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Abstract: This paper aims to investigate whether the environmental, social, and corporate gover-
nance (ESG) score of New Zealand-listed companies is associated with their stock performance
during the COVID-19 pandemic. The idea of socially responsible investing is commonly accepted in
New Zealand, and past academic literature has argued for the positive (though often weak) relation-
ship between companies’ stock returns and their ESG profile. The methodology of the research is
threefold. First, the average daily return for 11 New Zealand Exchange (NZX) market sectors and the
S&P/NZX50 index during the COVID-19 panic and rebound periods are compared. Then, the impact
of the COVID-19 outbreak on the average daily return of 11 broad NZX sectors in relation to the
average ESG score for a given sector is checked. Finally, the relationship between the daily average
performance of 56 NZX-listed companies and their ESG scores proxied by Refinitiv’s ESG Combined
Score is determined. The analysis reveals no support for the idea that the returns of firms with higher
ESG scores are greater than those with a low ESG ranking during the COVID-19 pandemic. The
results show a negative, though statistically insignificant, correlation between the ESG score and
annualized stock return both on the sector and individual company levels. Even though our reported
findings do not confirm the believed positive correlation of the analyzed measures (based on previous
studies), they clearly show that high ESG performance does not harm financial performance even in
the context of crises.

Keywords: ESG; New Zealand; stakeholders; stock market performance; sustainability; COVID-19

1. Introduction

The COVID-19 pandemic provides a unique opportunity to test sustainable and
responsible investing (SRI) strategies (strategies that considers ESG factors in portfolio
selection and management). It has even been labeled by the Financial Times as the “ESG
acid test” [1]. The previous studies examining the ESG and corporate financial performance
(CFP) nexus in the context of crises show that a high ESG profile can facilitate smoother
operation and offer better resistance to external distress (see [2–5]). The very recent studies
dealing with the same phenomenon during the COVID-19 spread support those findings
(see [6–8]).

In this paper, we contribute to the ongoing discourse of whether the ESG performance
of companies matters under these unprecedented dire straits by testing the sustainability
effect in the small economy of New Zealand (NZ). Although it struggled with this natural
disaster at the beginning of 2020, it then became the only country free of new cases of
COVID-19 and its domestic economy has been the least impacted so far by the direct
consequences of the spread of the disease. In our research, we examine if there is a positive
relation between ESG performance and corporate financial performance (CFP), and take it
as a proxy for the latter market-based measures of CFP, i.e., the stock returns of companies
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listed on the New Zealand Stock Exchange (NZX). We examine companies with a high
and low Refinitiv’s ESG combined score available in the DataStream database (Refinitiv’s
ESG Combined Score is an overall company score based on the reported information in
the environmental, social, and corporate governance pillars (ESG Score) with an ESG
Controversies overlay). We are aware that narrowing a CFP to generate stock returns is
a distinct simplification, but at the same time, stock returns are a widely accepted and
effective measure thereof.

The growth of SRI is one of the key trends in capital markets over the last 30 years.
From a niche position, it has become part of the mainstream global finance industry
(Globally, sustainable investing assets amounted to $35.3 trillion at the beginning of 2020, a
15% increase compared with 2018. The largest three regions—based on the value of their
sustainable investing assets—were the United States, Europe, and Japan [9]). Potential
explanations for this trend include a growing awareness that finance intertwines with
matters of social responsibility and the difficult aftermath of irresponsible finance that
led to a global financial crisis [10]. Indeed, sustainable, green, or ethical finance has
generated renewed attention due to notorious corporate scandals such as those of Enron,
WorldCom, Arthur Andersen, and Lehman Brothers; environmental accidents such as
Exxon, Union Carbide, and British Petroleum; and greenwashing incidents such as the
cluster munitions scandal in NZ. Additionally, the growing importance of governmental
regulations, including non-financial disclosure, the amplified scrutiny of the media, and
increased pressure from various stakeholders, have placed the challenge of ESG issues on
the strategic agenda of virtually all firms (e.g., [11]) and, consequently, of capital markets.

