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ABSTRACT 

This study examines the effect of environmental, social, and governance (ESG) performance on firm risk in South East 

Asia. The ESG performance is measured using the Thomson Reuter’s ESG Score, which is further classified into the ESG 

Score, the ESG Controversy Score, and the ESG Combined Score. The risk is measured using total risk, systematic risk, 

and idiosyncratic risk. Employing 145 firms in ASEAN-5 countries namely Indonesia, Malaysia, Thailand, the 

Philippines, and Singapore as samples for the period 2011–2017, it is found that the ESG performance has a significant 

inverse effect on firm risk after controlling for the law enforcement difference in each country and other control variables. 

The ESG performance significantly affects total risk and idiosyncratic risk, but not systematic risk. There is also no effect 

found for the ESG Controversy Score, which acts as the proxy for a firm’s involvement in controversial events related to 

ESG–on any proxy of risk. Overall, these findings support the previous studies in other regions that an increase in a firm’s 

ESG performance could lower firm risk. 

Keywords: ESG score, firm risk, systematic risk, idiosyncratic risk 

1. INTRODUCTION 

In recent years, there has been a growing interest in 

sustainability issues around the globe. Sustainability 

issues can be disruptive threats to any level of entities, be 

it individual, business, nation, or even global. These 

sustainability issues are now translated into a term called 

ESG, which stands for Environmental, Social, and 

Governance. Both investors and firms now consider ESG 

aspects in their decision making. We can see this from the 

increasing number of sustainability reports disclosed by 

firms. There used to be only 48 firms that issued 

sustainability reports, but the number had grown to 12,075 

at the end of 2017. Along with this trend, studies and 

surveys have been conducted that examine the 

implications of such sustainability efforts by firms and 

investors. 

A survey from Ernst & Young in 2017 (Nelson, 2017) 

implies that ESG are strongly related to both risk and 

opportunity. ESG can help firms identify new 

opportunities and manage its investment risks for the long 

term; it can also help avoid bad firm performance caused 

by poor governance of environmental and social practices. 

Albuquerque, Koskinen, and Zhang (2017) also found that 

firms that are engaged with social or ESG activities can 

lower their systematic risk and increase the firm value. A 

review of 200 academic research articles and books was 

conducted, and 88% of the studies conclude that good 

ESG practices would lead to better operational 

performance. Although there has been much concern over 

whether investing in sustainability efforts would reduce 

financial performance returns, recent studies found that 

putting efforts into sustainability would only create value 

for the firm and increase the firm’s return on assets 

(ROA), and return on equity (ROE) (Lee, Cin, & Lee, 

2016; Mcphail, 2014; Mentor, 2016). As for investors, 

from the survey conducted by Ernst & Young in 2017 

(Nelson, 2017), we can see a growing proportion of 

investors deciding that nonfinancial information—such as 
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a firm’s sustainability information—is becoming more 

important. There has been a growing body of evidence 

that proves ESG investment returns to be higher than 

conventional investment (Patel, 2015). 

It is easier to find literature that examines the 

relationship between ESG performance and a firm’s 

financial performance. However, to find a study that 

examines the effect of ESG performance on market risk 

has been difficult (MSCI, 2018). There has also been 

limited research on this topic in developing countries, 

while they are actually are more vulnerable to ESG threats 

such as climate change and lawsuits resulting from social 

issues compared to the developed countries 

(Maisonneuve, 2017). This research tried to fill those gaps 

by investigating the impact of ESG performance on firm 

market risk because firm market risk (hereafter, firm risk) 

will affect how investors make investment decisions. 

Specifically, this research will also investigate the impact 

of a firm’s involvement in ESG controversial issues to 

firm risk. This research is going to be focused on South 

East Asia because, as one of the fastest-growing emerging 

markets in the world, it carries much potential as well as 

many threats. 

We used a panel dataset of 995 firm-year observations 

during 2011–2017 to examine the effect of ESG 

performance on several risk measures: total risk, 

systematic risk, and idiosyncratic risk. The total risk 

reflects the firm’s stock volatility. The systematic risk 

reflects the sensitivity of firm stock to market movement. 

The idiosyncratic risk reflects firm-specific risks that are 

related to firm strategy and not affected by the market. 

