
Turjak, S. et al.: Market capitalisation and environmental, social and governance ratings in the European Union

327Vol. 36, No. 2 (2023), pp. 327-336

MARKET CAPITALISATION 
AND ENVIRONMENTAL, SOCIAL 
AND GOVERNANCE RATINGS 
IN THE EUROPEAN UNION

JEL: Q50, Q56

Original scientifi c article

https://doi.org/10.51680/ev.36.2.8

Received: June 29, 2023

Revision received: July 26, 2023

Accepted for publishing: August 05, 2023

Sofi ja Turjak

Josip Juraj Strossmayer 

University of Osijek

Faculty of Economics 

and Business in Osijek

31000 Osijek, Croatia

sofi ja.turjak@efos.hr

Ivan Kristek

Josip Juraj Strossmayer 

University of Osijek

Faculty of Economics 

and Business in Osijek

31000 Osijek, Croatia

ivan.kristek@efos.hr

Abstract

Purpose: Th e paper aims to study the relationship between market capitalisation and environmental, social 

and governance (ESG) ratings of the companies in the European Union (EU).

Methodology: Th e authors analysed a sample of 1,456 companies over fi ve years, from 2016 to 2020. Th e 

ESG combined score and market capitalisation of the companies were observed. Spearman’s correlation 

coeffi  cient was used to determine the relationship between the observed variables. Th e companies from 

twenty-one EU Member States have been analysed due to data availability.

Results: Th e results showed that a negative correlation is statistically signifi cant, which confi rms the results 

obtained in previous research. Since the ESG scores are measured on a scale where a higher value means a 

lower rating, the results can be interpreted as valid, and they show that higher ESG ratings positively cor-

relate with the company’s market capitalisation.

Conclusion: According to the analysis results, the correlation between ESG ratings and market capitalisa-

tion has improved over the years. In the fi rst two years of the analysis, the correlation was weak, while it 

became stronger in the last three years of analysis. It is crucial for companies to understand this informa-

tion since it gives them recommendations for future actions. ESG reporting can improve their market posi-

tion. Since ESG reporting is still voluntary, companies which incorporate ESG reporting into their business 

strategy can become market leaders.
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1. Introduction

Climate change and global warming have been at 

the centre of studies among professionals and sci-

entists across diff erent industries. A rapid tem-

perature increase has devastating consequences 

for the world itself; therefore, studies are trying to 

fi nd the best solution to slow down global warming. 

According to Godet (2020), the EU developed the 

fi rst internal policies to respond to the problem of 
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climate change in the 1980s. Since the 1980s, the 

EU has been the leader in addressing the issue of 

climate change, implementing more climate poli-

cies than any other national or supranational en-

tity. Sustainability has emerged as a solution to the 

problems mentioned above. Th e importance of sus-

tainability as a solution is underscored by the Unit-

ed Nations (UN). Th e UN proposed 17 Sustainable 

Development Goals (SDGs) as a solution to com-

bat climate change, global warming, and poverty. 

Over the years, diff erent proposals have emerged 

in response to climate change and global warming. 

Since 2014, the EU has been developing ESG ratings 

within EU Directive 2014/95/EU. Th is Directive is 

known as the “Non-Financial Reporting Directive” 

(NFRD) and it was adopted on 22 October 2014. 

Th e NFRD requires large public-interest companies 

with more than 500 employees to disclose certain 

non-fi nancial information regarding environmental 

concerns, social and employee-related aspects, re-

spect for human rights, anti-corruption, and brib-

ery. Th e purpose of these disclosures is to provide 

stakeholders with a greater understanding of the 

governance procedures of a corporation, as well as 

the infl uence that the organisation has on society 

and the environment. As the EU was the fi rst to 

propose internal policies in the fi ght against climate 

change, it has also acknowledged that updating and 

improving the current framework for non-fi nancial 

reporting is crucial. As a result, in 2021, the Euro-

pean Commission proposed a new Corporate Sus-

tainability Reporting Directive (CSRD). Th e CSRD 

has replaced the NFRD and extended the scope and 

specifi cations for ESG reporting in the EU. 