The concept of business accountability for ESG activity goes along with the idea that a
company should deliver value not only to shareholders but to different stakeholder groups
as well, by acknowledging their claims, rights, or needs. Since enterprises are “embedded
in a society and draw all their resources from it, then they must act like responsible
citizens” [12], p. 105. This is, however, extremely unlikely to be incorporated as long as
there is no tangible link to a company’s performance. As argued by [13], continuous efforts
to identify the impact of ESG on a company’s financial performance (CFP) are also efforts
to legitimize its social engagement and prove that businesses can do well by doing good.

Hence, the most persuasive driver for investors and companies is the fact that SRI
has begun to perform as well as, and often better than, its mainstream counterparts.
Although a causal conclusion remains complex, most research finds either a positive
or neutral correlation between the ESG quality represented by a business and its CFP
(e.g., [14,15]). Such effect is backed up by strong evidence that on the microeconomic
level, firms can mitigate their risk exposure through effective ESG policies, whereas, on
the macroeconomic level, socially responsible behavior likely leads to a better corporate
investment environment, better financial stability, and stronger and more crisis-resilient
economies [16].

This article proceeds as follows. Section 2 explains the association between ESG
performance and CFP based on empirical research evidence, including insights from NZ.
Section 3 presents the research methodology and data sources. Section 4 illustrates the
obtained results. A brief discussion and conclusion in Section 5 finishes the paper.

2. The Challenge of Matching ESG Performance with CFP

Academics have tried for decades to find and explain the relationship between respon-
sible and sustainable management (reflected in a firm’s behavior) and a company’s value
mirrored by its financial performance. Although many questions are still open or answered
with mixed results, numerous interesting implications have been observed based on aca-
demic research. In this section, we observe some of them, noticing they are, in general,
related to three aspects of a company’s performance: competitive advantage (see [17–20]),
financial results (see [21]), and risk and volatility (see [16,22–24]).

Whatever the explanation of the link between ESG and CFP, empirical evidence
showing the strength of this relationship seems to be at least as crucial. Research examining
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strictly the link between companies’ ESG profile and their accounting and market measures
of CFP reports mostly a positive, though usually weak, relationship. For example, a meta-
analysis of 167 studies investigating the effects between ESG performance and CFP since
1972, conducted by Margolis et al. (2007), indicates only a mildly positive relationship
between them. The extensive meta-analysis of empirical evidence from January 1980 to
February 2019 by [15] shows a positive, statistically significant but economically modest,
relationship between ESG performance and CFP. [14] enhanced meta-study based on
over 200 sources reports a remarkable correlation between diligent sustainability business
practices and economic performance. In particular, 90% of the studies on the cost of capital
show that high sustainability standards lower the cost of capital for companies; 88% of
the research shows that ESG practices are positively correlated with better operational
performance, and the majority of studies (33 out of 41) find that a higher ESG score translates
into a superior stock price performance relative to firms with a lower ESG score [14]. An
earlier study by [25] for the US market also finds that the portfolio of high-sustainability
US companies outperforms the low-sustainability portfolio over the long term in 14 of the
18 years of the sample period 1993–2010, both in terms of the stock market and accounting
performance. Those results are consistent with theoretical expectations of a null to a
modestly positive link between ESG and CFP [26].

2.1. ESG and Crisis Resilience

It should be of critical interest to verify whether and how the aptitude for sustainability
can pay off in the turbulent environment during external crises, such as natural distress,
political unrest, and pandemics. Some research has already documented the positive
impact of ESG on CFP under economic downturn conditions. According to Lins et al.
(2017), during the global financial crisis, firms with high social capital, as measured by
corporate social responsibility (CSR) intensity before the crisis, had significantly higher
stock returns than firms with low social capital. High-ESG firms also experienced, inter
alia, higher profitability, productivity, sales growth, and return on assets (ROA) and raised
more debt, relative to low-ESG firms [4,27]. In general, those results show that “investors
assigned a premium to high-CSR companies during a crisis of trust” [4].