The risk ratios were taken from the Thomson Reuters 

Datastream database, while the ESG factors were obtained 

from the Thomson Reuters ESG Research database. Three 

measures of ESG were used in this research: ESG Score, 

ESG Controversy Score, and ESG Combined Score. By 

performing random effect regressions, we provide 

evidence that ESG performance negatively affects total 

risk and idiosyncratic risk, while there are no relationships 

found for systematic risk. In addition, there is no 

relationship found between a firm’s involvement in ESG 

controversial issues with firm risk. 

2. LITERATURE REVIEW AND 

HYPOTHESIS DEVELOPMENT 

2.1. Background 

In recent years, we have witnessed a growing interest 

in sustainability aspects from all around the globe. This 

has received even more attention with the emergence of 

Sustainable Development Goals which emphasize 

sustainable issues in every aspect of life. The major 

attention-gathering sustainability issues are ESG issues. 

The increasing number of sustainability issues has also 

been followed by the ever-increasing amount of 

sustainability reporting that displays a company’s 

sustainability performance over a year. In 2000, there 

were only 48 organizations that were submitted in the 

Global Reporting Initiatives. This number grew to 12,075 

organizations by the end of 2017 (Global Reporting 

Initiative, 2018). 

In this study, we investigated the motivations these 

organizations or businesses have for reporting their 

sustainability efforts. In addition, it is important to 

determine what drives these organizations to put effort 

into the sustainability aspects of their businesses. From a 

theoretical perspective, this recent trend contradicts 

stakeholder theory or even shareholder theory. 

Stakeholder theory explains that the aim of a business is to 

serve and fulfill the interest of its stakeholders (Abdullah 

& Valentine, 2009). Shareholder theory argues that the 

aim of a business is to maximize its shareholders’ value 

(Saint & Tripathi, 2006). The recent trend seems to cross 

the two theories. Enlightened value maximization theory, 

which was initiated by Jensen (2001), emerged as critical 

of these theories. It argues that shareholder theory and 

stakeholder theory are not mutually exclusive. The theory 

further explains that it is possible for a firm to aim for 

both maximization of shareholder value and the 

fulfillment of stakeholders’ interests at the same time. 

From the perspective of this theory, if a firm integrates 

ESG (for fulfilling the stakeholders’ interest) into its 

strategy, it would create a competitive advantage that 

would maximize firm value in the long term. Another 

theory that can answer the question is business ethics 

theory, which argues that a firm’s ESG efforts through 

corporate social responsibility do not guarantee that a firm 

is ethical. To be an ethical one, a firm must integrate ESG 

into its strategy. 

From an empirical perspective, one study found that 

investing in sustainability will give an entity competitive 

advantage through risk reduction, increased performance, 

and a managed reputation (Clark, Feiner, & Viehs, 2015). 

The study also found that 88% of the reviewed literature 

also shows that good ESG practices would lead to 

improvement in an entity’s operational performance. An 

organization also wants to maintain its reputation to its 

stakeholders, which include its investors. Many investors 

are now considering ESG aspects when making their 

investment decisions. This is now called by its own term, 

ESG investing. In making investment decisions, ESG 

investors are equipped with information from available 

ESG sources, such as sustainable reports, annual reports, 

the ESG Index, etc. The reasons behind the rise of ESG 
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investing are (1) integrating ESG aspects into an 

investment to generate a better return (2) the investor’s 

own values, and (3) the hope that ESG would create a 

positive impact on firm performance (MSCI, 2018). This 

trend was also strengthened by the UN Principles of 

Responsible Investment (UNPRI) that primarily increase 

the trend of ESG investing in Europe. Despite its 

popularity in Europe and the Western countries, 

developing countries have been rather slow to adopt 

UNPRI (Maisonneuve, 2017). This is contradictory to the 

fact that developing countries are the ones that are more 

vulnerable to the threats originating from ESG issues. 

South East Asia is a region that contains developing 

countries with considerably high growth rates. These 

countries are included in the Association of South East 

Asian Nations (ASEAN). ASEAN region, with 67 million 

households which some of it is a consuming class,  

emerge as an economic powerhouse. The region is ranked 

as the seventh largest economy in the world when 

combined (Thompson, Tonby, & Vinayak, 2014). It is the 

fourth largest exporter in the world, with 7% of global 

exports. Even the ASEAN leading countries namely 

Malaysia, Indonesia, the Philippines, Thailand, and 

Singapore attract more foreign investment. However, with 

its enormous potential, business in ASEAN also has the 

potential for disruption and risk. There are issues like 

pollution, water scarcity, and labor issues—not to mention 

climate change, which specifically threatens ASEAN 

countries that lie on the equator and have long shorelines. 