Since the CSRD requires only large public-interest 

companies to report on ESG, the authors study the 

relationship between market capitalisation of the 

companies and their ESG ratings. Based on the con-

ducted analysis, the authors propose recommenda-

tions for further research. Market capitalisation 

represents public market valuation of a company 

and provides an estimation of its size and worth 

in the eyes of investors. Th e relationship between 

a company’s ESG ratings and its market capitalisa-

tion is complex and can be infl uenced by various 

factors. Factors that can infl uence this relationship 

are investor perception, access to capital, brand 

reputation and customer preference, risk manage-

ment and resilience, regulatory compliance, and 

stakeholder expectations. Th ese factors can in-

fl uence ESG ratings and, therefore, can infl uence 

market capitalisation of the companies. Companies 

with better ESG ratings may be more appealing to 

institutional investors, impact investors, and social-

ly responsible investment funds that take ESG con-

siderations into account when making investment 

choices. Increased investor demand and interest 

may make it easier for businesses to get fi nancing, 

opening doors for development and potential in-

creases in market capitalisation.

2. Theoretical background

In the EU, ESG reporting constantly changes as 

part of broader initiatives to support sustainable 

fi nance and corporate responsibility. Th e authors 

describe the following events that have shaped ESG 

reporting in the EU. Except for the CSRD that was 

introduced in 2021, the EU Taxonomy Regulation 

is a classifi cation system for fi guring out whether 

economic activities are environmentally sustain-

able, and it has been in operation since July 2021. It 

establishes standards for recognising and disclosing 

sustainable actions, assisting businesses and inves-

tors in integrating their processes with environ-

mental goals. By off ering a framework for disclos-

ing and assessing the environmental sustainability 

of assets, the taxonomy will impact ESG reporting. 

In addition, the Sustainable Finance Disclosure 

Regulation (SFDR), which has been applicable since 

March 2021, imposes transparency and disclosure 

obligations for fi nancial market participants and 

advisors regarding their ESG integration and the 

sustainability features of fi nancial products. It guar-

antees investors access to consistent ESG data, en-

couraging comparability and avoiding greenwash-

ing. Moreover, the European Single Access Point 

(ESAP) is a future digital portal that will be accessi-

ble across the entire EU and that is designed to sim-

plify access to fi nancial and sustainability data of 

companies listed on EU marketplaces. It will act as 

a central platform for analysing and accessing ESG 

data, making it easier for stakeholders, analysts, 

and investors to assess how sustainably a company 

is performing.

Two important frameworks are globally known 

as the Sustainability Accounting Standards Board 

(SASB) and the Global Reporting Initiative (GRI). 

Both the GRI and the SASB are well-known ESG 

reporting frameworks. To improve uniformity 

and comparability in ESG disclosures, the EU has 

brought its reporting requirements in line with 
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these global standards. Th e initiatives proposed in 

the EU show that the EU is improving sustainable 

fi nance and ESG reporting. Th e EU seeks to facili-

tate the shift to a more sustainable economy by uni-

fying reporting standards, enhancing transparency, 

and incorporating sustainability factors into fi nan-

cial decision-making. ESG ratings are essential for 

companies and investors, but there are challenges 

in understanding what they mean. Diff erent insti-

tutions provide data on ESG ratings for companies. 

Since the companies have not been required to re-

port on ESG, they have many opportunities.

Eccles and Viviers (2011) reviewed 190 academic 

papers from 1975 to 2009 and concluded that ESG 

governance was very important for stakeholders. In 

recent years, ESG governance has been an impor-

tant factor to investors, and a greater ESG rating 

benefi ts investors. Tarmuji et al. (2016) concluded 

that ESG ratings have a positive and signifi cant 

impact on a company’s transformation toward sus-

tainability. Th e company’s responsibility towards 

the environment and society is generated from ESG 

ratings. A higher ESG rating indicates a company’s 

commitment and a positive result in relation to cli-

mate change mitigation. 

Ermakova and Finogenova (2023) argue that ESG 

ratings should be more industry-specifi c to as-

sess companies’ ESG performance accurately. 

