexts of scandals, as banks that 

are perceived to have higher risk perform worse when faced with adverse events (Önder & Özyildirim, 

2008; Peni & Vähämaa, 2011). Conclusively, governance activities may hence not be able to reduce the 

increased idiosyncratic risk of a bank following a corporate scandal. This result is noteworthy, as 

strong governance generally signals well-functioning protection of shareholders’ interest (Pathan, 

2009). 

5.3.2.1 Methodological Limitations of the Findings on Governance Performance 

 

When interpreting this finding of an insignificant relationship between banks’ governance activities and 

its stock performance during corporate scandals, however, it is important to note potential limitations 

concerning the method employed to capture the governance effect. The largest limitation of this study 

concerns that any potential mitigating effect of governance activities is measured immediately 

following the event and does not take into account any long-term relationships. Empirical evidence 

from the financial crisis of 2008 indicates that though strong corporate governance exhibited a negative 

relationship with stock market valuations of banks during the crisis, banks with strong corporate 

governance experienced significantly higher stock returns in the aftermath of the crisis (Peni & 
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Vähämaa, 2011). This indicates that strong governance performance may indeed be able to provide 

risk-reducing effects in the long run following negative events, but that these effects are not captured in 

this study as the short-horizon event study methodology is applied. Consequently, in order to most 

effectively assess the insurance-like effect of corporate governance on firm value following negative 

events a more long term method should also be utilized. 

 

Another limitation of the methodology of this study concerns the lagged values of governance scores. 

This study utilizes banks’ governance scores lagged by one year prior to the incident, as a proxy for 

banks’ governance strength during the corporate scandal (following Godfrey et al., 2009). However, 

other literature has suggested that corporate governance structures change more slowly, and that the 

impact of governance performance may therefore be observed with a larger time lag (Black, Jang, & 

Kim, 2006; Cremers & Ferrell, 2010). Consequently, the insignificance of the governance activities 

may also be caused by not applying the appropriate time-lag for the governance scores in the regression 

model analysis. 

 

Finally, an argument can be made that good corporate governance in banks ultimately allow for proper 

environmental and social management as well (Eccles, 2019). From this perspective, one may view 

corporate governance activities as prerequisites for banks to be able to engage in social and 

environmental activities, which in turn possess insurance-like properties. This relationship between 

governance performance on the one hand and environmental and social performance on the other is 

observed statistically in this thesis, as there exists a significant positive relationship between the scores. 

Consequently, corporate governance performance may not mitigate negative market reactions in 

corporate scandals directly, but enable the investment in risk-reducing environmental and social 

activities.  
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5.4 Concluding the Discussion on the Insurance-Like Effect of ESG 

Performance  

 

To summarize the discussion related to the insurance-like effect of ESG activities in times of corporate 

scandals, it is evident that the overall rating measuring banks’ investments in environmental, social, 

and governance policies is significantly and positively related to the abnormal returns observed in 

corporate scandals. The mitigating effect of ESG can be attributed to both lowering the uncertainty of 

future cash flows, by mitigating costly stakeholder sanctions, as well as potentially reducing any 

adverse cost of capital effects. However, an important finding of this thesis is that the individual ESG 

pillars vary in their ability to protect the firms against negative market reactions. While earlier papers 

have investigated an aggregate CSP score, which rightly has been criticized for potentially not being 

able to capture the individual effects across categories (Hillman & Keim, 2001; Entine, 2003; Callan & 

Thomas, 2009), this thesis highlights the different outcomes of investments in the three pillars. The 

main finding is that Environmental and Social concerns are the main (if not only) drivers of the 

insurance-like effect of ESG performance. Though this is expected according to Hypothesis 3 and 4, it 

is a surprising finding that the governance activities in the model of this study seemingly yield no effect 

on firm performance in corporate scandals, rejecting Hypothesis 5. The strongest and most robust effect 

is observed with environmental performance. The social performance variable is significant in one of 

the two models, while the governance performance variable has no significant correlation to CARs in 

corporate scandals. These findings are consistent with the stakeholder theory, the resource based view, 

moral capital and visibility and provide insight into how the different activities may be perceived 

differently and thus provide different levels of protection against stakeholder sanctions when firms are 

alleged to be involved in corporate scandals. This opens up to the debate about how to best organize 