A recent survey showed that, according to 1.200 

companies around the world, the uppermost business risk 

is business interruption. This includes nonphysical 

disruption caused by political situations, terrorism, or even 

climate change. Therefore, both firms and investors must 

pay extra attention to these potential risks. Any risks that 

must be faced by a firm or any events that can happen to a 

firm will later be reflected in firm risk (Beaver, Kettler, & 

Scholes, 1970). 

2.2. The Link between ESG and Firm Risk  

Previous research has provided evidence that good 

ESG performance can lower firm financial risk (Orlitzky 

& Benjamin, 2001). Plumlee, Brown, Hayes, & Marshall, 

2015) also argued that high ESG performance could 

potentially increase shareholder’s value because a lower 

firm risk could create lower capital cost. It was also found 

that better ESG performance positively impacts 

employees’ and investors’ attitudes toward the firm, thus 

affecting the firm’s reputation and lowering firm risk (Luo 

& Bhattacharya, 2009). This research further argued that 

the better the ESG performance of a firm is compared to 

its competitor’s, the better firm’s reputation is in the eyes 

of its stakeholders. In addition, better ESG performance 

could help firms build the strength to face any possibilities 

of loss of economic value in the future, which could lessen 

the risk or the vulnerability of cash flow in the future. 

Miralles-quir, Miguel, & Gon, (2018) argued that 

integrating ESG into corporate strategy would create 

competitive advantages that promote the creation of long-

term shareholder value. This competitive advantage 

includes increased reputation, increased employee 

productivity, increased operational efficiency, better 

relationships with regulators, society, and other 

stakeholders, which would open access to better 

investment projects and more diverse financial sources 

(Miralles-quir et al., 2018). Additionally, Kumar, Smith, 

Badis, Wang, Ambrosy, & Tavares (2016) also found that 

firms that integrate ESG factors into their strategy display 

lower stock volatility—hence, firm market risk—

compared to their peers in the same industry. 

Given the predominance of arguments, we assumed 

that ESG performance would have negative relationships 

with all firm risk measures. Since a firm’s involvement in 

ESG controversial issues can also reflect its ESG 

performance, we also suspected the same result: that ESG 

controversy would have a negative relationship with all 

firm risk measures. This led us to our first hypotheses: 

H1a: ESG Combined Score negatively affects total 

risk. 

H1b: ESG Score negatively affects total risk. 

Orlitzky & Benjamin (2001) also found that corporate 

social responsibility (CSR) reputation affects firm risk. 

Furthermore, the ESG reputation of a firm is affected by 

media reports about the firm’s involvement in 

controversial issues, thus exacerbating firm risk. While the 

ESG Controversy Score is getting higher, firm will be 

more controversial. This led to an additional hypothesis: 

H1c: ESG Controversy Score positively affects total 

risk. 

Some studies have also examined the relationship 

between ESG performance with systematic risk, and they 

have proved that ESG performance also negatively affects 

systematic risk (Albuquerque et al., 2017; Jo & Na, 2012; 

Luo, & Bhattacharya, 2009; Orlitzky & Benjamin, 2001). 

Sassen, Hinze, and Hardeck (2016) also found that social 

performance has a negative correlation with systematic 

risk, while environmental performance only negatively 

affects firm risk in environmentally sensitive industries. 

Given these arguments, we assumed that ESG 

performance has a negative relationship with systematic 

risk. We also suspected that the firm’s involvement in 

ESG controversial issues would increase the risk, just like 
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in the previous hypotheses. This led us to our second set 

of hypotheses. 

H2a: ESG Combined Score performance negatively 

affects systematic risk. 

H2b: ESG Score performance negatively affects 

systematic risk. 

H2c: ESG Controversy Score positively affects 

systematic risk. 

Benlemlih, Qiu, Shaukat, West, and Court (2016) and 

Boutin-Dufresne and Savaria (2004) argued that the use of 

idiosyncratic risk to examine the correlation between ESG 

performance with financial risk is relevant because 

idiosyncratic risk could probably capture the specific 

effect related to the firm’s ESG strategy. In their study, 

Goyal & Santa-Clara (2001) also found that 85% of firm 

risk is idiosyncratic risk, while the rest is systematic risk. 