Dorfl eitner (2015) found a lack of convergence in 

ESG measurement concepts, and that stakeholders 

should critically evaluate the validity of particular 

ESG scoring models. Street (2020) examined the 

MSCI ESG ratings of US companies, and Fortune 

500 Global companies domiciled in Europe, fi nd-

ing diff erences in ESG ratings across industries 

and regions. Billio et al. (2021) analysed ESG rat-

ing criteria used by prominent agencies and found 

a lack of commonality in the defi nition of ESG 

characteristics, attributes, and standards, leading to 

disagreement among rating agencies and aff ecting 

sustainable investments. Overall, the papers sug-

gest that ESG ratings are important for companies 

and investors, but there is a need for more industry-

specifi c and standardised approaches to assess ESG 

performance accurately. 

ESG ratings have become important for companies, 

stakeholders, investors, and buyers as they provide 

insights into a company’s sustainability practices, 

risk management capabilities, reputation, access 

to capital, and ability to meet stakeholder expec-

tations. Integrating ESG considerations into busi-

ness strategies can contribute to long-term value 

creation, resilience, and competitiveness in today’s 

evolving business landscape.

2.1. Environmental ratings

According to Jasch (2006), stakeholders have shown 

greater interest in the environmental performance 

of the fi rms due to greenhouse gas (GHG) emissions 

and their negative impact on the environment. As a 

result of negative consequences that GHG emitting 

companies have, they should reduce their emissions 

by employing best environmental practices. 

McWilliams and Siegel (2000) showed that good 

environmental performance can be associated with 

the positive fi nancial performance of the company. 

In addition, King and Lenox (2001) studied the ef-

fects of decreasing the inputs in the production 

process and energy. If a company can reduce its use, 

it improves profi tability and decreases production 

costs. 

Lakoff  (2010) argues that the way society frames 

environmental issues in the media can shape public 

opinion and policy decisions. Fransson and Gärling 

(1999) suggested that increasing environmental 

concern and knowledge can lead to more envi-

ronmentally responsible behaviour. Akdoğan and 

Hicyorulmaz (2015), as well as Şenol and Özçelik 

(2012), argued that businesses have a responsibility 

to protect the environment and that environmen-

tal accounting can help them do so. Akdoğan and 

Hicyorulmaz (2015) also noted that environmen-

tal issues threaten the sustainability of ecological 

balance, and that national and international regu-

lations are needed to address them. Overall, envi-

ronmental ratings are important for shaping public 

opinion, promoting environmentally responsible 

behaviour, and helping businesses fulfi l their envi-

ronmental responsibilities.

2.2. Social ratings 

Social ratings are important as they enable stake-

holders to assess a company’s social performance, 

support responsible investment decisions, man-

age social risks, enhance brand reputation, attract 

talent, and contribute to sustainable development. 

Th ey provide a comprehensive view of a company’s 

approach to social responsibility and its impact on 

various stakeholders and society as a whole.

Carroll (1991) argued that companies have a re-
sponsibility to society beyond just maximising 
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shareholder wealth, and this has become increas-
ingly clear with the creation of regulatory agen-
cies. Bird et al. (2007) found that the market values 
companies that engage in positive corporate social 
responsibility (CSR) activities, particularly in the 
areas of diversity, environmental protection, and 
employee relations. Şerban (2013) highlighted the 
importance of CSR for companies in Romania, as 
it can lead to increased involvement in the com-
munity and support for economic development. 
CSR can benefi t companies fi nancially and socially, 
making social ratings an important consideration 
for companies. Social ratings of companies are 
important for various reasons. Nilsson and Strand 
(2015) found that social CSR ratings are value-rele-
vant and associated with lower market values, while 
Attig et al. (2013) found that credit rating agencies 
tend to award relatively high ratings to fi rms with 
good social performance. Cellier and Chollet (2016) 
showed that announcement of social ratings gener-
ates a strong positive stock market reaction regard-
less of whether the rating is good or bad compared 
to the Fortune Reputation Survey and the Socrates 
Social Rating Database, and found that both da-
tabases are useful for evaluating corporate social 
performance. Finally, Chatterji et al. (2009) exam-
ined the accuracy of Kinder, Lydenberg, Domini 
Research & Analytics (KLD) ratings and found that 
KLD “concern” ratings are fairly good summaries of 
past environmental performance, while KLD envi-
ronmental strengths do not accurately predict pol-
lution levels or compliance violations. Overall, the 
papers suggest that social ratings of companies are 
important for investors, credit rating agencies, and 
other stakeholders interested in evaluating a com-
pany’s social performance.