ESG strategies.  
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5.5 Discussion of Control Variables 

Though the control variables included in the regression model do not have any hypotheses related to 

them, the variables are of interest to discuss. Firstly, the significant positive relationship between CARs 

and the Liquidity variable (see Table 10 and 11) implies that banks with lower liquidity risk experience 

less severe negative abnormal returns in corporate scandals. This finding is in line with existing 

literature that highlights that liquidity risk has an important role in explaining market reactions in 

crisis-like conditions (Önder & Özyildirim, 2008; Zeidan, 2013; Ricci, 2015). It can be argued that 

higher liquidity reduces the financial impact of a corporate scandal on cash flow uncertainty, as it 

makes the operations of banks less vulnerable to e.g. costly stakeholder sanctions following corporate 

scandals. The two remaining risk measures included the regression model, capital adequacy (measured 

by Equity to RWA) and leverage (measured by Debt to Equity), do not exhibit a significant relationship 

with CARs, but indicate the that higher capital adequacy levels and lower leverage are correlated with 

less negative abnormal return in a corporate scandal.   

 

Further, as indicated by the correlation matrix in Table 9, the correlation between the ESG variables 

and the three risk measures indicate different trends. The Equity to RWA variable exhibits a negative 

correlation with all ESG variables, and is significant with ESG, E, and S variables, indicating that banks 

with lower capital adequacy measures (at least in terms of total equity) have stronger ESG 

performance. This could indicate that banks that are more risky in terms of capital adequacy 

acknowledge the insurance-like value of investing in ESG. On the other hand, the Liquidity and Debt to 

Equity variables indicate that there exists a negative relationship between risk and ESG performance in 

banks: the higher the liquidity, the higher ESG performance, and the higher the debt to equity-ratio, the 

lower ESG performance. Hence, banks with lower liquidity risk and leverage have better ESG ratings 

in our sample of banks, though these correlations are less robust in terms of significance level across 

the four ESG ratings. However, the model specifications including interaction variables between the 

risk measures and ESG variables illustrated that all interaction variables are insignificant, indicating 

that the relationship between ESG performance and negative market reactions does not vary with the 

risk levels of banks. Hence, it is concluded that ESG activities also provide insurance-like benefits for 

banks that exhibit higher risk in terms of liquidity, capital adequacy, and leverage.  
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Secondly, the results indicate that banks’ involvement in previous corporate scandals negatively affects 

the CARs of the sample banks, as evident in the Multiple Scandals and Controversy Score variable. 

This finding is in line with empirical findings that indicate that prior involvement in illegal activities 

lead to stakeholders imposing more severe sanctions on firms experiencing scandals (Baucus & 

Baucus, 1997; Zeidan, 2013). Interestingly, the correlation matrix illustrates a significant positive 

relationship between the Multiple Scandals variable and the ESG variables, and a significant negative 

relationship between the Controversy Score variable and the ESG variables, indicating that banks with 

greater previous scandal involvement have higher ESG scores. One way of interpreting this correlation 

is that banks that are more likely to invest in ESG activities, such as larger banks, are more likely to 

face greater scrutiny among stakeholders and the media, causing more frequent attention to potential 

wrongdoing (Godfrey et al., 2009). On the other hand, it could indicate that banks that are frequently 

involved in highly publicized negative events acknowledge the insurance-like value of investing in 

ESG.  

