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Abstract
Although legitimacy theory provides strong arguments that environmental, social and governance (ESG) disclosure and 
performance can help mitigate firm-specific (idiosyncratic) risks, this relationship has been repeatedly challenged by con-
ceptual arguments, such as ‘transparency fallacy’ or ‘impression management’, and mixed empirical evidence. Therefore, we 
investigate this relationship in the revelatory case of initial public offerings (IPOs), which represent the first sale of common 
stock to the wider public. IPOs are characterised by strong information asymmetry between firm insiders and society, while 
at the same time suffering from uncertainty in firm legitimacy, culminating in amplified financial risks for both issuers and 
investors in aftermarket trading. Using data from the United States, we demonstrate that (1) voluntary ESG disclosure reduces 
idiosyncratic volatility and downside tail risk and (2) higher ESG ratings have lower associated firm-specific volatility and 
downside tail risk during the first year of trading in the aftermarket. We provide theoretical arguments for the relationships 
observed, suggesting that companies striving for ESG performance and communicating their efforts signal their compliance 
with sustainability-related norms, thus acquiring and upholding a societal license to operate. ESG performance and disclosure 
help companies build their reputation capital with investors after going public. We also report that ESG disclosure is a more 
consistent proxy for ex-ante uncertainty as an indicator of aftermarket risk, thereby replacing some of the more conventional 
measures, such as firm age, offered in the existing literature.

Keywords ESG · Sustainability · Initial public offerings · Idiosyncratic risk · Information asymmetry · Legitimacy · Ethical 
business conduct

Introduction

This study analyses the effect of voluntary disclosure of 
environmental, social and governance (ESG) information 
and of actual ESG scores in initial public offerings (IPOs) 
at the time of listing on idiosyncratic risk (i.e. volatility and 
downside tail risk) in aftermarket trading. Idiosyncratic risk 
represents firm-specific risk that adds to the general mar-
ket risks in IPOs. Downside tail risk captures the amount 

of loss that could be sustained as a result of a decline in a 
stock’s price. ESG disclosure covers a wide spectrum of 
sustainability-related aspects that are not normally captured 
in more traditional investment reporting and analysis. Volun-
tary disclosure at the time of listing can improve the quality 
of corporate information, reduce information asymmetry in 
firm value and signal compliance with societal norms con-
cerning sustainable business conduct, which is assumed to 
lead to increased legitimacy and reduced idiosyncratic risks.

IPOs involve the first sales of companies’ common stock 
to the wider public as firms transition from private to public 
ownership. IPOs are particularly revelatory when investi-
gating the link between ESG disclosure and idiosyncratic 
risk scores in the absence of any prior trading history in 
the stock market before flotation. Private firms have higher 
information asymmetry between firm insiders and outside 
investors about future prospects, consistent with the studies 
of Leland and Pyle (1977), Cole et al. (2004) and Burgs-
tahler et al. (2006). Therefore, it is reasonable to assume that 
the voluntary disclosure of ESG information at the time of 
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listing exerts an important signalling effect (Leland & Pyle, 
1977; Beatty & Ritter, 1986; Beatty & Welch, 1996) and 
helps mitigating information asymmetry. ESG disclosure 
(Eccles et al., 2011) and ESG scores help equity providers 
develop more confidence that corporate action is deemed 
suitable or appropriate in the frame of societal norms (Such-
man, 1995), thereby supporting firms’ strategic objective 
to maintain or repair societal legitimacy (Lai et al., 2016). 
On a more general level of business ethics, complementing 
disclosure of financial information with ESG information 
may bring virtue to the field of finance by incentivising and 
facilitating financial actors and businesses to pursue the 
common good (Sison, 2019), and sustainable development 
(Galbreath, 2013).

In their meta-analysis, Friede et al. (2015) found strong 
support for a positive link between ESG performance and 
corporate financial performance, with the positive relation-
ship being stable over time. On the one hand, ESG disclo-
sure responds to stakeholder demands to match corporate 
power through increased corporate accountability (Gold & 
Heikkurinen, 2018) regarding material aspects to maintain 
a societal license to operate. On the other hand, ESG per-
formance and disclosure, following the motto ‘do good and 
talk about it’, represent a powerful instrument to strategically 
prevent damage to a company, for example, in the form of 
loss of reputation and brand value, sustainability risks and 
subsequent financial distress risk and litigation.

Firm performance may take various forms. Among 
these forms, risk performance is very important because 
it is linked directly to the predictability and endurance of 
company success (Orlitzky & Benjamin, 2016), and thus, 
it is a prime objective of both managers and equity owners. 
Idiosyncratic risk is a market-based measure of corporate 
financial performance that is more robust than accounting-
based financial performance measures, which do not allow 
for separating firm-specific risk from total risk and may be 
subject to different reporting standards and manipulation. 
Risks related to stock price variability, specifically idiosyn-
cratic risk, may decisively influence success or failure when 
companies go public. Idiosyncratic risk is an important indi-
cator of IPO performance and survival in the aftermarket. 
Therefore, we ask the following research question: How do 
voluntary ESG disclosure and scores at the time of flota-
tion influence the idiosyncratic risk of IPOs in aftermarket 
trading?

First, we demonstrate that ESG disclosure reduces idi-
osyncratic volatility, value-at-risk (VaR) and conditional 
value-at-risk (CVaR) during the first year of trading in the 
aftermarket. Second, we show that stronger ESG perfor-
mance reduces volatility and risk. We corroborate arguments 
from legitimacy theory for the specific case of IPOs by 

showing that investors appreciate when companies engage 
in measures and business conduct viewed by society at large 
as ‘proper’ and ‘appropriate’ and then communicate these 
actions publicly. On the practical side, managers should 
devise ESG strategies well before going public to shield their 
companies from the negative repercussions of sustainability 
incidents, such as litigation, fraud and corruption cases.