2.3. Governance ratings

Governance ratings in ESG are important as they 

promote transparency, accountability, and risk man-

agement within companies. Th ey inspire investor 

confi dence, support long-term performance, pro-

tect stakeholders, ensure regulatory compliance, 

and contribute to a company’s reputation and brand 

value. Strong governance practices are crucial to sus-

tainable and responsible business operations.

Lysandrou and Parker (2012) argued that the impor-

tance of these ratings lies in providing institutional 

investors with information that accurately sum-

marises corporate loyalty to shareholders rather 

than accurately predicting corporate performance. 

Spellman and Watson (2009) found that corporate 

governance ratings, specifi cally those provided by 

Governance Metrics International (GMI), are sta-

tistically signifi cantly related to corporate charac-

teristics, prior performance, and future returns. 

Th is suggests that GMI ratings may be of signifi -

cant relevance/value for investor decision-making. 

However, Daines et al. (2010) found that commer-

cially available corporate governance rankings do 

not provide useful information for shareholders 

and do not predict governance-related outcomes 

with the precision or strength necessary to sup-

port the bold claims made by most of these fi rms. 

Holm et al. (2014) suggest that rating providers can 

improve the screening of companies according to 

governance quality by selecting relevant attributes 

in an intelligent way, but it seems questionable that 

weighting, aggregation, and classifi cation of corpo-

rate governance attributes considerably improve 

discrimination according to governance quality.

2.4. Market capitalisation
Market capitalisation serves as a signifi cant indi-
cator of a company’s attractiveness to investors. 
In the EU, companies with higher market capi-
talisation often have greater access to capital and 
resources, enabling them to invest in sustainable 
initiatives and innovations. Th is creates a positive 
feedback loop, as companies that prioritise ESG 
factors tend to attract investors seeking sustainable 
investments. As a result, market capitalisation and 
ESG ratings are interconnected, with sustainable 
practices contributing to increased market value. 
Ugwuanyi (2012) argues that an appropriate capital 
structure is important for maximising shareholder 
wealth and increasing the market value of compa-
nies. Stoica (2002) emphasises the role of the capital 
market in contributing to economic development. 
Reinganum (1999) highlights the importance of 
market capitalisation in portfolio management, 
as it is one of the most important determinants of 
portfolio returns. Finally, Frank and Goyal (2007) 
examine the factors that are reliably important in 
capital structure decisions, fi nding that the market-
to-book assets ratio, tangibility, profi ts, log of as-
sets, and expected infl ation are all important factors 
in explaining market leverage. Overall, the papers 
suggest that market capitalisation is important 
for maximising shareholder wealth, contributing 
to economic development, and making informed 
portfolio management decisions. 

According to Boff o and Patalano (2020), the rate of 

ESG rating availability is signifi cantly higher when 

measured by market capitalisation. Th eir study 

indicates a trend in favour of larger market capi-
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talisation companies. Th e trend is recognised as 

improved investment interest in companies with 

larger market capitalisation since they have ESG 

scores, and, therefore, companies with smaller mar-

ket capitalisation are facing diffi  culties in resource 

access to sustainability implementation and report-

ing. In addition, as the availability of ESG ratings 

has increased, certain tendencies have emerged. 

According to Boff o and Patalano (2020), market 

capitalisation of ESG-rated companies in the EU 

reached 89% in 2019, whereas the number of com-

panies covered was only 10%. While there are mul-

tiple explanations relating to the availability of data, 

increased resource allocation, and investor cover-

age, the absence of ESG scoring imposes signifi cant 

limitations on smaller capitalisation companies, 

which drift further from the investment considera-

tions of investors seeking sustainable investments.

3. Methodology

Th e authors used secondary data on the ESG rat-

ings of the companies in the EU provided by Re-

fi nitiv. Yearly data from 2016 until 2020 for 1,457 

companies were taken into consideration. Due to 

the process of leaving the EU, the companies from 

the United Kingdom were excluded from the sam-

ple. In addition, companies from Bulgaria, Croatia, 

Estonia, Latvia, Lithuania, and Slovakia were not 

analysed since there were no reported ESG ratings 

from companies from these countries. Th e authors 

analysed 1,456 companies in 2020, 1,071 compa-

nies in 2019, 944 companies in 2018, 633 compa-

nies in 2017, and 554 companies in 2016. Th e dif-

ferent number of companies analysed is the result 

of missing values in market capitalisation or ESG 

combined score ratings. 