This makes the use of idiosyncratic risk in this study 

relevant. Previous studies have also proven that higher 

ESG performance could lower total and idiosyncratic risk 

(Benlemlih et al., 2016; Luo & Bhattacharya, 2009; 

Sassen et al., 2016). Thus, we assumed that ESG 

performance also has a negative relationship with 

systematic risk. Following the previous hypotheses, we 

also predicted that ESG controversial issues would 

exacerbate firm risk. This leads us to our third hypothesis: 

H3a: ESG Combined Score performance negatively 

affects idiosyncratic risk, 

H3b: ESG Score performance negatively affects 

idiosyncratic risk, 

H3c: ESG Controversy Score positively affects 

idiosyncratic risk. 

3. RESEARCH METHODOLODY 

3.1. Samples 

We chose South East Asia (SEA) as the locus of our 

research because no previous research showed any studies 

linking ESG performance to the three market risk 

measures within the South East Asia context. Most of the 

research on this topic has been done in Western countries 

like the study by Benlemlih et. al. (2016) in the United 

Kingdom and Sassen et al. (2016) in Europe. Moreover, 

the status that SEA bears as having the fast-growing 

emerging markets also emphasizes the importance of 

conducting research on such topics in this region. 

The sample for this research consisted of all publicly 

listed SEA firms that already had their own ESG scoring 

from Thomson Reuters ESG Research. The period used in 

this research was from 2011 to 2017. The total number of 

SEA firms that already had their own ESG Scores by 

Thomson Reuters ESG Research over the period 2011–

2017 was 145 firms per year. The firm count for each 

country was Indonesia, 25 firms (17,24%); Malaysia, 41 

firms (28,28%); Thailand, 17 firms (11,72%); Singapore, 

42 firms (28,97%); and the Philippines, 20 firms 

(13,79%). This sample  made 1,015 firm-year 

observations. This number was reduced by missing 

financial variables and left a usable sample of 995 firm-

year observations.  

3.2. Variables 

All variables used in this research were obtained from 

Thomson Reuters (Datastream and ESG Research). 

3.2.1. Dependent Variables: Market Risk  

Risk is defined as the uncertainty of an outcome or 

event, especially events related to the future (Brigham & 

Gapenski, as cited in Orlitzky & Benjamin, 2001). Firm 

risk is defined as inherent risk in a firm’s operation as the 

outcome of internal or external factors that can affect the 

firm’s profitability (Jo & Na, 2012). Firm risk measures a 

firm’s financial performance fluctuation from time to time 

(Orlitzky & Benjamin, 2001). These fluctuations may 

occur in stock prices (market risk) or in internal 

accounting returns (accounting risks) such as ROA 

fluctuations or ROE. Thus, based on the measurement, the 

risk to the company is divided into market risk and 

accounting risk (Orlitzky & Benjamin, 2001). Since this 

study try to investigate the ESG investing issue, we  

therefore focus on market risk (RISK). Previous research 

measured this risk by using the annualized standard 

deviation of daily stock returns over the previous 12 

months (Jo & Na, 2012; Orlitzky & Benjamin, 2001).  

Market risk could also be further classified into 

systematic risk (BETA) and nonsystematic risk (IR). 

Systematic risk is the risk that arises from general 

economic or market conditions, such as inflation, 

exchange rates, etc. (Bodie, Kane, & Marcus, 2013). It is 

also called nondiversifiable risk. It depends on a 

company’s sensitivity to changes in market returns. Thus, 

we measured systematic risk by calculating the firm’s 

Beta based on the standard Capital Asset Pricing Model 

(CAPM) using the regression of daily excess returns of 

each country’s market over the year (Benlemlih et al., 

2016). 

Nonsystematic risk or Idiosyncratic risk is a firm-

specific risk that is not affected by the market movement, 

usually ties with its firm strategy. We measure a firm’s 
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idiosyncratic risk as the standard deviation of residuals 

from CAPM based on daily stock returns (Benlemlih et 

al., 2016). The CAPM equation used in this research was: 

                          (1)              

Where Rit is the return on security i for day t, Rft is the 

risk-free rate for day t,    is the intercept term,    is the 

systematic risk of security i (BETA), Rmt is the return on 

the market m for day t, and e is the error term. 