Such a phenomenon can be explained by the stakeholder theory of crisis management
which argues that the stakeholder model of corporate governance (the one that naturally
suits the incorporation of ESG factors) is associated with more successful crisis management
outcomes due to higher frequencies of proactive and accommodating crisis management
behavior [3]. Ref. [2] argue that the stakeholder model of corporate governance may
help firms prevent crises or recover from them more successfully. As tested by [22], a
firm’s susceptibility to economic downturns can be reduced thanks to CSR activities, which
strengthen customer loyalty. The case study by [28] proves that established pre-crisis
stakeholder relationships, and strong communication channels, in particular, help handle a
crisis, and may serve as significant resources for the post-crisis period. The stakeholder
approach in general is believed to enhance adaptability through the effective management
of multilateral contracts [29] and organizational flexibility [30]. Those qualities in particular
constitute the necessary conditions for operating in uncertainty and under unfavorable
circumstances of crises or distress, such as, for example, natural disasters or pandemics.
As a result, by adopting a stakeholder approach, organizations can optimize their crisis
management efforts [31]. On the other hand, as [32] results suggest, the shareholder
model is in turn associated with higher frequencies of crises, indicating that a solely profit-
maximization approach makes companies more prone to crisis.

Scholars have already tried to capture the link between ESG and CFP during the
COVID-19 pandemic. The studies by [7,22] prove that CSR is a protective measure, reducing
the pandemic-induced drops in stock prices. The robust study by [7], p. 25 shows, in
particular, that firms that engaged more in CSR activities prior to the pandemic “experience
superior stock price performance in response to COVID-19, and the CSR-resilience nexus is
stronger among economies with social norms that place a higher priority on environmental
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and social issues”. Additionally, [8] verify a positive joint effect of CSR and corporate debt
level on firm risk during the current pandemic. These results are consistent with stakeholder
theory, illustrating that socially responsible behavior strengthens bonds between a firm and
its stakeholders and that this pays off in times of crisis.

Assuming the positive relationship between CSR performance prior to the pandemic
and crisis management efficiency and/or crisis resilience, we examine this link in the
high-CSR-aware economy of NZ. We check whether a historically high ESG score is a proxy
for dealing with distress and shocks, namely, whether it protects firms against pandemic
panic and better equips them to pass smoothly through the COVID-19 maelstrom.

2.2. Insights from New Zealand

Although NZ is well known as a country with a high degree of awareness of en-
vironmental and sustainability issues [33], there is scarce academic evidence about the
association of ESG performance with CFP for NZ firms. The most recent (to the best of
our knowledge) available findings are those of [33], who examine audited financial re-
ports of NZX50 constituents during 2002–2014 and report a positive connection between a
firm’s CSR profile and financial performance. An earlier attempt to investigate the effect
sustainability reporting has on CFP in NZ was made by [34]. Their study shows that for
17 NZX-listed companies, there was a generally positive trend in abnormal returns but the
result was statistically insignificant. An industry-specific study by [35] explores the role
of corporate governance characteristics on the CFP of large agricultural firms in NZ. The
reported results reveal that listed companies have better corporate governance practices
than their non-listed counterparts and that these practices are often associated with higher
firm performance.

The above-mentioned research, however, examined the link between ESG disclosure
but had not evaluated ESG, performance, and CFP. To the best of our knowledge, our
analysis is the first that tests the impact of an independently rated ESG score on the CFP of
NZX companies in the context of a pandemic.

It is worth rounding off this section with some new insights from the NZ capital market
regarding the financial performance of impact investing. As surveyed by the Responsible
Investment Association Australasia (RIAA), active impact investors are very satisfied with
the financial performance of their impact investments, with 81% indicating that they are
meeting (72%) or exceeding expectations (9%), and only 4% stating that they are under-
performing expectations [36]. The prospect of impact investing in NZ looks promising.
Most investors indicate that impact investing will become more significant and declare that
they will allocate $5.9 billion to it in the medium term (5+ years), which suggests a potential
six-fold increase in the capital already deployed [36]. It is also noteworthy that in 2019,
83% of New Zealanders expected their investments to be invested socially responsibly and
ethically (compared with 72% in 2018). Two in three respondents said they would consider
changing their provider of financial services if their current provider engaged in activities
inconsistent with ESG values [37].

Finally, the very recent results of the World Values Survey Wave 7 (2017–2020) suggest
that NZ society is prone to prioritize values reflected in the ESG performance of the economy’s
constituents. For example, 55.3% of New Zealanders declare that protecting the environment
should be given priority as compared with economic growth (versus 23.1% who think the other
way around). This is more than all participating countries’ (48) average which is 54.6% [38].
This is also a significant increase from 2011 when 42.6% of New Zealanders indicated the
environment should be higher in the hierarchy than the economy [39]. Such beliefs might help
to complement NZ’s commitment to being carbon neutral by 2050. At the same time, only
57.2% of New Zealanders have confidence in environmental protection movements; 76.1% of
the society are not members of those, and only 5.6% are active members. However, with such
a score NZ still outperforms all countries’ average, which is 85.7% and 5.2%, respectively [38].

