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Abstract  
This study examines whether firms with higher Environmental, Social and Governance (ESG) 

ratings demonstrate greater downside resilience during periods of market stress. The motivation 

for the study comes from the growing use of ESG ratings in financial markets and the lack of 

agreement in existing research on whether ESG actually protects firms when markets decline. 

Using firm level ESG data from LSEG for companies listed in the S&P 500 and STOXX Europe 

600 the study focuses on two crisis periods the Global Financial Crisis and the COVID-19 

pandemic. Firms are classified into high and low ESG groups based on their LSEG grade in the 

year prior to each crisis and stock returns are used as the main measure of firm resilience. A 

Difference in Difference regression is estimated for each crisis. The analysis draws on two 

competing theoretical perspectives, the insurance effect which predicts that strong ESG 

performance builds stakeholder trust and reduces downside risk and the ESG irrelevance view 

which argues that investors prioritize traditional financial indicators during crises making ESG 

ratings less meaningful. 

The results do not provide consistent support for either hypothesis across the two crisis periods. 

During the COVID-19 pandemic high ESG firms experienced significantly larger declines in stock 

returns compared to low ESG firms with the interaction term estimated at -0.142 and significant at 

the 1% level. This result supports the ESG irrelevance view and is in line with previous research 

suggesting that traditional financial factors remain more important during acute market stress. 

During the Global Financial Crisis both high and low ESG firms experienced similarly large 

losses with an interaction term of +0.068 that does not reach statistical significance. Together the 

findings suggest that the protective role of ESG is not universal and depends heavily on the nature 

and context of the crisis. 
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1.0 INTRODUCTION 

1.1 Problem 

Environmental, Social, and Governance (ESG) refers to a set of criteria used to evaluate a 

company’s performance beyond traditional financial measures. The environmental dimension 

considers how a firm impacts the natural environment. While the social aspect focuses on 

relationships with employers and customers etc., The governance dimension on other hand relates 

to corporate leadership and control systems. ESG ratings are provided by specialized data 

providers and are increasingly used by investors to assess both risks and long term sustainability 

of firms (Shaikh, 2022).  

 

In recent years ESG considerations have become increasingly important in financial markets, 

since ESG ratings are now widely used by investors when making investment decisions (Shaikh, 

2022). Many firms actively work to improve their ESG performance. One common assumption is 

that firms with higher ESG ratings are better managed and therefore less exposed to different types 

of risks (Cohen & Zhu, 2025). At the same time financial markets are regularly affected by 

periods of crisis such as economic downturns or sudden market shocks. During these periods 

investors tend to focus more on risk and capital maintenance. This makes it important to 

understand whether ESG ratings provide useful information about how firms perform under such 

conditions.   

 

However it is still unclear whether high ESG ratings reflect real economic resilience or if they 

mainly capture investor preferences during stable market conditions. Previous research has not 

reached a clear conclusion and empirical findings remain mixed. Some studies suggest that firms 

with strong ESG ratings are more stable while others find no significant relationship between ESG 

and financial performance during the financial crisis 2007-2009 (Bodhanwala & Bodhanwala, 

2023). 

This creates an important gap in the literature. In particular there is limited agreement on whether 

ESG can act as a form of protection during market downturns. Understanding this relationship is 

relevant not only for investors but also for companies and policymakers who rely on ESG metrics 

when making decisions. 
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Therefore this thesis aims to examine whether firms with higher ESG ratings show greater 

downside resilience during market crises focusing on COVID-19 pandemic and financial crises. 

By using firm level ESG data from LSEG and analyzing stock performance during selected crisis 

periods this study seeks to contribute to the ongoing discussion about the role of ESG in financial 

markets and its relevance in times of economic stress. 