To analyse the relationship between the ESG com-

bined score and market capitalisation of compa-

nies the authors used Spearman’s rank correlation 

since the ESG combined score was measured on 

an ordinal scale from 1 to 12, where one repre-

sents an A+ rating, and twelve represents a D- 

rating. On the other hand, market capitalisation 

was measured in millions of dollars. According 

to Hauke and Kossowski (2011), Spearman’s rank 

correlation, also known as Spearman’s rho, is a 

non-parametric statistical method used to meas-

ure the strength and direction of the monotonic 

relationship between two variables. It assesses 

the association between two sets of ranked data 

and does not assume a linear relationship be-

tween the variables. Spearman’s rank correlation 

is commonly used when data are measured on an 

ordinal or ranked scale. According to Schober et 

al. (2018), if the correlation coeffi  cient is between 

0.00 and 0.10, the correlation is negligible. If the 

coeffi  cient is between 0.10 and 0.39, it is weak, and 

when the coeffi  cient is between 0.40 and 0.69, it 

is moderate. A strong correlation is between 0.70 

and 0.89. A very strong correlation is between 0.90 

and 1.00. To conduct the analysis, the authors used 

IBM SPSS 25 software.

Th e ESG combined score, issued by Refi nitiv (2022), 

is an overall score based on the reported information 

in ESG pillars with an ESG controversies overlay. Ac-

cording to Refi nitiv (2022), ESG controversies meas-

ure a company’s exposure to ESG controversies and 

negative events refl ected in global media. 

Descriptive statistics are given in Table 1, showing in-

formation about the number of analysed companies 

(N), minimum and maximum values, and means.

Table 1 Descriptive statistics of the analysed sample

Market capitalisation ESG combined score

Year N Minimum Maximum Mean N Minimum Maximum Mean

2020 1,456 2 269,582 5,755.20 1,457 1 12 6.56

2019 1,071 2 269,582 7,479.17 1,074 1 12 6.23

2018 944 2 269,582 8,219.48 945 2 12 6.18

2017 633 2 269,582 11,464.21 634 1 12 5.82

2016 554 2 269,582 12,497.29 555 2 12 6.02

Source: Authors’ own calculation
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Based on descriptive statistics, the number of com-

panies that have ESG ratings has increased in the 

observed time period. Even though minimum and 

maximum values of market capitalisation have 

been the same during all years, the mean of market 

capitalisation has decreased over the years. A de-

crease in the mean of market capitalisation can be 

justifi ed by an increase in the number of companies 

that have been analysed throughout the observed 

time period. Th e ESG combined score shows a 

slight increase in the mean score over the years, but 

it represents a negative trend since the increased 

mean represents a lower ESG combined score of 

the companies. 

4. Results

Th e authors used Spearman’s correlation to test the 

relationship between the ESG combined score and 

market capitalisation of the companies. Th e results 

are shown in Table 2.

Table 2 Spearman’s correlation test results

2020

2019

ESG combined score

2018 2017 2016

M
a

rk
e

t 
c

a
p

it
a

li
sa

ti
o

n

2020
ρ -.544**

N 1,456

2019
ρ -.440**

N 1,071

2018
ρ -.436**

N 944

2017
ρ -.348**

N 633

2016
ρ -.344**

N 554

Note: **Correlation is signifi cant at the 0.01 level

Source: Authors’ own calculation

Based on the conducted correlation analysis, Spear-

man’s Rho Coeffi  cient (ρ) shows a statistically sig-

nifi cant relationship between market capitalisation 

and the ESG combined score during the observed 

time. Th e correlation is signifi cant at the 0.01 level 

with negative values. As the ESG combined score 

increases, market capitalisation of the company de-

creases. A moderate correlation between the two 

variables was recognised in 2018, 2019 and 2020. 