 

From the theoretical perspective of moral capital, it can be argued that frequent involvement in 

negative events establishes a pattern of illegality, which can hamper the legitimacy and creation of 

moral capital among stakeholders. Hence, the ability of ESG to provide insurance-like benefits should 

be reduced for banks that have been frequently involved in scandals (Godfrey, 2005; Godfrey et al., 

2009; Zeidan, 2013). However, by examining the interaction variables between ESG scores and the 

Multiple Scandals and Controversy Score variable, it is clear that the positive relationship between 

ESG and CARs does not significantly decrease with firms’ prior involvement in scandals and 

controversies. Potentially, this could be due to banks that perform better in terms of ESG are more 

likely to be allocated the benefit of the doubt when faced with repeated allegations of misconduct, 

especially as banks have greater exposure to operational failures such as misconducts due to the high 

complexity of the business model compared to other industries (Cummins et al., 2006). Uzzi (1997) 

argues that one advantage of strong stakeholder relations is the increased willingness of stakeholders to 

give firms the benefit of the doubt in situations where ambiguity of intention concerning the firm’s 

commitment to abide by ethical and legal behaviors exists. In the type of scandals observed in this 

study, ambiguity of intention may arise from the fact that the misconduct could be intentionally 
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committed by management or could have been caused by failures of internal controls without the 

knowledge of management. This may explain why ESG performance possesses mitigating properties 

despite previous crisis involvement. In conclusion, the indication that the loss-mitigating properties of 

ESG are robust to multiple incidents of violations should be of particular interest to managers in the 

banking sector, as banks are experiencing frequent, highly publicized corporate scandals (Heineman, 

2013). 

5.6 Limitations of the Thesis 

5.6.1 Limitations of Design 

Data collection 

The sampling of events relating to news reports on banks’ violations of laws or regulations in regards 

to money laundering, tax evasion and economic sanctions was performed by thoroughly searching 

multiple news sources for any relevant news over the past ten years. However, despite thorough 

searches a couple of potential limitations exist. As mentioned in the Results section, it is acknowledged 

that completely random sampling among all relevant banking scandals may not have been possible, 

which will influence the interpretation of the OLS results. The sampling method may hence have 

impacted the characteristics of sample banks. For example, the observed insurance-like effect of ESG 

performance may only apply in cases with extensive media coverage of the allegations of misconduct 

or to banks that are large or international enough to gain sufficient media coverage. This can also 

explain the lack of explanatory power of the bank size variable as presented with the robustness tests 

and in Appendices 8 and 9. Furthermore, only banks with available ESG ratings through the Refinitiv 

Eikon database are included in the sample. Though the Refinitiv Eikon database arguably has one of 

the broadest coverage of firm ESG performance (Refinitiv, 2020), some important banks and cases may 

be left out of the sample. Lastly, some firm-events are left out of the regression analysis due to a lack of 

data availability, such as for the liquidity or capital adequacy measures. This may also impact the 

variability in the banks included in the final sample for analysis. Though it is not expected that these 

issues will materially affect results, the results cannot necessarily be extrapolated to the European 

banking industry as a whole.  
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Additionally, though each year within the scope of this study is searched extensively for relevant news 

reports, the higher availability of more recent news reports may cause the sample of firm-events to 

include a larger share of more recent events. In the sample of this thesis, 67% of the firm-events 

included are from 2015 and later, indicating that a majority of the firm-events are sampled from more 

recent years. Even though it could be argued that the number of cases reaching the news has actually 

increased with time as the focus on bank governance has increased in the past years (Flammer, 2013), 

there may be a time-based bias in the selection of events with more firm-events from recent times.  

 

Event Study Methodology 

Firstly, the limitation of any event study is that it only investigates the short-run stock reaction to an 

event (Flammer, 2013). Although the results provide a convincing argument that there is a relationship 

between the ESG ratings and firm performance in a scandal, the results do not allow for interpretation 

of firm performance in the long-run. If the firms with lower ESG investments and thus inferior 

performance in scandals recover to the pre-crisis stock price as quickly as those with considerable ESG 

investments, it could be argued that ESG only provides insurance-like benefits for a very short window 

of time. It may also be the case that firms that invest in costly ESG activities experience inferior stock 

price performance in the long run, and only benefit from the investment in negative events. However, 

most empirical literature points to a positive relationship between CSP and firm performance in the 

long-run as well, and highlight that CSP may mitigate the chance of a risk incident in the first place 

(Margolis et al., 2009; Pava & Krausz, 1996; Peloza, 2006; Van Beurden & Gössling, 2008). 

