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Introduction

• This paper studies the effect of ESG information on firm value

PVit =
CFit

rit − git
(1)

• ESG information affects firm value by two channels

1. Discount rates: e.g. divestment

2. Future cash flows: e.g. regulation, consumer preference

• This paper focuses on the cash flow channel

• The lower cash flow comes from the consumer demand (lower sales), rather than the

higher costs (lower margins)
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Data

• ESG information: RepRisk’s daily ESG news

• RepRisk ESG information is consistent, no backfilling, and highly frequent

• Analyst forecasts: IBES

• Firm level forecasts consensus of EPS, sales, gross margin, LTG, PTG

∆FtEPSi,t+h = FtEPSi,t+h − Ft−1EPSi,t+h (2)

• Over 1,2,3,4-quarter and 1,2,3-year horizons
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Analyst Forecast Revisions

∆FtEPSi ,t+h

|Ft−1EPSi ,t+h|
= α+β1{ESGincidentsin[t − 6, t]}+ γcountry×Industry×t +σi + ϵi ,t (3)
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Sales vs. Costs
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Cash Flow Channel vs. Discount Rate Channel

PVit (rit)

bi
=

FtEPSi ,t+1

(1 + rit)
+

FtEPSi ,t+2

(1 + rit)
2

+
FtEPSi ,t+3

(1 + rit)
3

+
1

(1 + rit)
3

(1 + gt)FtEPSi ,t+3

rit − gt

• PVit(rit) = Pit : used to calculate implied discount rates

• bi : payout ratio

• FtEPSi ,t+h: forecasted EPS

• gt : nominal GDP growth rate

On an ESG incident, P̂V is calculated using the new forecasted EPS and the same

(rit , bi , gt) ⇒ cash flow channel

On an ESG incident, r̂ is calculated using the new forecasted EPS and the same

(bi , gt) ⇒ cash flow and discount rate channels
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Cash Flow Channel vs. Discount Rate Channel
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Analyst Forecast Errors

|FEPSi ,e,j ,t − EPSi ,e | − |FEPSi ,e,j ,t−1 − EPSi ,e |
|EPSi ,e |

=α+ η DownwardAdj ji ,e,j ,t

+ β DownwardAdj i ,e,j ,t × 1{ESG incidents of firm i in [t − 6, t]}
+ γi ,e,t + ϵi ,e,j ,t

(4)
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Conclusion

• ESG incidents lead to lower firm value through the cash flow channel

• Sales reduction explains the value reduction, not the costs.

• This value reduction is mainly due to cash flow channel

• The discount rate channel cannot be ruled out

• Analysts correctly revise their forecasts downward after ESG incidents
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