3.2.2. Independent Variables: ESG Scores 

ESG Scores are obtained from the Thomson Reuters 

ESG Research database, which has covered ESG Scores 

for firms around the world since 2002. Three scores were 

used in this research. The first score is ESG Score (ESG), 

which measures a company’s ESG performance based on 

public-domain reported data (Thomson Reuters, 2017). 

The second is ESG Controversy Score (CONT), which is 

calculated based on 23 ESG controversy topics. If a 

scandal occurs during the year, the overall ESG 

Controversy Score will be affected. The higher the ESG 

Controversy Score, the more the firm is involved in 

controversial issues. The last score is ESG Combined 

Score (COMB), which provides a comprehensive scoring 

of a company’s ESG performance. 

3.2.3. Control Variables 

We included a number of control variables that can 

affect the individual firm’s risk. We controlled for firm 

size (SIZE) as measured by natural logarithm to total 

assets because prior studies showed that large firms are 

less exposed to risk because they are more able to manage 

risk, especially in times of high volatility (Jo & Na, 2012). 

Therefore, we expected a negative relationship to exist 

between size and firm risk. We also controlled for market-

to-book ratio (MTB). Based on a study by Lewellen 

(1999), analysts tend to associate firms with low market-

to-book ratio with a higher exposure to risk. This also 

means the firm would be riskier. Thus, we expected a 

negative relationship between risk and MTB. We also 

controlled for leverage (LEV), which was measured by the 

total debt to total assets ratio. Lewellen (1999) also 

suggested that the firm that has high leverage in its 

structure would be exposed to higher risk. Thus, we 

expected a positive association between leverage and risk. 

Next, we controlled for profitability that is measured by 

ROA since previous findings suggested that more 

profitable firms are less risky (Jo & Na, 2012). Prior 

studies suggested that the higher the asset growth of a 

firm, the riskier the firm is (Jo & Na, 2012); thus, we also 

controlled for asset growth (ASGR) as measured by total 

assets in year t minus total assets in year t  1 divided by 

total assets in year t–1. We also employed country-level 

control variables that measured the law enforcement of 

governance in each country, titled ―Rule of Law‖ (ROL). 

ROL scores for each country were obtained from the 

Worldwide Governance Indicators (Kaufman & Kray, 

2017) that has covered scoring for governance indicators 

in many countries around the world since 2002. 

3.3. Models 

Following Benlemlih et al. (2016), we used this model 

to test our hypotheses. 

                                 

                                  

         ∑          ∑           
  
   

                 (3) 

4. RESULT AND DISCUSSION 

4.1. Descriptive Statistics 

Table I shows the descriptive statistics for this 

research. The descriptive statistics were obtained from 

data that had previously been winsorized to the 95% level. 

Overall, from the data, we can see that the scores and 

other data among firms in Southeast Asia are widely 

dispersed, indicating that firms with scales ranging from 

small to large in Southeast Asia were included in this 

study. 

Table I. Descriptive Statistics  

Variable N Mean Std. Dev Min Maks 

Dependent Variable: Risk 

RISK 995 24,7% 0,089 11,9% 43,4% 

BETA 995 0,760 0, 476 −0,005 1,609 

IR 995 22,3% 0,084 9,9% 40,2% 

Independent Variable: ESG Score 

ESG 995 50,10 15,85 19,77 76,24 

CONT 995 57,49 13,05 16,67 69,03 

COMB 995 48,15 15,92 19,08 75,48 

Control Variables  

SIZE 995 22,58 1,38 20,14 25,13 

ROA 995 0,065 0,0549 0,0043 0,2037 

LEV 995 0,7451 0,6216 0,0112 2,339 

MTB 995 
2,78 

2,58 0,6120 10,88 

ASGR 995 0,088 0,099 (0,0765) 0,314 

ROL 995 7,132 2,68 2,5 10 
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4.2. Empirical Results Multivariate Analyses 