Nevertheless, it would be an interesting supplement to the current scope of the study to study the 

sample banks’ time to recovery and long-run performance in relation to their ESG-performance. 

Secondly, the event study method assumes investors are perfectly rational and that markets are at least 

semi-efficient. In the case of this study then, there is an underlying assumption that the market 

accurately estimates the future financial impact of the scandal, both on future cash flows and on the risk 

of the banks, the moment news of misconduct becomes public (Frooman, 1997; Schnietz & Epstein, 

2005). However, the field of behavioral economics suggests that the assumptions of perfect information 

and perfect markets are unrealistic (Shiller, 2003). As such, it is important to note that the market 

reactions reflected in the cumulative abnormal return do not necessarily reflect the precise impact of 
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the corporate scandals on the banks’ financials (Shiller, 2003; Schnietz & Epstein, 2005). However, the 

results of this study still provide a good indication of the role of ESG in mitigating market reactions. 

 

Furthermore, the exact time that the news of bank misconduct reaches the market is unknown, despite 

careful selection of the news events. It is therefore difficult to ascertain that the relevant event windows 

utilized in the event study [i.e. event window (0,0) and (0,1)], include the full market reaction and only 

the reaction to the news. Although observations with any material confounding events are removed 

from the sample, there may be confounding events that have not been identified through the searches in 

Bloomberg, Google and other financial news sources. This could potentially distort some of the return 

observations included in the sample, though there should not be a systematic downwards or upwards 

bias of the observed abnormal return.  

 

Lastly, the interpretation of the event study results and their significance rest on the assumption that the 

model used for estimating abnormal returns is appropriate. Though the market model is the most 

commonly used model for estimating expected return (Kothari & Warner, 2006; MacKinlay, 1997; Mio 

& Fasan, 2012), a further improvement in terms of robustness of the event study methodology would 

be to estimate normal return using multiple return models such as the mean return model and four-

factor models (MacKinlay, 1997).  
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Regression Methodology  

The type of multiple regression method used in this thesis is the ordinary least squares estimation 

method. As discussed under section 4.2.2 – Model Diagnostics, multiple assumptions should hold for 

the OLS to be an unbiased estimator (Wooldridge, 2012). Causes for concern when interpreting the 

results is the potential issue of endogeneity, resulting from an omitted variable bias or reverse causality 

(Ali Soytas et al., 2019). These issues have been elaborated on specifically in regards to the findings on 

the environmental and social pillar above, but are discussed briefly on a general note. Firstly, this study 

takes great care in gathering information on potential control variables and testing them meticulously. 

Even so, there is a possibility that the model suffers from omitted variable bias that should be taken 

into consideration. As demonstrated in the model output, the reported adjusted R-squared of the model 

is relatively low, though it is not far off from similar studies (for example, Blaccionere and Patten 

(1994) report an adjusted R-squared of 0.255; Zeidan (2013) report an adjusted R-squared of 0.052 - 

0.122; Schnietz and Epstein (2005) report an adjusted R-squared of 0.053-0.167). Secondly, if the issue 

of endogeneity is suspected to be sufficiently large, measures such as the inclusion of an instrumental 

variable can be taken. However, in CSP research it is recognized that identifying such variables can be 

difficult and it is therefore determined to be outside of the scope of this thesis (Sassen et al., 2016). 

Finally, the issue of causality could be addressed through a granger causality test, however this is also 

determined to be outside the scope of this thesis due to available time and resources.  