The most recent global financial crisis of 2007–2008, 
which is associated with the massive destruction of wealth 
and value, highlights the prominent role that ethics should 
play in finance and accounting (Melé et al., 2017). In this 
regard, creating transparency and reducing information 
asymmetries through ESG disclosure are means to empower 
investors to consider the sustainability aspect in their deci-
sions. Transparency does not necessarily make investors 
more ethical, but it enables investors who care for people 
and the planet in the long term to purposefully incorporate 
their values into their decision-making, thus contributing 
to the overall improvement of the human condition. In this 
sense, das Neves and Vaccaro (2013, p. 645) highlight that 
‘information is a necessary good for understanding, making 
conscious decisions and following the ultimate Good’.

The remainder of this paper is structured as follows: In the 
following section, we discuss how legitimacy may explain 
the effect of ESG disclosure and performance, or sustain-
ability performance in general, on idiosyncratic firm risk, 
and we develop our hypotheses. Subsequently, we describe 
the research methods used for testing these hypotheses, 
including data collection, data analysis and research quality 
criteria, such as reliability and validity. After presenting the 
findings from the analysis, we discuss them in the context 
of previous literature on ESG disclosure and performance, 
stock-related risk and volatility measures. We then pre-
sent the study’s theoretical contribution and its managerial 
and ethical implications. We conclude by discussing new 
insights from our analysis and its limitations. An Internet 
Appendix provides supporting material.1

Background

Sustainability Reporting and Legitimacy

Businesses are increasingly aware of their ethical respon-
sibility to society and the planet and adopt the objective 
of contributing to sustainable development, which has led 
to more companies starting to issue sustainability reports 
in the past few decades (e.g. Gray, 2010; Hahn & Kühnen, 
2013; Hossain et al., 2019). This is particularly the case in 
large companies, as they hold the necessary resources for 
establishing a sustainability accounting and reporting system 
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while being exposed to pressure from vigilant stakeholders. 
Stock-listed companies are more likely to report more exten-
sively on sustainability issues because of mimetic and coer-
cive pressures (Hahn & Kühnen, 2013). Greater corporate 
transparency is usually associated with greater engagement 
with sustainability issues, although sceptics have dismissed 
the link between transparency and responsible as well as 
ethical business conduct as a ‘transparency fallacy’, par-
ticularly if transparency is imposed by external stakeholder 
pressure (Gold & Heikkurinen, 2018). Other critics have 
downplayed sustainability reports’ credibility as mostly a 
symbolic exercise or ‘simulacra’ (Boiral, 2013), pointing to 
reporting-performance portrayal gaps (Adams, 2004). Sus-
tainability reports are also referred to as ‘fairy tales to help 
the children sleep at night’ (Gray, 2010, p. 50). Beyond this 
fundamental debate on the degree to which companies ‘walk 
their talk’, scholars have frequently connected sustainability 
reporting, including ESG reporting (Eccles et al., 2011) as 
a subset, to firms’ strategic objective to maintain or repair 
societal legitimacy (Lai et al., 2016). In fact, legitimacy the-
ory suggests that legitimacy is threatened whenever business 
conduct is not deemed suitable or appropriate according to 
societal norms (Suchman, 1995), driving managers to meet 
societal expectations through corporate action and commu-
nication. Having achieved a certain level of standardisation 
through the Global Reporting Initiative standards or other 
initiatives, such as the Integrated Reporting Framework 
(although not comparable with the level of standardisation in 
financial reporting), business associations and civil society 
actors broadly support companies engaging in sustainability 
reporting and its facets (e.g. ESG reporting and integrative 
reporting). Thus, sustainability reporting is a key form of 
corporate communication that companies engage in with 
the strategic objective of decreasing the information asym-
metries in their business conduct, thereby dispersing doubts 
about their societal legitimacy.

ESG and Idiosyncratic Risk of IPOs

Although Friede et al. (2015) report a positive relationship 
between ESG and corporate financial performance, thus 
finding evidence for the business case of ESG investing 
through their meta-analysis, the overall impact of voluntary 
ESG disclosure remains less than clear cut. For example, 
studies on the so-called sin stocks (e.g. alcohol, tobacco, 
gambling and firearms) have found that they outperform var-
ious benchmarks (e.g. Trinks & Scholtens, 2017; Hoepner 
& Schopohl, 2018). Although high ESG ratings appear to be 
tied to large future stock returns, outperformance has dimin-
ished during more recent periods (e.g. Humphrey & Tan, 
2009; Borgers et al., 2013). This mixed empirical evidence 

calls for additional research to which our study aims to con-
tribute. Instead of explaining the relationship between ESG 
disclosure and risk-adjusted excess returns based on fitted 
returns using systematic risk factors, we focus on firm-spe-
cific risk that cannot be explained by common risk factors in 
conventional asset-pricing models. Therefore, our definition 
constitutes a refinement of and an important distinction from 
the measures used in the extant literature.

To assess the effect of ESG on companies, various 
aspects of firm performance can be considered, including 
‘accounting-based performance, market-based performance, 
operational performance, perceptual performance, growth 
metrics, risk measures, and the performance of ESG port-
folios’ (Friede et al., 2015, p. 212). Whereas idiosyncratic 
risk is based on stock returns and can be seen as a particu-
larly robust and objective measure of corporate financial 
performance, firm-specific risk has been neglected in previ-
ous research on the link between ESG implementation, dis-
closure and firm performance. As a market-based measure, 
idiosyncratic risk is a good indicator of IPO performance 
and survival in the aftermarket (Bhabra & Pettway, 2003; 
Gregory et al., 2010). It is less amenable to interpretation 
bias, accounting standards or manipulation (Chahine et al., 
2012; Cormier et al., 2014). We contribute to filling this gap 
in the literature by proposing idiosyncratic risk to capture 
the financial performance of IPO firms.