The results of regression model are reported in Table 

II. We regressed the model for each risk measurement. 

Furthermore we also conduct two variation for ESG score; 

as an individual ESG score (ESG and CONT) and as an 

ESG combined score (COMB). Therefore we have 6 

combination result of relationship between risk 

measurement and ESG score. From the regression result in 

column  1–2, we find that ESG Combined Score and ESG 

Score are negative and statistically significant (both at the 

10% and 5% level). Meanwhile, we didn’t find any 

relationship between ESG Controversy Score to total 

market risk. The regression result in column 3–4 implies 

that the three measures of ESG didn’t affect systematic 

risk in any way, since none of the regression results are 

statistically significant. Lastly, the regression result in 

column 5–6 implies that ESG Combined Score is 

statistically and negatively significant with idiosyncratic 

risk at the 10% level. The same findings were found for 

ESG Score, which has a significantly negative relationship 

with idiosyncratic risk, although it is more significant than 

the ESG Combined Score, which is at the 5% level. Just 

like the two other regression models, no relationship has 

been found between Controversy Score and any indicator 

of risk. Hence our result showed that all the hypothesis 

related with ESG Controversy Score were rejected. The 

ESG Controversy score has no impact for firm’s total 

market risk, systematic risk and idiosyncratic risk. 

However the ESG Score and the ESG Combined Score 

were proved could reduce the firm’s total market risk and 

idiosyncratic risk, but not with firm’s systematic risk. 

Other pattern that we found in the results is that the effect 

of ESG measures on idiosyncratic risk is always stronger 

than the effect of any ESG measures on total market risk. 

4.3. Sensitivity Analysis 

In this section, we compared the effect of the ESG 

Controversy Score alone to all risk measures. We wanted 

to investigate whether the combining of ESG Controversy 

Score and ESG Score in one model was the cause of the 

insignificancy of the relationship between ESG 

Controversy Score and all risk measures. In the previous 

model, ESG Controversy Score was put into the same 

model with ESG Score, because ESG Controversy Score 

and ESG Score are both components of ESG Combined 

Score. In this additional analysis, we separated all of them 

into different models. The results are in Table III. 

However, after breaking down the model into 

separate model, we found no significant difference 

between combining ESG Controversy Score and ESG 

Score in a model and separating it. Thus, it can be 

concluded that the insignificance of ESG Controversy 

Score to any risk indicators is not caused by the model, 

but because the indicator itself that has no relationship 

with risk. 

4.4. Discussion 

This paper examines the link between firms’ ESG 

performance with firm risk (total, systematic, and 

idiosyncratic risk). First, based on our findings, we can 

conclude that ESG performance in Southeast Asia 

significantly and negatively affects total risk. These 

findings are in line with previous findings in other studies 

that prove the ESG performance has a significant and 

negative relationship with total risk (Kumar et al., 2016; 

Sassen et al., 2016; Luo & Bhattacharya, 2009; Benlemlih 

et al., 2016). However, it is only significant at the 10% 

level, which might reflect the slow adoption of the ESG 

trend in corporate strategy in Asia. This study also found 

that ESG is not linked with systematic risk. Our finding is 

in line with Benlemlih et al. (2016) that was done in the 

UK, which also found that ESG does not have any 

relationship with systematic risk. The Sassen et. al. study 

(2016) further confirms this. The study argues that 

systematic risk is more affected by industry specific 

characteristics, not by firm-specific characteristics; in this 

case, the systematic risk will be less responsive to ESG 

compared to other risk proxies. However, this contradicts 

Albuquerque et al. (2018) that found a negative 

relationship between ESG and systematic risk. This 

difference might be the result of the difference in the 

scores used in the study or even in the regional difference 

where the study was conducted. Market characteristics in 

each region might have played a role, where the market in 

a more developed region could more easily incorporate 

ESG into its strategy. This study also found a negative and 

significant relationship between ESG and idiosyncratic 

risk. This is also in line with studies done by Benlemlih et 

al. (2016) and Luo & Bhattacharya (2009). 

Overall, the increase in a firm’s ESG performance in 

Southeast Asia, particularly in the ASEAN-5, could lower 

the total risk, although if we delve deeper, we can see that 

the increase in ESG performance only affects the 

idiosyncratic risk. The ESG effect on the idiosyncratic risk 

then will affect the total risk, since idiosyncratic risk is 

part of total risk. From the theoretical point of view, these 

practices imply that companies in the ASEAN-5 countries 

treat ESG as part of enlightened value maximization. 

The ESG Combined Score also significantly and 

negatively affects total risk and idiosyncratic risk. When it 

is separated into ESG Controversy Score and ESG Score, 
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we can see that the significance comes from the ESG 

Score, because ESG Controversy Score—when tested as a 

standalone—has no relationship with any proxy for risk. 