At the early beginning of the ESG rating, in 2016 

and 2017, the correlation was weak. Th e correlation 

between the two variables has been negative over 

the years, meaning companies with better ESG rat-

ings have higher market capitalisation. 

Th e authors did not include industry type or com-

pany size in their study; therefore, they suggest fur-

ther research to include these characteristics of the 

companies to study diff erences between companies 

in detail. Th ese results can be benefi cial for compa-

nies to change their environmental policies and use 

them as a benchmark. Testing the diff erences be-

tween companies in their ESG ratings according to 

industries helps companies to mitigate risks and to 

incorporate environmental, social and governance 

practices into their business strategy. By incorpo-

rating the ESG framework, companies have greater 

opportunities to enhance their market position and 

attract new customers and investors. 

5. Discussion

ESG ratings in the EU have gained prominence as 

they assess a company’s environmental impact, so-

cial responsibility, and governance practices. Th ese 

ratings provide stakeholders, including investors, 

employees, customers, and regulatory bodies, with 
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valuable information to make informed decisions. 

Investors increasingly consider ESG factors when 

allocating their capital, as sustainable investments 

are seen as more resilient and better aligned with 

long-term value creation. Companies with favour-

able ESG ratings are likely to attract responsible in-

vestors, enhance their reputation, and gain a com-

petitive edge in the market. Th e EU has recognised 

the importance of ESG ratings and market capitali-

sation in driving sustainability. Th e EU Sustainable 

Finance Action Plan, launched in 2018, aims to 

mobilise private capital towards sustainable invest-

ments and integrate ESG considerations into the 

fi nancial system. It includes measures such as the 

development of a sustainable taxonomy, standard-

ised ESG disclosures, and the establishment of the 

EU Ecolabel for fi nancial products. Th e EU has also 

introduced regulations to enhance transparency 

and comparability of ESG information. Th e SFDR, 

eff ective since 2021, requires fi nancial market par-

ticipants to disclose how they integrate ESG fac-

tors into their investment decisions. Th is promotes 

consistency and reliability in ESG ratings, enabling 

investors to make informed choices based on har-

monised information. Moreover, the EU’s focus 

on sustainable fi nance and ESG ratings is aligned 

with its broader sustainability goals. Th e European 

Green Deal, announced in 2019, aims to make the 

EU the world’s fi rst climate-neutral continent by 

2050. Sustainable fi nance and robust ESG ratings 

contribute to achieving this objective by channel-

ling investments towards green projects, fostering 

responsible business practices, and supporting the 

transition to a low-carbon economy. 

Based on the results of the conducted analysis, the 

authors showed that when market capitalisation in-

creases, the ESG combined score decreases, but it 

is a positive outcome since the ESG combined score 

is measured on a scale from one to twelve, where 

one is A+, and twelve is D-. Th ese fi ndings are 

aligned with previous research conducted by Bual-

lay (2019), who also observed a positive impact of 

ESG reports on fi rm performance. Similarly, Lo and 

Sheu (2007) found a signifi cant positive relationship 

between corporate sustainability and market value, 

suggesting that being sustainable can enhance fi rm 

value. Th e results obtained by the authors, along 

with these earlier studies, highlight the importance 

of ESG ratings in infl uencing market perceptions 

and capitalisation. Fatemi et al. (2018) and Ting et 

al. (2019) examined the impact of ESG disclosure 

and combined scores on fi rm value and market per-

formance, respectively. Both studies reported posi-

tive associations, with ESG disclosure and higher 

ESG combined scores linked to increased fi rm val-

ue and improved market performance. Th e fi ndings 

obtained by the authors corroborate these results, 

reinforcing the notion that companies that priori-

tise ESG practices and transparently disclose their 

sustainability eff orts are more likely to enjoy posi-

tive market outcomes. Overall, the convergence of 

the results obtained by the authors with those of 

previous research supports the idea that ESG rat-

ings play a signifi cant role in infl uencing market 

capitalisation and fi rm value. Companies that per-

form well on ESG metrics and actively communi-

cate their sustainability eff orts to stakeholders are 

likely to attract more interest from investors who 

consider ESG ratings in their investment decisions. 

Th is increased investor interest can lead to higher 

demand for company stock and, consequently, an 

uplift in market capitalisation.