 

In interpreting the results of this study, it should also be noted that different metrics of ESG 

performance may yield different results. First of all, there are other available assessments of firms’ 

ESG performance, such as the Bloomberg ESG ratings, KLD metrics, and Sustainalytics metrics 

(Semenova & Hassel, 2013). The use of these measures as the core regressors may have provided 

different results than that of this thesis. Secondly, the use of an objective score observes only the 

evaluation of the banks’ ESG performance by third party, i.e. Refinitiv. As such, it does not necessarily 

translate into the actual dollar amounts invested in ESG-related activities by the banks, even though the 

metrics are based on multiple constructs that would imply the use of firm resources (such as product 

innovation, communicating CSR strategies, and improving waste processes). This makes the 

managerial implications of the results with regards to investment pay-off of ESG more uncertain.  
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5.6.2 External Validity and Further Studies 

Finally, the limitations regarding the external validity of this study should be addressed. It is clear that 

the findings of this study are not necessarily directly applicable to all firms across different 

geographies, industries, types of negative events. Our findings apply to the European banking industry 

and arguably only to banks of a certain size, geographical reach and in certain scandals (see data 

collection limitation). For example, Lundgren and Olsson (2009) find that the positive value of 

environmental goodwill in environmental incidents is only significant in Europe, and highlight that 

stakeholders in the US and Europe may have differing views on the importance of environmental 

concern. Further, the findings are related to the insurance-like effect in corporate scandals, specifically 

upon news of allegations of money laundering, sanctions breaches, and assisting tax evasion. Though 

this can be argued to represent a general reputation-damaging event across all industries, the sample is 

limited to its focus on these incidents for banks, hindering more general inferences regarding the 

insurance-like properties of ESG across industries (Oikonomou et al., 2012). Whether ESG functions as 

an insurance in other industries, and in other types of firm-specific events remains to be studied. 

Additionally, the findings do not differentiate between the insurance effect across time, i.e. whether 

ESG has become more or less important as an insurance with time. Arguably though, with the rising 

focus on environmental concern, this should be the case (Flammer, 2013). 

 

Another important point is that although this thesis hypothesizes and confirms the insurance-like effect 

of ESG, it does not attempt to investigate at what levels ESG performance is sufficient to provide this 

type of protection. As such, this thesis does not provide guidance in relation to the lower and upper 

limit of ESG performance for the insurance effect of ESG to hold (Fatemi, Fooladi, & Tehranian, 

2015), or the time it may take for ESG investments to pay off (Gregory et al., 2014). As Flammer 

(2013) finds, there is a diminishing return to investments in environmental policies, indicating that 

from a firm-perspective, there may be a threshold for when investing in ESG pays off financially. An 

interesting supplement to this paper would thus be to quantify the ESG investments and investigate 

their pay-off in both negative events and the long-term.  

 

Furthermore, though the findings are consistent with the proposed theoretical groundworks and the 

theories are employed to explain our findings, a direct test of the theories is out of the scope of this 
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study. This would include understanding investor assessment of firms in the given scandals, i.e. how 

investors reevaluate the stock price of a firm and how ESG affects these revised assessments. This 

limitation arises from the quantitative nature of the methodology used; no surveys or qualitative 

supplements have been conducted for understanding investor or stakeholder reasoning. Even though 

this thesis attempts to provide further understanding of investor reactions by framing the observed 

stock market reactions within a valuation framework, the true assessments of the investor assessments 

are unobservable. The methodological design of the paper cannot trace the true reasoning behind why 

investors penalize the banks in times of negative events, and exactly how ESG mitigates this 

assessment (Schnietz & Epstein, 2005; Mio & Fasan, 2012). For example, it is unknown whether 

investor reactions are based on expected sanctions from stakeholders, in terms of access to capital, 

consumer backlashes, and regulatory costs (as proposed in this thesis) or whether entirely unrelated 

considerations are taken into account. The original idea of this study was therefore to complement the 

analytical research with qualitative empirics such as case studies, however due to time limitations and 

the Covid-19 situation, this was not possible. Further research should thus focus on understanding both 

stakeholder and investor reactions to such corporate scandals, and how the perception of ESG 

performance may mitigate negative reactions.  