1.2 The Aim of this thesis  

The aim of this thesis is to examine whether firms with higher ESG ratings show greater resilience 

during market crises focusing on COVID-19 pandemic and financial crisis. Previous research 

presents mixed results and it remains unclear whether ESG performance actually reduces 

downside risk. This study therefore focuses on the relationship between ESG ratings and stock 

performance in periods of market stress. Using firm level ESG data from LSEG this thesis 

analyzes how firms with different ESG ratings perform during selected crisis periods. In particular 

it investigates whether firms with higher ESG ratings experience smaller losses compared to firms 

with lower ESG ratings and by doing this the study aims to provide additional evidence on 

whether ESG can be linked to risk reduction and improved resilience in times of financial 

turbulence. 

2.0 ANALYSIS  

2.1 Theoretical background 

In recent years the relationship between Environmental, Social and Governance (ESG) 

performance and financial outcomes has received increasing attention in academic research. A 

large part of the literature has examined whether ESG contributes to overall financial performance 

and risk reduction. However the empirical evidence remains mixed particularly regarding the role 

of ESG during periods of market stress. 

A first line of research focuses on ESG and firm performance in general market conditions. Shaikh 

(2022) finds that ESG practices can increase firm valuation and sustainability performance 

particularly through governance and disclosure mechanisms. Similarly Tellioğlu and Demirhan 
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(2025) show that ESG performance has a positive and statistically significant effect on market 

based performance measures such as Tobin's Q although the impact on short term accounting 

profitability is limited. These findings suggest that ESG investments may be valued by investors 

as signals of long term stability rather than immediate financial gains. Governance in particular 

stands out as the dimension most consistently linked to positive outcomes. Shaikh (2022) points 

out that companies with stronger governance structures tend to be more efficient and better at 

managing internal risks which investors tend to reward especially during uncertain times. 

At the same time other studies report weaker or even negative relationships between ESG and 

financial performance. Evidence from emerging markets shows that ESG activities may negatively 

affect firm performance particularly in the short term due to increased costs (Liu 2021). Ban and 

Miljenović (2025) find that ESG implementation does not improve profitability in the short run 

although it may contribute positively to credit ratings and long term performance. The reason ESG 

may hurt short term performance comes down to cost. Companies that spend heavily on 

environmental improvements or social programs may see their profit margins shrink in the near 

term even if the long term payoff is positive. These contrasting findings indicate that the impact of 

ESG on firm performance depends heavily on time horizon and market conditions. 

To understand why these patterns exist it helps to think about what ESG actually measures. ESG 

scores capture how well a company manages its environmental impact, its relationships with 

employees and society and the quality of its leadership. In theory a company that scores well on 

all three dimensions should be better run and more trusted by its stakeholders and less likely to 

face problems. This is the foundation of the insurance effect argument. The idea is that these 

qualities do not disappear during a crisis and may even become more valuable when uncertainty is 

high. 

Some studies support this view. Cohen and Zhu (2025) introduce the concept of ESG consistency 

and find that firms with high ESG ratings before the COVID-19 pandemic that continued to 

actively support their stakeholders during the crisis achieved higher stock returns compared to 

inconsistent firms. Murata and Hamori (2021) show that extensive ESG reporting can reduce the 

risk of future stock market crashes in mature markets such as Europe and Japan by reducing 
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information differences between managers and investors. ESG is thus viewed as a form of 

insurance that can reduce firm specific risk in times of uncertainty. 

However there is also strong evidence of what is described as ESG irrelevance during crisis 

periods. Bodhanwala and Bodhanwala (2023) found in a study of the Indian market that ESG 

ratings did not have any statistically significant explanatory power for stock performance during 

the pandemic. They argue that traditional financial factors such as dividend yield and profitability 

remain more important for investors during a crisis. Ruan and Liu (2021) explain a similar pattern 

in China through a cost effect where extensive sustainability investments are seen as a financial 

burden that reduces profitability in the short term. 