Previous studies have shown that highly rated ESG firms 
have an above-average risk management and control mech-
anism in place (Galbreath, 2013), which helps companies 
conduct morally reflective decision-making in their strate-
gic and day-to-day business, and abate unethical practices 
(Kaptein, 2020). Therefore, it is reasonable to assume that 
ESG-rated IPOs experience less frequent incidents, such as 
industrial accidents, fraud or corruption cases, which can 
make society retract their legitimacy. ESG performance 
leads to less idiosyncratic risk, although this link has not 
been investigated yet. Managing idiosyncratic risk, espe-
cially downside tail risk, is important for companies because 
decreasing market capitalisation is likely to accelerate finan-
cial distress risk, and overpriced IPOs are likely to trigger 
litigation cases by investors (Hanley & Hoberg, 2012; Hao, 
2011; Lowry & Shu, 2002). This potentially causes repu-
tational damage, including the loss of financial and social 
capital.

Aside from avoiding negative incidents jeopardising their 
license to operate, companies that have engaged in ESG 
measures have an incentive to proactively disclose their 
efforts and performance, for example, through ESG report-
ing, to signal their compliance with societal norms. Thus 
mitigating information asymmetry between companies and 
external stakeholders, one may assume that idiosyncratic 
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risk for these companies should decrease. In this respect, 
IPOs represent a particularly revelatory case. On average, 
they have a high level of information asymmetry in firm 
value and future prospects between firm insiders and exter-
nal stakeholders (e.g. investors). This situation complicates 
the assessment of firm legitimacy by society and could 
amplify idiosyncratic risk when firms transition from pri-
vate to public ownership. We provide an analysis of how 
ESG disclosure and ratings affect firm-specific risk in the 
revelatory context of IPOs and their first year of trading in 
the aftermarket. If ESG ratings and disclosures indeed affect 
firm-specific risk, then we expect to observe this relationship 
well in the context of our analysis.

Development of Hypotheses

The link between ESG disclosure and accounting-based or 
market-based returns has been under intense scholarly scru-
tiny, with most studies finding a positive relationship (e.g. 
Platonova et al., 2018). This is consistent with legitimacy 
theory, which implies that companies responding to soci-
etal expectations are rewarded with easier access to vari-
ous resource pools (Suchman, 1995) controlled by external 
stakeholders, such as customers, employees or equity hold-
ers. Therefore, ESG disclosure helps companies decrease 
information asymmetries vis-à-vis society by signalling their 
compliance. Nevertheless, mixed results from research on 
the ESG disclosure–firm performance nexus calls for more 
empirical studies with innovative research designs and con-
ceptual models. For example, Grewal et al. (2020) found 
that stock-listed firms that voluntarily disclose more sus-
tainability information, as identified by the Sustainability 
Accounting Standards Board (SASB), exhibit greater stock 
price informativeness, with more accentuated results in 
companies with more exposure to sustainability issues. In 
our study, we look at the effect of ESG disclosure for IPOs, 
which we consider a revelatory case, as the assessment of 
legitimacy, firm value and future prospects is complicated 
due to the high levels of information asymmetry between 
firm insiders and external stakeholders (e.g. investors). 
Companies that go public are assumed to be under greater 
stakeholder and investor scrutiny than the more seasoned 
listed companies. Therefore, we examine the effects of ESG 
disclosure on idiosyncratic risk, which has been proven to 
be a good indicator of IPO performance and survival in the 
aftermarket (Bhabra & Pettway, 2003; Gregory et al., 2010) 
and a suitable variable for capturing financial risk perfor-
mance as an effect of ESG disclosure. We conjecture that 
signalling through voluntary ESG disclosure helps IPO firms 

mitigate information asymmetry in societal expectations of 
sustainability, reducing idiosyncratic risk in stock returns. 
Therefore, we propose the following:

H1 ESG disclosure at the time of flotation is negatively 
related to the idiosyncratic risk of IPOs during the first year 
of trading in the aftermarket.

Beyond the question of whether firms disclose actions 
on ESG matters at all, there is a good reason to assume 
that environmental management, the efficacy of interaction 
with society and the quality of the corporate governance 
system are negatively associated with the various forms of 
firm risks. In the case of supply chains, Golicic and Smith’s 
(2013) meta-analysis finds a positive link between environ-
mental practices and the market-based, operation-based 
and accounting-based forms of firm performance. Regard-
ing companies’ social performance, Orlitzky and Benja-
min’s (2016) meta-analytical review reports a reciprocally 
causal relationship between social performance and financial 
risk and emphasises the importance of reputation in social 
responsibility, regardless of company size (Orlitzky, 2001). 
Social performance has been found to reduce financial risk 
in the form of volatility during the most recent financial 
crisis (Bouslah et al., 2018), leading to the conclusion that 
investment in corporate social responsibility and stakeholder 
engagement contributes to companies’ resilience against 
external shocks (Sajko et al., 2021). Corporate governance 
mechanisms are indispensable components of corporate risk 
management systems, facilitating financial firm performance 
(e.g. Florio & Leoni, 2017). Failure in corporate govern-
ance harms organisational self-control and may even lead to 
corporate crimes (Yeoh, 2016), especially if combined with 
internally competitive structures that prevent ethical behav-
iour among employees (Kulik et al., 2008). In sum, there is 
reason to assume that performance in the environmental, 
social and governance dimensions (i.e. ESG performance) 
reduces companies’ risk of negative incidents, which could 
make external stakeholders withdraw their legitimacy. ESG 
performance measured as ESG score hence can be expected 
to decrease idiosyncratic risk. Due to related uncertainties 
in legitimacy, firm value and future prospects, this relation-
ship can be observed particularly well in IPOs during the 
first year of trading in the aftermarket. Higher ESG scores 
disclosed at the time of flotation reflect above-average risk 
management mechanisms and compliance with sustainabil-
ity standards. Therefore, we propose the following:
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H2 The ESG score disclosed at the time of flotation is nega-
tively related to the idiosyncratic risk of IPOs during the first 
year of trading in the aftermarket.