Drawing on the insights from prior studies and 

fi ndings obtained by the authors, this research has 

two primary limitations. Firstly, it does not consider 

factors like company size or a specifi c industry in 

which the companies operate. Secondly, the study 

relies solely on aggregated ESG scores without 

assessing each individual rating separately. Th e 

authors have two recommendations for future re-

search based on the identifi ed limitations. Th e fi rst 

recommendation is to investigate the moderating 

eff ect of company size and industry. Future research 

could explore the potential moderating eff ect of 

company size and the specifi c industry in which 

companies operate on the relationship between 

market capitalisation and ESG combined scores. By 

incorporating these additional factors into the anal-

ysis, researchers could gain a more detailed under-

standing of how the impact of ESG ratings on mar-

ket capitalisation varies across diff erent company 

sizes and industries. Th e second recommendation 

is to conduct individual ESG rating assessments. By 

examining the infl uence of each specifi c ESG rating 

on market capitalisation independently, researchers 

can gain deeper insights into which aspects of ESG 

ratings drive the observed eff ects. Th is approach 

would allow for a better understanding of the im-

portance of each ESG category in shaping market 

perceptions and capitalisation, and it could inform 

companies about which ESG areas to focus on for 

the purpose of maximising market value.
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6. Conclusion

ESG reporting has become integral to a company’s 

market capitalisation. ESG ratings give investors in-

sights into a company’s sustainability practices, risk 

management capabilities, and long-term viability. 

Higher ESG ratings enhance investor perceptions, 

attract a broader investor base, and potentially im-

pact a company’s market capitalisation. ESG report-

ing also contributes to eff ective risk management, 

access to capital, long-term sustainability, and 

compliance with evolving regulatory requirements. 

Companies that prioritise ESG reporting and inte-

grate sustainability into their business strategies are 

better positioned to capture opportunities, mitigate 

risks, and achieve long-term success in a rapidly 

changing business landscape. Embracing ESG re-

porting is not only a responsible business practice 

but also a means of driving fi nancial performance 

and creating value for all stakeholders involved.

ESG ratings have several advantages for companies, 

investors, and society. Companies can use ESG 

ratings to demonstrate their dedication to sustain-

ability, ethical corporate conduct, and a benefi cial 

social eff ect. Customers, workers, communities, 

and regulators are just a few of the stakeholders it 

helps to create trust with. Th is improves the com-

pany’s reputation and brand value. Companies may 

demonstrate their ability to create long-term value 

by receiving higher ESG ratings, which lowers their 

cost of capital and improves access to funding. ESG 

ratings assist businesses in identifying and control-

ling risks connected to environmental, social, and 

governance issues, such as those brought on by 

climate change, resource shortages, supply chain 

management, and labour practices. Companies can 

increase their resilience and reduce any negative ef-

fects on their fi nances, legal standing, and reputa-

tion by developing plans to mitigate these risks by 

tracking and responding to their ESG ratings. By 

receiving higher ESG ratings, companies can high-

light their sustainable practices, ethical supplier 

chains, and benefi cial societal consequences, set-

ting themselves apart from competitors. Customers 

concerned about the environment and the com-

munity may be drawn to companies with higher 

ESG ratings, increasing market share and cultivat-

ing customer loyalty. Additionally, businesses with 

high ESG ratings could be able to attract and retain 

top people, providing them with an advantage in 

the job market. ESG ratings encourage businesses 

to take a long-term approach to decision-making, 

considering both fi nancial and environmental as-

pects. Companies can fi nd new business possibili-

ties, promote innovation, and build long-term value 

by incorporating sustainability into their plans, all 

while helping to build a more sustainable economy. 

ESG ratings assist businesses in meeting the chang-

ing regulatory standards for sustainability and 

ethical business conduct. Companies can reduce 

legal risks, preserve good standing with regula-

tors, avoid potential fi nes or reputational harm, and 

keep ahead of regulatory changes and reporting 

requirements. ESG ratings support international 

sustainability objectives like the SDGs of the UN. 

Companies can demonstrate how they contribute 

to sustainable development and positive societal 

results by receiving higher ESG ratings, disclosing 

their eff orts to address environmental concerns, 

promote social inclusion, and enhance governance 

standards.
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