It is also worth noting that the two crises examined in this study are very different in nature. The 

Global Financial Crisis was driven by structural problems inside the financial system including 

excessive risk taking and poor oversight in the banking sector. The COVID-19 pandemic on the 

other hand was an external shock that hit all sectors suddenly and without warning. It is 

reasonable to expect that ESG would behave differently across these two types of events. During 

the financial crisis better governed companies may have been more careful and avoided some of 

the riskiest behaviors. During the pandemic however no amount of good governance could have 

predicted or prevented the sudden market freeze that occurred in early 2020. 

An additional concern in the literature relates to the reliability of ESG ratings themselves. 

Abhayawansa and Tyagi (2021) highlight that large differences in definitions and measurement 

methods between rating agencies can lead to completely conflicting ratings for the same firm. A 

practical example is that the same company can receive a very high ESG score from one agency 

and a very low score from another because agencies weigh different factors differently and collect 

data in different ways. This lack of standardization raises concerns about the reliability and 

comparability of ESG scores and may partly explain why empirical results are so inconsistent 

across studies. 

Taken together the literature points to three key insights. ESG may contribute to firm value and 

long term performance although the effects are not universally positive. The role of ESG in 

providing resilience during market crises remains unclear with findings showing mixed and often 

contradictory results. And measurement issues related to ESG ratings introduce additional 
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uncertainty into any analysis. These gaps motivate the present study and highlight the need for 

further empirical investigation using consistent data and methodology across different types of 

market shocks. 

2.2 Hypotheses 

The theoretical framework presented identifies two competing views on the role of ESG during 

market crises. The insurance effect suggests that firms with strong ESG ratings build trust and 

social capital over time and that this acts as a protection against stock price declines during 

periods of market stress. On the other side the ESG irrelevance view holds that when markets are 

under extreme pressure investors shift their focus toward fundamental financial indicators such as 

profitability and liquidity and ESG ratings lose their significance. 

These two perspectives directly motivate the hypotheses tested in this study :  

H₀ : There is no statistically significant difference in stock returns between firms with high ESG 

ratings and firms with low ESG ratings during market crisis periods. 

H₁ : Firms with higher ESG ratings experience significantly smaller stock return losses during 

market crisis periods compared to firms with lower ESG ratings. 

H₀ represents the ESG irrelevance view and suggests that ESG performance offers no measurable 

protection when markets decline sharply. H₁ reflects the insurance effect and proposes that a firm's 

sustainability profile reduces the extent of stock price losses during a decline. Both hypotheses are 

tested across the Global Financial Crisis and the COVID-19 pandemic to assess whether any 

relationship between ESG ratings and stock performance holds across different types of market 

shocks. 

2.3 Variables and data collection 

Our research design relies on a quantitative approach to evaluate the protective qualities of 

Environmental, Social and Governance metrics during two distinct periods of market turbulence. 

We obtain the primary dataset from LSEG because this database provides comprehensive and 

standardized ESG scores for listed firms globally . We have specifically decided to focus our 
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analysis on two separate crisis windows which are the global financial crisis and the COVID-19 

pandemic. It is important to note that the decision to combine these two specific crises into one 

comparative study is our own research choice aimed at testing ESG resilience across different 

types of economic shocks.  

To ensure data consistency we only include firms that have established ESG ratings available at 

least one full year before each crisis begins and will therefore not include any firms that do not 

have reported ESG ratings during our selected crisis periods (Cohen & Zhu 2025). This means we 

retrieve scores from 2007 for the financial crisis and from 2019 for the COVID-19 analysis to 

capture the sustainability profile of the firms before the market declines (Murata & Hamori 2021).  

 

The choice to use LSEG data specifically is based on its broad coverage and the consistency of its 

scoring method. LSEG was also the most accessible to us as a reliable option. LSEG assigns ESG 

grades on a letter scale ranging from D at the low end to A+ at the high end. This makes it easy to 

divide companies into high and low ESG groups in a transparent and replicable way. Other 

databases such as MSCI or Sustainalytics use different scales and methodologies which could 

produce different group classifications. By sticking to one provider throughout the analysis we 

avoid introducing additional inconsistency into the results.  