Data and Methods

We collected data from multiple sources to construct our 
sample. ESG data on US IPOs became sporadically available 
in Refinitiv Eikon from the year 2002 onwards. Accordingly, 
our sample period was from January 2002 to December 
2018. To be included in our sample, IPO deal, stock price 
and financial statement data must be available aside from 
ESG data. We only considered IPOs listed on the NYSE, 
NASDAQ or AMEX. Applying these criteria resulted in a 
sample of 1312 IPOs, of which 87 disclosed their ESG rating 
at the time of listing.

IPO deal data and stock market trading data came from 
Eikon. We used 21 trading days for each month to calculate 
idiosyncratic risk, consistent with Ritter’s (1991) seminal 
paper measuring long-run return performance. Financial 
statement data were taken from the Standard and Poor’s 
Compustat database. Data on the aggregate new issue market 
and IPO founding dates were taken from Ritter (2020). The 
Federal Reserve Bank of St. Louis (2020) provided price 
deflators for calculating real dollar prices across the sample 
period. The updated classifications of the 12-industry sector 
affiliations, which were originally published by Fama and 
French (1997), were taken from Fama (2020).

We constructed an additional sample in which we closely 
matched the IPOs that report ESG ratings with unseasoned 
equity issues that do not voluntarily disclose ESG data at 
the time of listing. Our matched sample served as a robust-
ness check to mitigate any potential bias in our findings 
from an imbalance in observations between ESG-rated and 
non-ESG-rated IPOs. This imbalance is beyond our control. 
Firstly, ESG disclosure is voluntary. Secondly, ESG rating 
information in IPOs is a relatively new phenomenon; thus, 
there is limited data availability. Richer datasets will even-
tually become available as more IPOs disclose their ESG 
ratings as part of their flotation prospectus in the future.

We identified peer companies based on propensity score 
matching, consistent with the approaches and justifications 
in the IPO literature (e.g. Chemmanur & Krishnan, 2012; 
Datta et al., 2015; Greene, 2016). This method generated 
a balanced subset of IPOs that disclosed ESG data from 
the original pooled dataset by excluding IPOs that did not 
disclose any ESG ratings at the time of listing. We matched 
our ESG-IPOs with non-ESG-IPOs by applying several 

conditions. First, the matching IPOs must have obtained 
their listing in the same year and belong to the same 
Fama–French (1997) 12-industry sector classification. Sec-
ond, we matched the IPOs based on their propensity scores 
from ex-ante sales and two ex-post profitability measures. 
Sales indicated firm size and were based on the most recent 
fiscal year prior to flotation. Profitability measures indicated 
the ratio of earnings before interest, depreciation and amor-
tisation (EBITDA) to sales and the ratio of net earnings to 
sales. Both profitability measures were based on the first 
fiscal year after flotation. The ESG-IPOs that did not closely 
match the non-ESG-IPOs available were eliminated from the 
analysis. This approach generated a sample of 156 closely 
matched IPOs that did not suffer from an imbalanced sample 
bias.

Table 1 provides the variable definitions of idiosyncratic 
risk (Panel A), ESG disclosure and scores (Panel B), firm 
characteristics (Panel C), IPO deal characteristics (Panel D), 
and new issue market conditions at the time of listing of the 
IPOs (Panel E).

Analysing the effect of ESG disclosure or non-disclosure 
and the effect of ESG scores while controlling for the com-
monly used stochastic variables from the extant literature is 
a key part of this study. Whether the ESG measures retain 
their statistical effect throughout the analysis indicates the 
importance of disclosure at the time of listing to mitigate 
firm-specific risk. Therefore, this analysis is consistent with 
extant research on information asymmetry in IPO value 
(Leland & Pyle, 1977; Baron, 1982; Rock, 1986) and legiti-
macy through ESG reporting (Eccles et al., 2011; Lai et al., 
2016). The following sections provide the justification for the 
variable selection and the details of the variable definitions 
for idiosyncratic risk and ESG scores. The Internet Appendix 
provides details on control variables, summary statistics and 
univariate analysis.

Idiosyncratic Risk

We estimated idiosyncratic risk from the residuals of stock 
return distributions that used fitted values based on capital 
asset-pricing model (CAPM) or Fama–French’s (1993) three-
factor asset-pricing model. The focus on idiosyncratic risk is 
important because, unlike systematic risk, firm-specific risk is 
not priced in the stock market. Idiosyncratic risk is not priced, 
as firm-specific risk represents diversifiable business and oper-
ational risk that is unique to individual firms. We obtained 
idiosyncratic risk from the lower tail end of the residual dis-
tribution, which shows stock returns that cannot be explained 
by common risk factors from the two asset-pricing models. 
This definition determines the business and operational risk of 
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Table 1  Variable definitions and data sources

Panel A presents measures of risk. Panel B provides details on environmental, social and governance (ESG) disclosures and their correspond-
ing scores. Panel C provides details on firm characteristics. Panel D lists offer characteristics. Panel E presents new issues market conditions. 
ESG information, stock price and trading data are from Refinitiv Eikon. Financial statement data are from Standard and Poor’s Compustat files. 
Aggregate IPO data and firms’ founding dates are from Jay Ritter’s (2020) website. Industry sector classifications and asset-pricing factors are 
from Fama and French (1997) and Fama’s (2020) resources

Variable Definition and data source

Panel A: Rrsk measures
Total volatility Annualised standard deviation of daily stock returns captures total risk, comprising systematic risk 

and unsystematic risk for a maximum of 252 days from the listing date, or up to the delisting date, 
whichever comes first