This phenomenon might be caused by investors that 

retrieved the ESG information primarily from 

sustainability reporting, not from any media coverage 

(Nelson, 2019). This study can also prove that businesses 

in Asia are shifting into more sustainable practices. From 

the theoretical point of view, we could imply that in the 

ASEAN-5 countries’ investors and companies see ESG as 

part of business ethics. This follows the trend of other 

regions in the world. It is in line with the survey from 

Schroders (2017), where 80% of the investor and business 

respondents in Asia admit that sustainable investing has 

become more important in the past 5 years.

 

Table II. ESG Performance and Firm Risk Regression Outcomes  

Dependent Variable +/- 

Total Market  Risk Systematic Risk Idiosyncratic Risk 

(1) (2) (3) (4) (5) (6) 

COMB - 
−0,000333 

(0,096)*  

0,00072 

(0,471) 

  

  

−0,000358 

(0,060)* 

                   

                

ESG - 
  

  

−0,000588 

(0,024)** 

  

  

0,000332 

(0,779) 

  

  

−0,000626 

(0,013)**  

CONT + 
  

  

0,0000596 

(0,682) 

  

  

0,000701 

(0,390) 

  

  

0,0000685 

(0,609) 

SIZE - 
−0,0231 

(0,079)* 

−0,0231 

(0,078)* 

0,0762 

(0,212) 

0,0757 

(0,213) 

−0,0243 

(0,052)* 

−0,0244 

(0,052)* 

ROA - 
−0,293 

(0.000)*** 

−0,294 

(0.000)*** 

0,215 

(0,565) 

0,213 

(0,570) 

−0,329 

(0.000)*** 

−0,331 

(0.000)*** 

LEV + 
0,00356 

(0,676) 

0,00368 

(0,666) 

0,0111 

(0,811) 

0,0112 

(0,810) 

0,00368 

(0,663) 

0,00381 

(0,651) 

MTB - 
−0,00232 

(0,226) 

−0,00232 

(0,223) 

−0,0189 

(0,058)* 

−0,0189 

(0,059)* 

−0,00215 

(0,266) 

−0,00215 

(0,261) 

ASGR + 
0,016 

(0,480) 

0,0153 

(0,498) 

−0,343 

(0.000)*** 

−0,344 

(0.000)*** 

0,0196 

(0,336) 

0,0189 

(0,353) 

ROL - 
−0,0717 

(0,067)* 

−0,071 

(0,071)* 

0,577 

(0.000)*** 

0,576 

(0.000)*** 

−0,0736 

(0,060)* 

−0,0729 

(0,064)* 

Intercept 

0,87 0,88 −1,18 −1,193 0,866 0,877 

(0.003)** (0.003)** (0,383) (0,379) (0.002)** (0.002)**  

N Observation 995 995 995 995 995 995 

N Firms 145 145 145 145 145 145 

Prob>chi2 0,0000 0,0000 0,0000 0,0000 0,0000 0,0000 

R2(%) 29,97% 30,10% 9,30% 9,40% 31,56% 30,11% 

Adj R2 29,05% 29,10% 8,10% 8,10% 30,65% 29,18% 

 The mark. *, **, and *** denote statistical significance at the 10, 5, and 1 % levels, respectively 
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Table III. Ensitivitty Analysis 

5. CONCLUSION  

This study analyzes the effect of ESG performance of 

companies in Southeast Asia as measured by ESG 

Combined Score, ESG Score, and ESG Controversy Score 

projected against company risk, either in the form of total 

corporate risk, systematic risk, or nonsystematic risk. The 

sample used in this study are open companies listed on the 

stock exchanges of five Southeast Asian countries, namely  

 

Indonesia, Malaysia, the Philippines, Thailand, and 

Singapore during the period 2011–2017. 