To make firms more comparable and reduce differences in the sample this study focuses on firms 

from developed markets like the United States and Europe. The sample is drawn from firms 

included in the S&P 500 and STOXX Europe 600 index. These indexes are selected because they 

represent large listed firms operating in well developed financial markets with relatively high ESG 

transparency and reporting standards. 

Previous research shows that the relationship between ESG and financial performance can vary 

across regions particularly between developed and emerging markets. By focusing only on the 

United States and Europe the study ensures a more consistent institutional setting and improves 

the reliability of the empirical analysis (Murata & Hamori, 2021). This selection also allows for a 

large sample size while maintaining comparability across firms. 
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2.3.1 Dependent variable definition 

The dependent variable in this study is the annual stock return for each firm. Stock returns are 

calculated as the percentage change in the total return index from one year to the next. This 

measures how much a firm gained or lost in value over the course of one year including dividends. 

Stock returns are used rather than market value because returns allow for direct comparison across 

firms regardless of their size or starting price. A percentage return is a standardized measure that 

captures how much each firm gained or lost relative to its own starting point which makes it 

suitable for comparing firms across different markets and time periods.  

Stock returns are measured as annual total returns in fiscal years obtained directly from LSEG 

expressed as decimals. A value of 0.25 represents a 25% gain while a value of -0.34 represents a 

34% loss. The pre crisis year return and the crisis year return are used directly in the DiD 

regression as the dependent variable for each firm.  

For the COVID-19 crisis the pre-crisis year is 2019 and the crisis year is 2020. The virus was first 

reported in Wuhan China in late December 2019 and was declared a global pandemic by the 

World Health Organization on March 11 2020 (CDC, 2024). Financial markets began responding 

sharply in February and March 2020 as lockdowns were announced and economic activity froze 

across the world. The year 2019 is therefore chosen as the pre crisis baseline because markets 

were stable and ESG ratings were established before the shock occurred. 

For the Global Financial Crisis the pre crisis year is 2007 and the crisis year is 2008. The crisis 

originated in the United States housing market where excessive risk taking and poor oversight led 

to large scale losses across the financial system (Reserve Bank of Australia, 2024). While stress in 

financial markets first emerged in mid 2007 the crisis reached its peak following the collapse of 

Lehman Brothers in September 2008 which triggered widespread panic across global financial 

markets. The year 2007 is therefore chosen as the pre crisis baseline because ESG ratings were 

available and markets had not yet experienced the full severity of the crisis. The year 2008 

captures the most intense phase of the downturn when losses were largest and market declines 

were most severe. 
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2.3.2 ESG Data 

The histograms show the distribution of ESG grades across all firms in the sample for the pre 

crisis years 2019 and 2007. In 2019 the distribution is concentrated around the middle to upper 

grades with grade B being the most common followed by B+ and B-. This reflects the relatively 

high ESG reporting standards among large firms listed in the S&P 500 and STOXX Europe 600. 

In 2007 the distribution shifts toward the lower grades with grade C being the most common. This 

is expected since ESG reporting was far less developed in 2007 and fewer firms had established 

strong sustainability profiles. The red dashed line marks the threshold used in this study where 

firms with grade B and above are classified as high ESG shown in blue and firms below B are 

classified as low ESG shown in red.  

2.4 Methodology 

This study uses firm level data on ESG ratings from LSEG. The data includes companies with 

available ESG scores and stock price information. The sample consists of firms that can be 

observed during both the global financial crisis and the COVID-19 crisis. 

The study focuses on how firms perform during these two crisis periods. The global financial 

crisis and the COVID-19 pandemic are used as clear examples of market stress. Stock returns are 

used to measure firm performance during these periods. This makes it possible to compare how 

much firms lose when markets decline. 
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The analysis is based on Difference in Difference analysis (DID) made in R-Studio.  