Idiosyncratic volatility Annualised standard deviation of the residuals from daily stock returns’ regressions on Fama and 
French’s (1993) three-factor model or CAPM (Sharpe, 1964; Lintner, 1965; Mossin, 1966) of 
individual stocks, for a maximum of 252 days from the listing date, or up to the delisting date, 
whichever comes first

VaR Value-at-risk is the maximum loss, measured by the residuals from daily stock returns’ regressions 
on Fama and French’s (1993) three-factor model or CAPM (Sharpe, 1964; Lintner, 1965; Mossin, 
1966) of individual stocks at confidence level c = {0.90, 0.95} , for a maximum of 252 days from 
the listing date, or up to the delisting date, whichever comes first

CVaR Conditional value-at-risk is the loss beyond the VaR threshold, measured by the residuals from daily 
stock returns’ regressions on Fama and French’s (1993) three-factor model or CAPM (Sharpe, 
1964; Lintner, 1965; Mossin, 1966) of individual stocks at confidence level c = {0.90, 0.95} , for a 
maximum of 252 days from the listing date, or up to the delisting date, whichever comes first

Panel B: economic, social and governance
ESG disclosure Zero-one dummy variable, coded one if an IPO firm discloses ESG information at the time of flota-

tion, or else coded zero
ESG score Refinitiv Eikon provides scores from 0 to 100% for individual firms from company disclosure, 

capturing information on environmental (resource use, emissions, innovation), social (workforce, 
human rights, community, product responsibility) and governance (management, shareholders, 
CSR strategy) based on a comprehensive subset of metrics

Panel C: firm characteristics
Firm age The firm’s age is the difference between the founding date and listing date, measured by years. Jay 

Ritter’s (2020) website provides founding dates
Industry dummies Zero-one dummy variables capturing Fama and French’s (1997) SIC classification, coded one for 

IPOs in business equipment, healthcare, manufacturing, consumer durables, wholesale and retail, 
and telephone and television transmission, or else coded zero

Sales Sales in millions of dollars measured in real dollars at 2002 price levels from the Federal Reserve 
Bank of St. Louis (2020) during the fiscal year ending before the date of flotation

Net income/sales Ratio of net income to sales at the end of the first fiscal year after the date of flotation
EBITDA/sales Ratio of earnings before interest, tax, depreciation and amortisation to sales at the end of the first 

fiscal year after the date of flotation
Panel D: offer characteristics
Bookrunner reputation Bookrunner reputation captures the average market share of lead underwriters participating in an 

IPO syndicate consistent with the proxy measure for reputation in Megginson and Weiss (1991). 
Market share is based on the offer’s dollar amount during the calendar year as the listing date of 
an IPO to account for changes in reputation capital during the sample period

Equity retention Leland and Pyle’s (1977) signal of IPO quality: Equity Retention = EQ + ln(1 − EQ) , in which EQ 
is the proportion of equity retained by pre-IPO owners in the post-flotation firm

Primary shares The ratio of primary shares to the total number of shares offered in an IPO measures the proportion 
of offer proceeds at the issuer’s disposal

Use of proceeds Number of uses of IPO proceeds disclosed in the flotation prospectus
Offer size Total amount of proceeds in millions of dollars measured in real dollars at 2002 price levels from 

the Federal Reserve Bank of St. Louis (2020)
Panel E: new issues market conditions
Heat volume The heat volume zero-one dummy variable that captures hot new issues market conditions, coded 

one if the number of IPOs in a quarter is 50% greater than the three-monthly moving average, or 
else coded zero
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ESG-disclosing versus non-ESG-disclosing IPOs and identi-
fies whether the differences between these two samples are 
statistically significant.

We estimated idiosyncratic risk (Panel A of Table 1) by 
following Bali et al. (2009), Boyer et al. (2010), and Atilgan 
et al. (2020). εi,d denotes the regression residual of either 
the CAPM (Lintner, 1965; Mossin, 1966; Sharpe, 1964) or 
Fama–French’s (1993) three-factor asset-pricing model on day 
d for firm i during the trading period of T days. S(t) is the set 
of trading days from the first day of  trading2 through the end 
of T = 252 days, or the delisting date, whichever comes first 
considered for the set of d ∈ S(t):

where ri,d,t and rfd,t are the return on stock i and the risk-free 
rate on day d during S(t), respectively; RMFd,t is the market 
excess return; SMBd,t is the return on the small minus big 
portfolios; and HMLd,t is the high minus low portfolios on 
day d, as defined in Fama and French (1993). We used �i,d,t 
from (1) and (2) on day d for firm i during S(t) to calculate 
three idiosyncratic risk measures.

Idiosyncratic volatility is the first measure:

where Nt is the number of trading days during the set of trad-
ing days S(t). Volatility is perhaps the most traditional meas-
ure of risk, but this definition ignores the direction of stock 
price movement. Volatility (standard deviation) includes 
both upside and downside risks (positive or negative returns) 
from an investment, but it is likely that investors are more 
concerned with downside risk than upside risk.

VaR and CVaR are the second and third measures of idi-
osyncratic risk, following Artzner et al.’s (1999) definitions. 
Both VaR and CVaR denote downside tail risk. VaR is an 
estimate of the maximum loss εi,d,t during the holding period 
S(t) within a fixed confidence level c. VaR at the 100(1 − c)% 
confidence level measures the upper 100c percentile of the 
loss distribution X of εi,d,t:

where sup {x|M} is the upper limit of x, given an event M, 
and sup {x|P [X ≥ x] > c} is the upper 100c percentile of the 
loss distribution X of εi,d,t.

