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Motivation
● Most of the ESG - CFP cross-country literature concentrate on developed 

markets

● Most of the ESG - CFP literature do not adequately adjust for (forward looking) 
materiality - albeit indirectly when using scores or focusing on a specific sector 
or externality

● Limited awareness on investors ability to evaluate frontier market (material) ESG 
practices 

● MSCI barely covers frontier markets (40% of sample covered by MSCI)

● BIG QUESTION: Is Material ESG being valued by the market?



Questions
● Do investors reward high ESG firms in frontier markets (i.e. Tobin’s Q)? Or, 

are investors missing out (i.e. Alpha or ROA)?

● Do investors reward high material ESG firms in frontier markets? Or, are 
investors missing out?

● Do investors punish high immaterial ESG firms in frontier markets? Or, 
are investors missing out?

● Does firm size (i.e. increased transparency and resources) mediate these 
relationships?



Summary of Findings
● Do investors reward high ESG firms in frontier markets (i.e. Tobin’s Q)? Or, are investors missing 

out (i.e. Alpha or ROA)?

● Do investors reward high material ESG firms in frontier markets? Or, are investors missing out?

● Do investors punish high immaterial ESG firms in frontier markets? Or, are investors missing 
out? 

● RESULT: Investors are not rewarding ESG, nor material ESG. Investors are not punishing 
immaterial ESG either. Surprisingly, results above are not conditioned by firm size (i.e. 
larger companies, with greater pre-existing transparency & resources are not 
differentially evaluated). We find no evidence of “missing out” either.

● PUZZLE -> Why are investors not pricing material over immaterial information? Is it 
because of lack of information or it is not financially significant? (i.e. no impact on 
bottom line). Other studies suggest ESG is material. If true in these markets, how can one 
test the information channel?



Data Collection
1. The data for the paper draws on a novel proprietary dataset collected by 

Terra Nova Capital. It is collected through means of surveys to top 
executives of firms in emerging markets. 

2. So far they have sent out 1300 surveys (1 round) starting Feb 2020 and 
have received a completed survey from 850 of those companies 

3. Approx. 50 - 150 surveys per month
4. Terra Nova Capital has in the past sent multiple surveys with the aim of 

collecting and analyzing data for investment. 
5. The present survey incorporates elements from the Materiality Map as is 

defined by SASB. It asks companies to rank their investment into general 
sustainability issues over the last four quarters.



Example Survey Question 



● Total ESG was created by rewarding companies a one for each “Significantly Higher” 
regardless of the materiality of the issue to the company’s industry with a zero 
rewarded otherwise  - with all the ones and zeros added up. 

● Sum materiality was created where a company which responded “Significantly Higher” 
to material categories were awarded a one with the field taking on the value of zero 
otherwise - with all the ones and zeros added up. 

● Sum immateriality was created by awarding one to companies which had invested 
significantly higher in immaterial categories with a value of zero otherwise.

● Materiality Ratio was created by  dividing Sum materiality by the total possible material 
categories to get a score for each company between zero and one 

● Immateriality ratio was created by dividing “Sum immateriality” with the total number 
of immaterial categories.

Summary Statistics



SASB Mapping Example (60 industries & all 26 Issues)



Summary Statistics



Summary Statistics



Main Findings - Total ESG & Firm Value (Firm Size)
Aggregate ESG is (kind of / not really) rewarded by investors & is not influenced by firm size either



Main Findings - Material ESG & Firm Value (Firm Size)
Material ESG is not rewarded by investors & is not influenced by firm size 
either



Main Findings - Immaterial ESG & Firm Value (Firm Size)
Immaterial ESG is not rewarded by investors & is not influenced by firm size either 



Additional Findings - Lack of Material ESG & Firm Value 
Lack of Material ESG is not rewarded by investors & is not influenced by firm size 
either



Total ESG and abnormal returns



Main Findings - Material ESG & Abnormal Return (Firm 
Size)
Material ESG is not generating short-term (1 year) alpha & is not influenced by 
firm size either



Main Findings - Immaterial ESG & Abnormal Return 
(Firm Size)

Immaterial ESG not generating short-term (1 year) alpha & is not influenced by firm 
size either



Main Findings - Materiality Effort and Abnormal Returns
Material ESG not generating short-term (1 year) alpha 



Main Findings - Materiality Effort and Tobins Q
Material ESG not generating Tobins Q



Additional Findings - Lack of Material ESG & Abnormal 
Return 
Lack of Material ESG is not generating short-term (1 year) alpha & is not influenced by firm size either



Additional Findings - ROA & ESG



Appendix - Link to excel file w sumstats to all 
independent ESG variables



Appendix - Companies with investments only in material 
categories



Appendix - Companies with investments only in 
immaterial categories