The Difference in Differences method is a way for researchers to figure out if a specific event 

caused a change in behavior by comparing two different groups over time. In this study it helps us 

see if having a high ESG rating actually helps a company stay strong during a market crisis. The 

core idea is to look at the change in stock performance for companies with high ratings and 

compare it to the change for companies with low ratings. By comparing these two changes we can 

cancel out general market trends that affect everyone and isolate the specific effect of the ESG 

rating itself. 

The main variable in the study is the ESG rating. Firms are divided into groups based on their 

ESG scores. One group includes firms with higher ESG ratings and another includes firms with 

lower ESG ratings. The purpose is to examine if firms with higher ESG ratings perform better 

during crisis periods.  

To divide firms into treatment and control groups this study classifies firms as either high ESG or 

low ESG based on their LSEG ESG combined score grade in the year prior to each crisis.  

Firms with a grade of B or above meaning grades A+, A, A-, B+ and B, are classified as high ESG 

and assigned the value 1. The grade B or above was strategically selected to clearly separate High 

ESG firms from average performers, creating a highly significant contrast that allows for a more 

reliable test of whether high ESG ratings provide insurance during a crisis, this is also visually 

shown in section 3.3 with a Graph named “Normal Distributions of ESG scores”. Firms with a 

grade below B such as B-, C+, C, C-, D+ and D are classified as low ESG and assigned the value 0. 

This classification is based on the pre crisis year specifically 2019 for the COVID-19 crisis and 

2007 for the Global Financial Crisis. Using the pre crisis grade ensures that the group classification 

is not influenced by firm performance during the crisis itself which is an important requirement of 

the DID method. The high ESG group serves as the treatment group and the low ESG group serves 

as the control group in the regression analysis.  

To do this we use a model that looks at several pieces of information at once. We look at the time 

period before and after the crisis and whether a company belongs to the high rating or low rating 

group. The most important part of this model is called the interaction term which tells us if the 
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high ESG firms performed differently specifically because of the crisis compared to the other 

firms. This method is very useful because it allows us to use real world data to find a cause and 

effect relationship even when we cannot run a controlled experiment. 

Y =  β0 +  β1*[Time] +  β2*[Intervention] +  β3*[Time*Intervention] +  β4*[Control Varibales] + ε 

The model works by comparing how stock returns changed over time for high ESG firms versus 

low ESG firms. Time indicates whether the observation is from before or during the crisis, and 

Intervention indicates whether a firm belongs to the high ESG group. The interaction term tells us 

whether high ESG firms performed differently from low ESG firms specifically during the crisis, 

after accounting for general market movements and any pre existing differences between the 

groups. 

The results are evaluated by comparing firm performance across ESG groups and across the two 

crisis periods. The study focuses on whether firms with higher ESG ratings experience smaller 

losses during market downturns. This approach makes it possible to test the research question in a 

clear and consistent way across different crises. 

3.0 Results 

3.1 Main results 

The DiD regression was estimated separately for the COVID-19 crisis and the Global Financial 

Crisis using robust standard errors. The key coefficient in both models is the interaction term 

between the post crisis period and the treatment dummy which captures whether high ESG firms 

performed differently from low ESG firms once the crisis began. 

For the COVID-19 crisis the interaction term is estimated at -0.142 and is statistically significant 

at the 1% level (p = 0.008). This shows that high ESG firms experienced significantly lower stock 

returns during 2020 compared to low ESG firms after accounting for pre crisis differences 

between the groups. The bar chart confirms this pattern. Before the crisis in 2019 both groups had 

similar average returns with high ESG firms at 0.337 and low ESG firms at 0.334. During the 

crisis in 2020 high ESG firms fell to 0.130 while low ESG firms remained relatively more stable 
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at 0.248. High ESG firms therefore declined by approximately 0.207 compared to a decline of 

0.086 for low ESG firms. 