Taking the managerial perspective, NZ managers tend to search for competitive
advantage through sustainability (see, e.g., the wine industry study by [40]. However, as
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indicated by [41], although the majority of managers consider sustainability practices an
important factor for their personal future careers, NZ companies to a large extent do not
include sustainability as a part of their strategic or operational planning process. This seems
to be inconsistent with the NZ shareholders’ attitude. As reported by [42], the members
of the New Zealand Shareholder Association want companies to be accountable for their
environmental impacts, and this drives their affirmative attitude towards compulsory and
comprehensive environmental information disclosure (in annual reports and corporate
websites) and audits thereof.

Such an attitude seems to be reflected in the financial market’s figures. The value
of SRI assets for Australia and NZ in 2020 amounted to $906 billion, which shows a 25%
increase since 2018 [9]. NZ SRI assets alone used to make up the majority (72%) (or 63.2%
acc. to [43]). of total assets under professional management worth $188 billion in 2018 [44],
whereas, in 2020, they amounted to $142 billion, representing 43% of total funds under man-
agement [45]. The key drivers of SRI growth in this country are demand from institutional
investors (indicated by 38% of respondents), ESG factors’ impact on performance (37%),
and alignment to mission/values (27%) [45]. In addition, SRI is expected to receive a boost
from millennial investors (born 1981-1996) [46], who have stronger commitments to sus-
tainability investing than their parents [47]. This has been also the case in NZ where 61.9%
of citizens up to 29 years old and 64% of those between 30–49 prioritized environmental
protection over economic growth [38].

A question of to what extent those declarations—from both society, corporations,
and investors—are genuine seems to be essential. The recent scandal about cluster mu-
nitions shows there might be a lot of greenwashing as well. While RIAA announces that
the dominant SRI strategy in NZ is negative screening ($161 billion of assets under man-
agement), with controversial weapons (76%) (the relevance of investment in weapons
manufacturing and distribution came into sharp focus in NZ following the mass shootings
in Christchurch [44]) and tobacco (86%) being the most prevalent exclusionary screens
among NZ investment managers [45], the flagship organization that used to support its
reports, AMP Capital, together with other KiwiSaver providers (Westpac, Aon, ANZ,
and BNZ) are alleged to have breached laws banning cluster munitionsby investing in
companies making the controversial weapons [48]. One should note that investment in
companies that produce cluster munitions is a criminalized activity in NZ since it enacted
laws after becoming a party to the international treaty, Convention on Cluster Munitions.
The Arms Amendment Bill (dated 10 April 2019) does not prohibit investment in other
weapons; however, some funds may interpret their mandates in relation to NZ laws as
reason to divest.

In light of all the above arguments, we put forward a hypothesis about a positive
relationship between a company’s ESG score and CFP, as measured by stock returns. The
reported insights prove that NZ constitutes an adequate setting for testing whether a high
ESG score pays off during the crisis induced by COVID-19.

3. Materials and Methods

We seek an answer to the question of whether ESG values embedded in corporate
management practices are capitalized by the stock market of the small economy of NZ
during the unprecedented event of the COVID-19 pandemic. As a pandemic falls into the
category of systemic risk, it has characteristics of a natural disaster. Interesting findings
by [49] document that natural disasters have a statistically significant adverse impact on
the macro-economy in the short run (when these are measured by the amount of property
damage incurred), and that small economies seem to be more vulnerable than larger ones
to such events (see other comprehensive papers on economic consequences of natural
disasters: [50,51]).

Our aim is to examine the performance of NZ’s largest companies with an ESG rating
during the February 2020–January 2021 period, after controlling for the sector. Our sample
embraces all NZ-listed companies whose ESG combined score was available in Refinitiv’s
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DataStream database. Those are all constituents of the main index, S&P/NZX50, plus six
companies not included therein. The S&P/NZX50 Index Gross is designed to measure
the performance of the 50 largest eligible stocks listed on the Main Board of the NZX by
float-adjusted market capitalization; representative, liquid, and investable, it is widely
considered New Zealand’s preeminent benchmark index. The index is float-adjusted,
covering approximately 90% of NZ equity market capitalization. Such a natural experiment
allows us to shed light on the issue of whether ESG performance makes a difference for
New Zealand’s investors in times of a natural disaster, such as COVID-19.