(1)ri,d,t − rf ,d,t = �i,t + �i,tRMFd,t + �i,d,t

(2)ri,d,t − rf ,d,t = �i,t + �i,tRMFd,t + �i,tSMBd,t + �i,tHMLd,t + �i,d,t

(3)Idiosyncratic volatility =

�
1

Nt − 1

Nt�

d=1

�2
i,d,t

�1∕2√
T

(4)VaRc(X) = sup {x|P[X ≥ x] > c|}

CVaR measures the expected tail loss of εi,d,t beyond the 
VaR threshold during the holding period S(t) within a fixed 
confidence level c.

CVaR measures the average tail loss of εi,d,t that exceeds the 
VaR. Artzner et al. (1999) recommend the use of CVaR to 
mitigate some of the limitations inherent in VaR.

ESG Characteristics

We used voluntary ESG disclosure or non-ESG disclosure 
and ESG scores, as detailed in Panel B of Table 1. The ESG 
scores from Eikon Refinitiv measure firms’ relative perfor-
mance across 10 main themes and represent the environ-
mental (resource use, emissions, innovation), social (product 
responsibility, human rights, community, workforce) and 
governance (management, shareholders, corporate social 
responsibility strategy) pillars.3 The advantage of Eikon 
Refinitiv over alternative databases is that its metrics are 
transparent and based on data in the public domain. There-
fore, it is not surprising that many studies use Eikon Refini-
tive as a reliable data source (e.g.; Ibikunle & Steffen, 2017; 
Platonova et al., 2018; Stolowy & Paugam, 2018; Drem-
petic et al., 2020; Giannarakis et al., 2020; Duque-Grisales 
& Aguilera-Caracuel, 2021). Still, ESG scores provided by 
third-parties should be considered as a research tool rather 
than a source of authority (e.g. Schoenmaker & Schramade, 
2019; Signori, 2021). Not all ESG factors are easily quantifi-
able and the construction of an aggregate index is to some 
degree arbitrary. The current disclosure of ESG scores is 
skewed towards self-declaration, processes and may not con-
sistently reflect actual performance.

Effect of ESG Disclosure on Idiosyncratic Risk

ESG disclosure has consistent negative relationships with 
idiosyncratic volatility and downside tail risk. The meas-
ures of downside tail risk include VaR and CVaR at differ-
ent confidence levels and based on different asset-pricing 
models. ESG disclosure at the time of listing reduces sub-
sequent idiosyncratic volatility in the aftermarket. Inter-
estingly, ESG disclosure did not statistically significantly 
affect total volatility. This finding is different from that of 
our univariate analysis, in which we did not simultaneously 
control for other factors. In controlling for other factors, 
which constitute a more stringent test, ESG disclosure can-
not explain the variation in total volatility at conventional 
significance levels. One possible reason for the explanatory 

(5)CVaRc(X) = E
[
X|X ≥ VaRc(X)

]
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variables having reduced statistical significance is the loss 
of degrees of freedom when simultaneously controlling for 
several factors in the multivariate analysis. Another possible 
scenario is the presence of multicollinearity in the predictor 
variables. However, tests showed that our regression models 
were unaffected by multicollinearity, as evidenced by the 
variance inflation factor. Therefore, our findings confirm 
the importance of direct ESG disclosure on firm-specific 
volatility, which includes both downside and upside risks. 
Investors are perhaps more concerned with downside tail 
risk in terms of the potential losses they could incur from 
their investments.

Moreover, our analysis showed a reduced idiosyncratic 
downside tail risk for IPOs that report ESG measures. 
Downside tail risk includes VaR and CVaR across various 
confidence levels based on different capital asset-pricing 
models. These findings are robust after controlling for firm 
characteristics, industry sector affiliation, IPO deal char-
acteristics and new issue market conditions, thus confirm-
ing H1. The analysis supports the assumption that newly 
stock-listed companies that report their ESG matters serve 
the information demands of investors and other stakeholders 
(Eccles et al., 2011; Gold & Heikkurinen, 2018). Therefore, 
the stock price informativeness is enhanced (Grewal et al., 
2020), and their preoccupation with complying with sustain-
ability as a globally accepted societal norm is conveyed, 
although this norm manifests somewhat differently across 
global regions (Shinkle and Spencer, 2012). In addition, 
ESG disclosure fosters firm performance, particularly in 
terms of its risk aspects, consistent with previous research on 
the link between sustainability disclosure and performance 
(e.g. Platonova et al., 2018).

Tables 2, 3 and 4 provide the details of the effect of ESG 
disclosure on total volatility, idiosyncratic volatility and idi-
osyncratic downside tail risk.

We observed no association between ESG disclosure and 
total risk (Model 1 in Table 2). By comparison, ESG dis-
closure appeared to be associated with lower idiosyncratic 
volatility (Models 2 and 3 in Table 2) and idiosyncratic 
downside tail risk, as measured by VaR (Table 3) and CVaR 
(Table 4), at different confidence levels and across asset-
pricing models.

As a proxy for ex-ante uncertainty and information asym-
metry in IPO value between the new issue market partici-
pants, firm age could not explain the variation in any of the 
risk measures, and thus our findings contradict earlier stud-
ies (Ritter, 1984, 1991; Megginson & Weiss, 1991; Xu & 
Malkiel, 2003; Pastor & Veronesi, 2003; Fink et al., 2010). 
In sum, direct ESG disclosure contributes more to reducing 
idiosyncratic risk than the length of time an IPO has been 
operating before its stock market listing.