For the Global Financial Crisis the interaction term is estimated at +0.068 and is not statistically 

significant (p = 0.248). This suggests that high ESG firms performed marginally better during 

2008 compared to low ESG firms though the result does not reach conventional significance 

thresholds. The bar chart shows that before the crisis in 2007 high ESG firms had average returns 

of 0.079 while low ESG firms had average returns of 0.169. During 2008 both groups experienced 

sharp declines with high ESG firms falling to -0.342 and low ESG firms falling to -0.347. The 

difference between the groups during the crisis is therefore very small and not statistically 

distinguishable from zero. 

The treatment variable is marginally significant in the Global Financial Crisis model (p = 0.054) 

indicating that high and low ESG firms had somewhat different return levels even before the 

crisis. Market capitalization is a significant control variable in the COVID-19 model suggesting 

that larger firms performed differently during that period though it shows no significant effect in 

the Global Financial Crisis model. 
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The table reports the DiD regression results for both crisis periods with robust standard errors in 

parentheses. The key coefficient is Post × High ESG which measures whether high ESG firms 

performed differently from low ESG firms once each crisis began. For COVID-19 the estimate is 

-0.142 and significant at the 1% level, confirming that high ESG firms experienced larger losses 

during the pandemic. For the Global Financial Crisis the estimate is +0.068 but statistically 

insignificant and indicating no meaningful difference between the groups during that crisis.  
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The chart shows the average stock returns for high ESG and low ESG firms before the 

COVID-19 crisis in 2019 and during the crisis in 2020. Before the crisis both groups 

performed at a similar level, with high ESG firms averaging a return of 0.337 and low ESG 

firms averaging 0.334, suggesting that the two groups were broadly comparable in the 

pre-crisis period. During 2020 however the two groups diverged sharply. High ESG firms 

saw their average return fall to 0.130 while low ESG firms held up considerably better at 

0.248. This pattern visually confirms the DiD result that high ESG firms experienced 

greater losses during the pandemic, supporting the ESG irrelevance view rather than the 

insurance effect.  

 
 

 
The chart shows the average stock returns for high ESG and low ESG firms before the Global 

Financial Crisis in 2007 and during the crisis in 2008. Before the crisis low ESG firms slightly 

outperformed high ESG firms, averaging 0.169 compared to 0.079, indicating some pre-existing 

differences between the groups. During 2008 both groups suffered severe losses as markets 

collapsed, with high ESG firms falling to an average return of -0.342 and low ESG firms falling to 

-0.347. The near-identical performance of both groups during the crisis is consistent with the 

statistically insignificant interaction term and suggests that ESG ratings provided no meaningful 

protection during the Global Financial Crisis.  
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3.2 Interpretation of Results 

The results across the two crisis periods point in different directions and do not provide consistent 

support for either hypothesis. During the COVID-19 pandemic the findings reject H₁ and instead 

align with the ESG irrelevance perspective described in H₀. High ESG firms did not show greater 

resilience and in fact experienced significantly larger declines in stock returns compared to low 

ESG firms. This is consistent with the argument made by Bodhanwala and Bodhanwala (2023) 

that traditional financial factors remain more important than ESG ratings during periods of severe 

market stress. 

During the Global Financial Crisis the results offer no statistically significant support for either 

hypothesis. Both high and low ESG firms experienced similarly large declines in stock returns 

during 2008 and the small positive interaction term is not distinguishable from zero. This finding 

does not support the insurance effect and instead aligns with the ESG irrelevance view for this 

crisis period as well. 

Taken together the results suggest that the relationship between ESG ratings and downside 

resilience is not consistent across different types of crises. The nature of the shock and the market 

environment appear to matter for whether ESG provides any protective effect. This finding aligns 

with the conclusion from the theoretical framework that the role of ESG as a protective 

mechanism is context dependent rather than universal. 

One possible explanation is that sector mix may have played a role in the results. Different 

industries were affected very differently during the pandemic and if high and low ESG companies 

were unevenly spread across sectors this could have influenced the outcome. This means the 

results could partly reflect sector differences rather than ESG performance alone. Future research 

with sector controls could help clarify this. 