As a proxy of companies’ ESG profiles, we use one of the leading global, comprehen-
sive ESG rating methodologies—the Refinitiv ESG scoring. The reason for choosing this
ESG data provider is that it has the most comprehensive coverage among NZ companies
(56 entities) in comparison with other ESG rating providers, which data we analyzed as
well (e.g., the SAM Corporate Sustainability Assessment (CSA), issued by S&P Global
and available in the Bloomberg terminal, covered only 31 NZ companies in its latest rat-
ing). Refinitiv’s model comprises two overall ESG scores: the ESG score, which measures
the company’s ESG performance based on verifiable reported data in the public domain,
and the ESGC score, which overlays the ESG score with ESG controversies to provide
an evaluation of the company’s sustainability impact and conduct over time. S&P/NZX
50 constituents have been reviewed by Refinitiv on a quarterly basis since 2016.

Refinitiv calculates over 500 company-level ESG measures, of which a subset of 186 of
the most comparable and material per industry is used for the overall company assessment
and scoring process. The metrics are grouped into 10 categories. The category scores are
rolled up into three pillar scores: environmental, social, and corporate governance. The
ESG pillar score is a relative sum of the category weights, which vary per industry for
the environmental and social categories. The final ESG score reflects the company’s ESG
performance, commitment, and effectiveness based on publicly reported information. For
each company, the Refinitiv methodology produces a score between 0 and 100.

We utilize companies’ historical ESG scores for late 2019 and early 2020, which are the
latest available and could have served as a decision-making gauge for investors in NZ in the
analyzed period. Historical scores or pre-crisis CSR engagement have been applied in simi-
lar research [see, e.g., [4,7,27]]. In order to assure that ESG scores in general do not fluctuate
significantly over time, we checked their dynamics on a year-to-year basis in the period
2017–2020 for our research sample. We also scanned media releases (using the Factiva
database for the period 2016–2020) to verify that there was no scandal/controversy/affair
that could have affected the ESG performance/profile of any company in our sample.

4. Results

The first step of our analysis is the examination of the performance of companies in the
11 main sectors that are listed on NZX (using the Global Industry Classification Standard
(GICS) classification); we use S&P NZX sector indices as a proxy. In our analysis, we
consider two periods: the panic period from 28 February to 25 March 2020 and the rebound
period from 26 March until 19 January 2021. The first one is defined by the date when the
first case of COVID-19 was detected on NZ soil and until the beginning of the lockdown in
NZ. The beginning of the lockdown coincides with the date when global equity markets
bounced back. The panic was amplified by the fact that NZ has one of the lowest intensive
care unit (ICU) beds capacity in Organization for Economic Co-operation and Development
(OECD) countries, thus a wider spread of COVID-19 in the community would have led to a
higher number of deaths in comparison to other OECD countries (see Figure 1). During the
period from 25–27 March, there were at least two events, which contributed to a rebound.
The first one was the passing of the CARES Act, and the second was the beginning of the
first lockdown in NZ. The period of the first lockdown (25 March 2020–13 May 2020) was
characterized by a very high activity of individual investors.
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Figure 1. The impact of the COVID-19 outbreak on the average daily return of 11 broad NZX sectors
during the panic phase of the pandemic (grey bubbles) and the bounce-back period (white bubbles).

Table 1 reports the average daily return for NZ sectors during both periods. In addition,
we test the hypothesis of whether the performance was similar in the February–March
2020 and March 2020–January 2021 periods. We use a t-test, a statistical test that is used to
compare the means of two groups (panic and rebound periods) to make a distinction in
performance. In 9 out of 11 cases, the performance during the panic period was much worse
than during the rebound. Three sectors were characterized by an average daily return below
−2.5%: financials, IT, and consumer discretionary. Only in the case of consumer staples
was the performance during the panic and rebound periods not statistically different.

Table 1. The average daily return for 11 NZX sectors and the S&P/NZX50 index during the COVID-19
panic and rebound periods.