Table 2  The impact from ESG disclosure or non-disclosure on total 
volatility and idiosyncratic volatility

This table reports the impact from ESG disclosure for 1316 IPOs 
from 2002 to 2018 on total volatility (Model 1) and idiosyncratic vol-
atility (Models 2 and 3)
Total volatility is the annualised standard deviation of daily returns 
for the first 252 trading days from the listing date, or up to the delist-
ing date, whichever comes first. Idiosyncratic volatility is regression 
residuals’ annualised standard deviation from CAPM (Sharpe 1964; 
Lintner, 1965; Mossin, 1966) or Fama and French’s (1993) three-fac-
tor asset-pricing model (Models 2 and 3) for the first 252 trading days 
from the listing date, or up to the delisting date, whichever comes 
first. Daily stock returns include any delisting returns if applicable. 
ESG is a zero-one dummy variable that captures these factors’ disclo-
sure (coded one) or non-disclosure (coded zero). Firm age is the num-
ber of years between the founding date and the flotation. Industry sec-

log (Total volatil-
ity)

log (Idiosyncratic 
volatility)

(1) (2) (3)

ESG disclosure − 0.069 − 0.080∗ − 0.082∗

(0.042) (0.043) (0.043)
log (Firm age) − 0.014 − 0.016 − 0.015

(0.014) (0.014) (0.014)
Business 0.331∗∗∗ 0.341∗∗∗ 0.342∗∗∗

(0.029) (0.029) (0.029)
Health 0.451∗∗∗ 0.476∗∗∗ 0.471∗∗∗

(0.029) (0.029) (0.029)
Manufacturing 0.252∗∗∗ 0.245∗∗∗ 0.244∗∗∗

(0.049) (0.049) (0.049)
Consumer durables 0.217∗∗ 0.201∗∗ 0.198∗∗

(0.091) (0.092) (0.093)
Wholesale and retail 0.200∗∗∗ 0.213∗∗∗ 0.214∗∗∗

(0.035) (0.036) (0.036)
Telephone and televi-

sion
0.083 0.103 0.109

(0.077) (0.078) (0.078)
Bookrunner reputation − 0.003∗ − 0.005∗∗ − 0.005∗∗

(0.002) (0.002) (0.002)
Equity retention − 0.122∗∗∗ − 0.130∗∗∗ − 0.128∗∗∗

(0.033) (0.033) (0.033)
Primary shares 0.041 0.056 0.053

(0.041) (0.041) (0.041)
log (1 + Use of pro-

ceeds)
0.158∗∗∗ 0.161∗∗∗ 0.161∗∗∗

(0.033) (0.034) (0.033)
1/Offer size 5.271∗∗∗ 5.860∗∗∗ 6.043∗∗∗

(0.874) (0.897) (0.903)
Heat volume 0.060∗ 0.055 0.056

(0.036) (0.035) (0.035)
Constant − 1.304∗∗∗ − 1.382∗∗∗ − 1.397∗∗∗

(0.079) (0.078) (0.078)
Observations 1,312 1,312 1,312
R2 0.354 0.387 0.388
Adjusted R 2 0.347 0.380 0.382
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The industry sector dummy variables denote the ex-ante 
uncertainty and the differences in business risk, as well as 
explain the variation in volatility and downside risk. Man-
ufacturing, consumer durables, wholesale and retail have 
increased volatility and downside tail risk. Consistent with 
our findings, previous studies (Ritter, 1984, 1991; Purnana-
ndam & Swaminathan, 2004; Jeon et al., 2015) have also 
reported industry differences in explaining the initial return 
and the long-term stock return performance of IPOs.

The average market share of lead underwriters participat-
ing in an IPO syndicate has a negative association with all 
risk measures. Underwriter reputation capital has a statisti-
cally marginal effect on total volatility, while its statistical 
effect on idiosyncratic volatility and idiosyncratic downside 
tail risk is stronger. Therefore, our findings correspond with 
the third-party certification effect (Carter & Manaster, 1990; 
Megginson & Weiss, 1991).

Equity retention exhibited consistently negative coeffi-
cients in all models. As Leland and Pyle’s (1977) data trans-
formation gives negative values, the relationship observed in 
our models suggests a positive association between equity 
retained, total volatility, idiosyncratic volatility and idiosyn-
cratic downside tail risk. Our findings correspond with those 
of Roll (1988), Durnev et al. (2003) and Piotroski and Roul-
stone (2004), who claim that higher equity retention levels 
translate to more firm-specific return variation.

The fraction of primary shares offered to total shares out-
standing at flotation, which measures the proportion of new 
money at issuers’ disposal, does not explain the variations in 
any of our risk measures. In contrast to Durnev et al. (2004), 
we did not find a statistically significant association between 

the proportion of primary shares issued and any of the risk 
measures when simultaneously controlling for other factors. 
We detected only a statistically significant difference in the 
proportion of primary shares between ESG disclosure and 
non-ESG disclosure in the univariate context.

Consistent with our prediction, the higher the number 
of uses of proceeds, the greater the total risk, idiosyncratic 
volatility and downside risk. Therefore, our findings are 
consistent with those of Beatty and Ritter (1986). A higher 
number of uses of proceeds increases the risk of investment 
and how firms will manage these proceeds in the future.

We observed a positive relationship between IPO size and 
all risk measures. As larger offers have higher total risk, idi-
osyncratic volatility and downside tail risk, our findings do 
not support the negative association between initial return 
and gross proceeds, as reported in earlier studies (Beatty & 
Ritter, 1986; Ritter, 1987; Carter, 1992).

The effect of the new equity issue market conditions was 
inconsistent across the different risk measures. We found a 
marginally positive effect of hot new equity market condi-
tions at the time of listing on total volatility. Hot new equity 
issue markets did not affect idiosyncratic volatility but 
seemed to positively affect downside tail risk, except the 
VaR at a 0.9 confidence level for CAPM estimates.