The DID estimate for COVID-19 is -0.142 and is statistically significant at the 1% level (p = 

0.008). This means that high ESG firms underperformed low ESG firms by 14.2 percentage points 

during the pandemic when controlling for firm size. This result leads us to reject the null 

hypothesis for COVID-19. Rather than providing downside protection, high ESG firms 

experienced greater losses during COVID-19. One possible explanation is that high ESG firms in 
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2019 were large growth stocks in sectors such as technology and healthcare which were trading at 

high valuations and therefore fell more sharply when the market crashed in early 2020. This 

finding is consistent with Bodhanwala and Bodhanwala (2023) who found no significant ESG 

protection during the COVID-19 crisis and instead suggested that traditional financial factors may 

be more important during periods of market stress. 

For the GFC the DID estimate is +0.068 with a p-value of 0.248. This result is not statistically 

significant and falls well above the conventional 5% threshold. We therefore fail to reject the null 

hypothesis for the GFC. The positive coefficient is very small and not statistically significant 

providing no meaningful evidence that ESG offered resilience during the GFC. This weak result 

may partly be explained by data limitations as discussed in the limitations section where annual 

fiscal year returns may not accurately capture the timing of the 2008 market decline. 

Taken together the results suggest that the relationship between ESG ratings and stock market 

resilience is not consistent across different types of crises. ESG did not provide protection during 

COVID-19 and showed no significant evidence of resilience during the GFC. This supports the 

view found in the existing literature that the role of ESG during market crises is complex and 

context dependent. 

4.0 Summary and Conclusions 

4.1 Summary of the thesis 

This thesis looks at whether companies with higher ESG ratings hold up better during financial 

crises. The motivation behind the study is that ESG has become increasingly important in 

financial markets but researchers have not yet agreed on whether good ESG performance actually 

protects companies when markets fall. 

The study uses ESG data from LSEG for companies listed in the S&P 500 and STOXX Europe 

600 indices. Two crisis periods are examined the Global Financial Crisis and the COVID-19 

pandemic. Companies are split into a high ESG group and a low ESG group based on their ESG 

grade from the year before each crisis started. A statistical method called Difference in 

Differences is then used to compare how the two groups performed during each crisis. 
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The theoretical starting point for the study is two opposing ideas. The first is the insurance effect 

which says that companies with strong ESG profiles build trust with stakeholders and are therefore 

better protected when markets decline. The second is ESG irrelevance which argues that during a 

crisis investors focus on basic financial strength and ESG ratings simply stop mattering. 

The results differ between the two crises. During the COVID-19 pandemic high ESG companies 

saw significantly larger drops in stock returns than low ESG companies which supports the ESG 

irrelevance view. During the Global Financial Crisis both groups experienced large losses and no 

statistically significant difference was found between them providing no clear support for either 

hypothesis. Overall the results show that the role of ESG during a crisis depends heavily on the 

situation and cannot be treated as a reliable protective factor in all cases. 

4.2 The Limitations 

This study has several limitations that should be considered when interpreting the results. First of 

all the analysis relies on ESG ratings from LSEG. Although this is a widely used and respected 

database the ESG ratings are not fully consistent across providers. Different agencies use different 

methods and data sources when calculating ESG scores. So the ratings may not always reflect the 

true level of ESG performance for each firm. As a result measurement error may be present which 

can affect the findings.  

Second of all the study focuses on COVID-19 pandemic and financial crises. These periods are 

chosen to represent times of market stress but they do not cover all possible types of crises. 

Financial crises and pandemics can affect markets in different ways and extent. The results from 

one crisis period may therefore not be fully generalizable to others. In addition the exact timing of 

a crisis can be difficult to define which introduces some subjectivity in the analysis. We have 

chosen to analyze market performance one year before the crisis and one year during the main part 

of the crisis. For COVID-19 we analysed the market in 2019 and 2020. For the financial crisis we 

analyzed market performance 2007 and 2008. If we would have included all years of the crisis that 

may have possibly showed a different type of result. Another limitation concerns  the 

measurement of firm performance. This study uses stock returns as the main indicator of 

resilience. While stock returns are commonly used in financial research they are influenced by 
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many factors beyond ESG. Factors such as news and external economic conditions can affect 

stock prices. This makes it difficult to isolate the specific effect of ESG ratings. Therefore the 

results should not be interpreted as showing a direct causal relationship but more as a guideline. 