 

Lastly, from a firm perspective, this paper does not attempt to study the underlying managerial 

motivations for investing in ESG, and whether this is reflected in the mitigating effect of ESG. From a 

principal-agent perspective, ESG investments can reflect either an investment made on behalf of 

shareholders to preserve value, or an investment by managers to build their own reputation at the 

possible cost of shareholders (Benabou & Tirole, 2010). Gaining insight into the underlying 

motivations of managers and the implications for the positive effects of ESG investments would require 

in-depth qualitative research, which is beyond the scope of this paper.   
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CHAPTER 6: CONCLUSION 

The findings of this study indicate that ESG performance represents a useful method of preserving firm 

value in the face of certain types of corporate scandals. The notion of “doing well by doing good” is 

thus supported, suggesting a reconciliation of the obligation to maximize shareholder value and the 

moral obligation to act in line with the benefit of society presented in the opening of this thesis 

(Bowen, 1953; Friedman, 1970). 

 

The widely acknowledged event study methodology is employed in order to examine the firm value 

impact of 109 corporate scandals in the European banking industry over the past decade. Assessing the 

results of the event study analysis, the main finding is that banks experience a statistically significant 

loss in market value following allegations of involvement in money laundering, tax evasion or 

sanctions breaches scandals. Since the return data of the sample exhibit properties that may be 

problematic for statistical inferences in common event study methodology, such as event induced 

variance and event date clustering, several robustness checks are employed to assess the significance of 

the market reactions. It is concluded that the result is robust across multiple robustness tests and 

specifications. 

 

Employing the observed abnormal return estimated using the event study methodology as a proxy for 

market loss in regression analysis, the insurance-like properties of ESG performance in scandals are 

investigated. The most important result from the regression analysis output is that banks’ overall ESG 

performance exhibits a statistically significant positive relationship with the abnormal return in 

corporate scandals, indicating ESG performance preserved of firm value in the context of corporate 

scandals. Further, the environmental and social pillars of ESG are found to exhibit the strongest 

insurance-like properties, contributing to the understanding of which specific ESG factors drive the 

insurance-like properties of ESG for European banks in corporate scandals. These results are robust to 

several sensitivity checks, among others performing the regression analysis on a sample excluding all 

observations related to the Russian Laundromat scandal, widely considered as one of the world’s 

largest money-laundering schemes (OCCRP, 2017). Hence, to answer the research question posed in 

the introduction, ESG activities do provide an insurance-like protection of market value for banks when 
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experiencing corporate scandals, and the separate ESG factors do vary in their ability to provide risk-

reducing effects.  

 

Overall, this study provides insights into both the insurance-like properties of ESG in corporate 

scandals as well as into the theoretical groundworks of moral capital which combines the stakeholder 

theory and the resource based view to crises-like conditions. Further, these findings are of importance 

for managers as they provide further insight into the business case for ESG engagement. This study 

illustrates that corporate scandals lead to significantly negative market value, at least in the short run. It 

is argued that this stock price reaction is a consequence of both expectations of higher direct costs, like 

fines and penalties, as well as indirect costs arising from stakeholder sanctions. Further, it may have an 

effect on the cost of capital. However, engaging in ESG activities is argued to be a risk management 

strategy that provides a possibility for firms to preserve shareholder value and social prestige in 

corporate scandals, which is crucial in the banking sector. Further, the findings indicate that managers 

should recognize that different ESG activities provide varying risk-reducing effects in  certain 

industries. In the banking industry, environmental and social activities are found to provide the greatest 

insurance-like effects, providing evidence that investments in sustainable practices are of value to both 

managers and shareholders. The results of this thesis are of interest in and of themselves, as well as for 

further research to be able to reach consensus in literature regarding the nature and strength of the 

insurance-like properties of ESG activities in negative events.   
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Appendix 1: List of Banks Included in The Sample 

 

Note: All data is from January 2010 through December 2019  
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Appendix 2: Mean Cumulative Abnormal Return and Statistical Tests for the Four Event Windows 

 

 

 

 

 

Appendix 3: Abnormal Returns and Statistical Tests of Each Event Day  

 

 

 

 

 

Note: Cumulative abnormal returns obtained from the market model applying local indices. Stars 

denote significance at the 0.1% (****), 1% (***), 5% (**), 10% (*) levels. 