Overall, the model is able to explain the relationship 

between the dependent variable and the independent 

variable. Based on the results, we obtained three research 

findings. First, the ESG performance of companies in the 

Southeast Asian region as measured by either ESG Score 

or ESG Combined Score has a significant negative impact 

Depen-
dent 
Variable 

+/
- 

(7) (8) (9) (10) (11) (12) (13) (14) (15) 

RISK RISK RISK BETA BETA BETA IR IR IR  

ESG - 
−0.00059 −0.00059 

 

0.000332 0.000336   −0.00063 −0.00063                    

(0.024)** (0.024)**   (0.779) (0.775)   (0.013)** (0.013)**                    

CONT + 
0.0000596    0.0000585   .0007010    0.000702 0.0000685    0.0000674 

(0.682)   (0.686) (0.390)   (0.389) (0.609)   (0.614) 

SIZE - 

−0.0231 −0.023 −0.0243 0.0757 0.0779 0.0764 −0.0244 −0.0242 −0.0257 

(0.078) (0.079) (0.070) (0.213) (0.205) (0.212) (0.052) (0.052) (0.045)*  

ROA - 

−0.294 −0.293 −0.299 0.213 0.225 0.216 −0.331 −0.33 −0.336 

(0.000)*** (0.000)*** (0.000)*** (0.570) (0.547) (0.564) (0.000)*** (0.000)*** (0.000)*** 

LEV + 

0.00368 0.00363 0.00384 0.0112 0.0107 0.0111 0.00381 0.00376 0.00399 

(0.666) (0.669) (0.662) (0.810) (0.818) (0.811) (0.651) (0.655) (0.647) 

MTB - 

−0.00232 −0.00234 −0.00217 −0.0189 −0.0191 −0.019 −0.00215 −0.00217 −0.00199 

(0.223) (0.218) (0.268) (0.059) (0.057) (0.059) (0.261) (0.256) (0.317) 

ASGR + 

0.0153 0.0155 0.0156 −0.344 −0.342 −0.345 0.0189 0.0191 0.0191 

(0.498) (0.492) (0.493) (0.000)*** (0.000)*** (0.000)*** (0.353) (0.347) (0.349) 

ROL - 

−0.071 −0.0706 −0.0744 0.576 0.58 0.578 −0.0729 −0.0725 −0.0765 

(0.071) (0.072) (0.058) (0.000)*** (0.000)*** (0.000)*** (0.064) (0.065) (0.052) 

Intercept 

0.88 0.88 0.879 0.882 −1.193 −1.203 −1.194 0.877 0.876 

(0.003)** (0.003)** (0.003)** (0.003)** (0.379) (0.377) (0.378) (0.002)** (0.002)** 

N observation 995 995 995 995 995 995 995 995 995 

N firm 145  145  145  145  145  145  145  145  145  

Prob>chi2 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 

R2(%) 28,4% 28,4% 27,9% 6,2% 6,1% 6,2% 21,8% 21,8% 21,1% 

Adj R2 27,4% 27,5% 27% 4,8% 4,8% 4,9% 20,7% 20,7% 20% 
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on the total risk of the firm and the nonsystematic risk of 

the company. Second, there is no effect on ESG 

performance of companies in the Southeast Asian 

region—measured either by ESG Score or ESG Combined 

Score—against the systematic risk of the company. Third, 

there is no effect of ESG Controversy Score companies on 

corporate risk, either against total risk, systematic, or 

nonsystematic. From our findings, it can be concluded that 

for companies in Southeast Asia, good corporate ESG 

performance can decrease the company's risk. Also, if the 

company's ESG performance is bad, it can also increase 

the company's risk. 

We acknowledge that this study has some limitations. 

We did not make any distinction between company 

characteristics based on industry. Yet every industry can 

have different risk profiles. We used the CAPM model by 

Sharpe (1964) and Lintner (1965) for measuring risk 

calculation and did not use the Fama-French's Three 

Factor Model and the Carhart's Four Factor Model. The 

two previous models draw considerable criticism from 

academics compared to the latter two models, which, 

according to the literature, can predict the yield variation 

more accurately. This research only looked at the 

relationship between ESG factors to corporate risk, but we 

have not seen the influence of each ESG pillar against the 

three corporate risk proxies, namely environmental, social, 

and governance pillars. This is because there is no total 

score for each pillar in the latest Thomson Reuters ESG 

Research version, but only for ESG Score, ESG 

Combined Score, and ESG Controversy Score along with 

the descriptive score of each pillar. However, Thomson 

Reuters actually provides a weighted count of each pillar 

that can be used to calculate the final score of each ESG 

pillar. Further research could be improved based on 

current research limitations such as adding industry 

control variables, using other models for risk calculation, 

and seeking the effect of each pillar on the risk measures. 
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