The empirical model used in the study also has its limitations. Although it includes variable it is 

not possible to include all factors that may influence firm performance. There is always a risk that 

some important variables are omitted. This can lead to biased estimates and affect the conclusions. 

Data availability is another limitation. The sample only includes firms for which ESG data is 

available in the LSEG database. This may lead to a bias toward larger or more transparent firms as 

these are more likely to report ESG information. Smaller firms or firms with low transparency 

may be excluded which can affect their visibility in the sample. Furthermore the study treats ESG 

as a combined score.  

This means that environmental, social and governance factors are analyzed together rather than 

separately. In reality these components may have different effects on firm performance. For 

example governance may be more important during financial crises while environmental factors 

may matter more in the long term. By using a single ESG measure these differences are not fully 

captured. LSEG provides data for all three ESG components but this study does not separate their 

individual effects. It is therefore not possible to determine which component has the strongest 

impact on firm performance. Finally the study focuses on correlation rather than causation. Even if 

a relationship is found between ESG ratings and stock performance this does not mean that ESG 

directly causes better or worse outcomes. It is possible that other factors are driving both ESG 

performance and financial results. 

A further limitation relates to how return data was extracted from the LSEG database. LSEG 

organizes financial data by fiscal year rather than calendar year meaning that each data column is 

labeled relative to the most recent reporting period rather than by a specific calendar year. This 

structure means that there is a potential source of uncertainty in how the data is interpreted which 

in some cases could lead to misleading results. This is something that should be kept in mind 

when analysing the findings. 
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4.3 Conclusion 

The goal of this thesis was to find out whether companies with higher ESG ratings perform better 

during market crises specifically during the COVID-19 pandemic and the Global Financial Crisis. 

The focus was on whether higher ESG ratings are linked to smaller losses in stock returns when 

markets are under stress. 

The results do not point clearly in one direction. During the Global Financial Crisis both high and 

low ESG companies experienced losses and the difference between the groups was not statistically 

significant. During the COVID-19 pandemic the results went the other way and high ESG 

companies actually fell more than low ESG companies and this result is highly statistically 

significant. 

What this tells us is that ESG ratings do not consistently protect companies from losses during 

crises. Whether ESG helps or not seems to depend on the type of crisis and the broader market 

conditions at the time. This is in line with what many previous studies have also found. For 

investors and fund managers this means that relying on ESG scores as a way to reduce downside 

risk is not well supported by the evidence and other financial factors should also be taken into 

account. 

4.4 Future research 

There are several ways future research could build on what this study has done. To begin with 

future studies could look at more crisis periods such as the European debt crisis or the market 

volatility in 2022. This would help determine whether the differences found between the two 

crises in this study reflect a broader pattern or are specific to these particular events. 

It would also be useful to break down the ESG score into its three parts which are the 

environmental component, the social component and the governance component and study each 

one separately. Since governance in particular is often seen as the most directly connected to 

financial risk management it could behave differently from the other two during a crisis. 

 

The sample in this study is limited to large companies in developed markets. Future research could 

include smaller companies or companies from developing markets to see whether the results 
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change. This would also reduce the bias toward companies that are large enough and transparent 

enough to have ESG ratings in the first place. 

 

Another useful direction would be to compare results across different ESG rating providers such 

as MSCI or Sustainalytics since scores from different agencies often differ quite a lot for the same 

company. Doing this would help show how sensitive the findings are to which data source is used. 

Finally future studies could look beyond stock returns and also include measures such as 

accounting profitability or credit risk. Using several different performance measures together 

would give a more complete picture of what resilience actually means and whether ESG plays any 

role in it. 
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