GICS Sector/Abbreviation COVID-19 Panic Period (in %) COVID-19 Rebound Period (in %) T-Stats p-Value

S&P/NZX All Communication
Services (ComS) −0.95 0.11 −2.91 *** 0.01

S&P/NZX All Consumer
Discretionary (CD) −4.16 0.33 −7.29 *** 0.00

S&P/NZX All Consumer Staples (CS) −0.30 −0.12 −0.34 0.25
S&P/NZX All Energy (EG) −2.15 −0.01 −3.70 *** 0.01

S&P/NZX All Financials (FN) −2.54 0.29 −6.76 *** 0.00
S&P/NZX All Health Care (HC) −0.63 0.13 −1.65 * 0.12
S&P/NZX All Industrials (ID) −2.24 0.24 −4.88 *** 0.00

S&P/NZX All Information Technology (IT) −3.37 0.38 −5.82 *** 0.00
S&P/NZX All Materials (MT) −2.41 0.28 −4.29 *** 0.00
S&P/NZX All Real Estate (RE) −1.93 0.15 −5.01 *** 0.00

S&P/NZX All Utilities (UT) −1.34 0.27 −3.42 *** 0.00
S&P/NZX 50 −1.31 0.15 −4.46 *** 0.01

***, and * statistically significant at the 10%, and 1% levels, respectively.

Next, we examine if sectors with high ESG scores perform better than those char-
acterized by low ESG scores. There are only 56 NZX-listed companies with ESG scores,
belonging to 11 sectors. Figure 1 sheds light on the relationship between industry perfor-
mance and ESG scores. The size of the bubbles in the graphs corresponds to the variability
of returns in each sector separately. The grey color indicates the performance of a given
sector during the panic period and the white during the bounce-back period. The position
of bubbles is determined by the annualized return (Y-axis) and the ESG score. The two
horizontal lines correspond to the average performance of companies that are part of the
S&P NZX50 during the panic and rebound periods. The vertical line indicates the average
ESG score for NZX-listed companies, according to Refinitiv’s DataStream.

Note: The two horizontal lines correspond to the average annual return of S&P/NZX
50 companies for the corresponding phase of the pandemic. The vertical line indicates the
average ESG score for 56 listed companies with ESG scores. The abbreviations are defined
in Table 1.

The figure illustrates the lack of a positive relationship between a higher ESG score
(bubbles to the right) and performance (bubbles located higher). The white bubbles are
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smaller than the grey ones, suggesting that there was much more variability of returns
during the panic period.

The final step of our analysis is to examine if, among the NZX companies, the ones with
a higher ESG score experience smaller drops and/or a quicker rebound of their stock price.
Figures 2 and 3 show scatter plots of average daily returns for each of the 56 companies
versus their ESG scores. In both cases, there is a line fitted to the cloud of points. In other
words, we apply Ordinary Least Squares (OLS) regression to regress the return on ESG
scores of NZ companies. During both the panic and the rebound period, the relationship
between ESG score and CFP is negative and not statistically significant (the slope of the
fitted line is small in the absolute term and statistically insignificant). As part of robustness
checks, we considered market capitalization, book-to-market ratio, beta, price-to-earnings
(P/E) ratio, earnings per share (EPS), net yield, dividend, Sharpe ratio, and the size of sales
as the companies’ characteristics. In each case, we selected about 30% of companies with
the highest or the lowest value of a given variable, we also considered a multivariable
approach. In each case, we did not find a statistically significant relationship between ESG
scores and performance.

Figure 2. The scatter graph illustrates the relationship between the daily average performance of
56 NZX-listed companies during the 28 February–25 March 2020 period and their ESG scores proxied
by Refinitiv’s ESG Combined Scores.

Figure 3. The scatter graph illustrates the relationship between the daily average performance of
56 NZX-listed companies during the 26 March 2020–19 January 2021 period and their ESC scores
proxied by Refinitiv’s ESG Combined Scores.

In addition, we check the same relations for each ESG area separately, using the
Environment Pillar Score, Governance Pillar Score, and Social Pillar Score provided by the
Refinitiv DataStream. We are particularly interested in examining the correlation between
Social Pillar Score and stock returns, since NZ is especially sensitive to social responsibility
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concerns, as the rights of Maori stakeholders are legally acknowledged under the Treaty
of Waitangi Act 1975 (see [33]). The results, however, remain the same: each ESG pillar
score correlates slightly negatively with stock returns, and those results are statistically
insignificant as well.