 

Note: Abnormal returns obtained from the market model applying local indices. Stars denote 

significance at the 0.1% (****), 1% (***), 5% (**), 10% (*) levels. 
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Appendix 4: Mean Cumulative Abnormal Return and Statistical Tests of the Two Event Windows 

Excluding Observations Linked to the Russian Laundromat Scandal 

 

 

 

 

 

Appendix 5: Mean Cumulative Abnormal Return and Statistical Tests for the Two Event Windows 

On Three Different Subsamples 

 

 

 

 

 

 

 

 

 

Note: Abnormal returns obtained from the market model applying local indices. Stars denote 

significance at the 0.1% (****), 1% (***), 5% (**), 10% (*) levels. 

 

Note: Cumulative abnormal returns obtained from the market model applying local indices. ML= 

Money laundering events; TF= Tax fraud events; SB= Sanctions breaches events. Stars denote 

significance at the 0.1% (****), 1% (***), 5% (**), 10% (*) levels. 
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Appendix 6: Control Variables Tested in the Regression Model 
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Appendix 7: Regression Analysis Including Only Control Variables 

 

 

 

 

Note: Upper entry is the coefficient, and the lower entry is the t-

statistic in brackets employing robust standard errors. The sample 

consists of 99 firm specific events. Model 1= Cumulative abnormal 

returns from event window (0,0) are regressed on the control 

variables; Model 2= Cumulative abnormal returns from event 

window (0,1) are regressed on the control variables. Stars denote 

significance at the 0.1% (****), 1% (***), 5% (**), 10% (*) levels. 
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Appendix 8: Regression Results for Cumulative Abnormal Returns from Event Window (0,0), 

Including Total Assets As a Control Variable 

 

 

Note: Upper entry is the coefficient, and the lower entry is the t-statistic in brackets 

employing robust standard errors. The sample consists of 99 firm specific events. Model 

A= CARs regressed on aggregated ESG (ESG) score; Model B= CARs regressed on 

Environmental (E) score; Model C= CARs regressed on Social (S) score; Model D= 

CARs regressed on Governance (G) score. Stars denote significance at the 0.1% (****), 

1% (***), 5% (**), 10% (*) levels. 

 



129 

Appendix 9: Regression Results for Cumulative Abnormal Returns from Event Window (0,1), 

Including Total Assets As a Control Variable 

 Note: Upper entry is the coefficient, and the lower entry is the t-statistic in brackets 

employing robust standard errors. The sample consists of 99 firm specific events. Model 

A= CARs regressed on aggregated ESG (ESG) score; Model B= CARs regressed on 

Environmental (E) score; Model C= CARs regressed on Social (S) score; Model D= 

CARs regressed on Governance (G) score. Stars denote significance at the 0.1% (****), 

1% (***), 5% (**), 10% (*) levels. 
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Appendix 10: Model 1 Regression Results For Cumulative Abnormal Returns from Event Window 

(0,0) Excluding All Observations Related to the Russian Laundromat Scheme 

 

 
Note: Upper entry is the coefficient, and the lower entry is the t-statistic in brackets 

employing robust standard errors. The sample consists of 99 firm specific events. Model 

A= CARs regressed on aggregated ESG (ESG) score; Model B= CARs regressed on 

Environmental (E) score; Model C= CARs regressed on Social (S) score; Model D= CARs 

regressed on Governance (G) score. Stars denote significance at the 0.1% (****), 1% 

(***), 5% (**), 10% (*) levels. 
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Appendix 11: Model 2 Regression Results For Cumulative Abnormal Returns from Event Window 

(0,1) Excluding All Observations Related to the Russian Laundromat Scheme 

 Note: Upper entry is the coefficient, and the lower entry is the t-statistic in brackets 

employing robust standard errors. The sample consists of 99 firm specific events. Model 

A= CARs regressed on aggregated ESG (ESG) score; Model B= CARs regressed on 

Environmental (E) score; Model C= CARs regressed on Social (S) score; Model D= CARs 

regressed on Governance (G) score. Stars denote significance at the 0.1% (****), 1% 

(***), 5% (**), 10% (*) levels. 
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