As a part of robustness checks, we carry out the same analysis based on alternative
ESG data sources: the SAM Corporate Sustainability Assessment (CSA) and the ESG Risk
Ratings prepared by Sustainalytics. Independent of the selection of the ESG matrix, our
conclusions remain unchanged.

5. Discussion and Conclusions

The aim of our study is to examine whether the COVID-19 pandemic, as an exogenous
shock, allows us to determine the causal link between ESG scores and financial performance
proxied by stock returns. The analysis is carried out using data from the small open
economy of NZ, as it is well known that this is a country with a high degree of awareness
of environmental and sustainability issues.

We show that in the case of the NZX stock market, the impact of ESG scores on the
performance of stocks during the COVID-19 pandemic was marginal. Despite a clear differ-
ence in the performance of 9 out of 11 NZX sectors during the 28 February–25 March 2020
panic period and the 26 March 2020–19 January 2021 rebound period, we found a statistically
insignificant negative relationship between performance and ESG scores. In other words, there
was no substantial cost or benefit measured by stock returns from investing in companies
with high ESG scores.

At least three arguments may be put forward to explain the described results. First,
companies’ ESG activity is unlikely to be primarily motivated by narrow measures of
CFP [15]. Generally, the meta-analytical studies show that there is a more direct link
between ESG scores and accounting measures, with the ESG–market CFP measures re-
lationship further confounded by industry and macro-economic variables [15]. Second,
a pronounced ESG rating shortcoming is the lack of transparency regarding metrics and
algorithms used by data providers and raters [46]: “150 ratings systems exist, covering
over 10,000 sustainability performance metrics that are trying to fill the gap that is left
by the lack of a generally accepted standard” (quoted in [52]). It is not clear that ESG
measures capture the same construct [13] (Margolis et al., 2007), raising questions about
the comparability and generalizability of findings. [53], in their recent study, found that
in a dataset of six ESG raters, correlations between the scores of 823 companies were on
average 0.61, and correlations between all ratings were on average 0.54. One solution to
overcome such a shortcoming is to use a specialized ESG rating provider for homogenous
industry analysis, as performed by [54]. Third, the timeframe (the pandemic-induced
extreme market uncertainty) and the short horizon of our observation seem to be of crucial
importance. As recently argued by [54], “in times of economic stress, investors may focus
on the bottom line and view spending on ESG investment as distracting from primary
business operations”.

The above-mentioned issues, i.e., ESG data ambiguity, choice of CFP measures, and
unprecedented market, economic, and social conditions caused by the early phases of the
COVID-19 pandemic, reflect the limitations of the study. Furthermore, the characteristics
of the NZ capital market (market capitalization, development, participation of institutional
investors, etc.) may have an additional impact on the results. Thus, a word of caution
is advised against a direct extension of our results to other markets. Our research may
be deepened in at least three ways. Firstly, we find it interesting to replicate the study
in the post-introduction of mandatory climate-related disclosure timeframe. The NZ
government has passed legislation making climate-related disclosures mandatory for
large publicly listed companies, insurers, banks, nonbank deposit takers, and investment
managers. Affected organizations are expected to publish disclosures from financial years
beginning in 2023. The effect is expected to increase the quality and transparency of overall
ESG disclosures (see [55]). This may have a further impact on the importance of ESG
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activities on performance. The second way is that studies based on different proxies of
ESG performance and corporate performance are encouraged to test the extent to which
the results depend on the methodology of data collection and processing and a system of
performance measurement. The third one, taking a global perspective by performing a
comparative analysis of ESG practice versus CFP across different regional financial markets
can, in our view, offer valuable implications for theory and practice (see, e.g., [56]).

Our results suggest that delivering value to a broader spectrum of stakeholders
(reflected by a high ESG score) does not necessarily immediately (in the short run) reduce
or enhance the value for shareholders (measured by annualized stock returns) under
pandemic circumstances. Thus, Kiwi investors are able to construct portfolios with ESG
profiles in line with their expectations without the additional burden of other considerations.
This is an interesting result and shows the uniqueness of the NZ capital market.

Although our findings do not indicate that sustainability matters for NZ investors in
the context of COVID-19, we still share the view that there is untapped value in creating
shared value [57].
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