To corroborate our findings, we completed a robustness 
check based on propensity score analysis by matching firms 
with identical or similar features other than voluntary disclo-
sure or non-disclosure of ESG data. Propensity score match-
ing is widely used in the literature to overcome a potential 
bias in the findings that could originate from an imbalanced 
dataset in which a subsample is proportionally underrepre-
sented (e.g. Neophytou & Mar Molionero, 2004). We created 
a balanced subset of IPOs that disclose ESG data from our 
original dataset by excluding IPOs that do not voluntarily 
disclose ESG data. We applied several conditions to iden-
tify closely matched peer firms by following the methods 
of Chemmanur & Krishnan (2012), Datta et al. (2015), and 
Greene (2016). The first condition requires exact matching 
between firms that obtained a listing in the same year and 
operate in the same Fama–French (1997) 12-industry sec-
tor classification. From this set of matches, we identified 
and matched IPOs with the highest propensity score based 
on firm size and profitability. The sales of the most recent 
fiscal year ending prior to the flotation date were used as 
the proxy measure for firm size. The ratios of net income to 
sales and EBITDA to sales at the end of the first fiscal year 
after the flotation date were used as the two proxy meas-
ures for profitability. This procedure generated a sample 
of closely matched IPOs that were not subjected to imbal-
anced observations between voluntary ESG disclosure and 

tor dummy variables capture the affiliation of IPOs with the following 
SIC classifications: business; health; manufacturing; consumer dura-
bles; wholesale and retail; and telephone and television transmission. 
Bookrunner reputation measures the average market share of lead 
underwriters making up a syndicate commensurate with the year of 
listing. Equity retention denotes Leland and Pyle’s (1977) signal of 
firm quality by firm insiders to outside investors, measured by the 
proportion of equity retained by pre-IPO owners in the post-flotation 
firm. The ratio of primary shares to total shares measures the propor-
tion of new money raised. Use of proceeds captures the number of 
uses of proceeds disclosed in the flotation prospectus. Offer amount 
is the total proceeds in millions of dollars measured in real dollars at 
2002 price levels. Heat number is a zero-one dummy variable, coded 
one if the number of IPOs in a quarter of the year is 50% greater than 
the three-month moving average, or else coded zero. More detailed 
variable definitions and data sources are available from Table 1. Fig-
ures in parentheses below the estimated coefficients are heteroskedas-
tic-consistent standard errors. ***, ** and * denote 1%, 5% and 10% 
significance, respectively

Table 2  (continued)
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Table 3  The impact from ESG 
disclosure or non-disclosure on 
idiosyncratic value-at-risk

This table reports the impact from ESG disclosure or non-disclosure for 1316 IPOs from 2002 to 2018 
on idiosyncratic downside risk. Value-at-risk is the maximum loss, measured by regression residuals from 
CAPM (Sharpe, 1964; Lintner, 1965; Mossin, 1966) or Fama and French’s (1993) three-factor asset-pricing 
model for the first 252 trading days from the listing date, or up to the delisting date, whichever comes 
first. Daily stock returns include any delisting returns if applicable. ESG is a zero-one dummy variable that 
captures these factors’ disclosure (coded one) or non-disclosure (coded zero). Firm age is the number of 
years between the founding date and the flotation. Industry sector dummy variables capture IPOs’ affilia-
tion with the following SIC classifications: business; health; manufacturing; consumer durables; wholesale 
and retail; and telephone and television transmission. Bookrunner reputation measures the average mar-
ket share of lead underwriters making up a syndicate commensurate with the listing year. Equity retention 
denotes Leland and Pyle’s (1977) signal of firm quality by firm insiders to outside investors, measured by 
the proportion of equity retained by pre-IPO owners in the post-flotation firm. The ratio of primary shares 
to total shares measures the proportion of new money raised. Use of proceeds captures the number of uses 
of proceeds disclosed in the flotation prospectus. Offer amount is the total proceeds in millions of dollars, 
measured in real dollars at 2002 price levels. Heat number is a zero-one dummy variable, coded one if the 
number of IPOs in a quarter of the year is 50% greater than the three-month moving average, or else coded 
zero. More detailed variable definitions and data sources are available from Table 1. Figures in parentheses 
below the estimated coefficients are heteroskedastic-consistent standard errors. ***, ** and * denote 1%, 
5% and 10% significance, respectively

CAPM Fama-French three-factor

log (VaR
0.95

) log (VaR
0.90

) log (VaR
0.95

) log (VaR
0.90

)

(1) (2) (3) (4)

ESG disclosure − 0.090∗∗ − 0.082∗∗ − 0.094∗∗ − 0.081∗∗

(0.039) (0.038) (0.040) (0.039)
log (Firm age) − 0.016 − 0.011 − 0.014 − 0.006

(0.012) (0.012) (0.012) (0.012)
Business 0.313∗∗∗ 0.301∗∗∗ 0.307∗∗∗ 0.299∗∗∗

(0.026) (0.026) (0.026) (0.026)
Health 0.427∗∗∗ 0.434∗∗∗ 0.422∗∗∗ 0.419∗∗∗

(0.026) (0.026) (0.026) (0.026)
Manufacturing 0.208∗∗∗ 0.216∗∗∗ 0.211∗∗∗ 0.203∗∗∗

(0.050) (0.050) (0.050) (0.050)
Consumer durables 0.195∗∗ 0.169∗∗ 0.197∗∗ 0.149∗∗

(0.076) (0.067) (0.077) (0.073)
Wholesale and retail 0.190∗∗∗ 0.195∗∗∗ 0.194∗∗∗ 0.181∗∗∗

(0.033) (0.032) (0.033) (0.032)
Telephone and television 0.074 0.046 0.074 0.039

(0.076) (0.074) (0.076) (0.074)
Bookrunner reputation − 0.005∗∗∗ − 0.005∗∗∗ − 0.005∗∗∗ − 0.005∗∗∗

(0.002) (0.002) (0.002) (0.002)
Equity retention − 0.122∗∗∗ − 0.131∗∗∗ − 0.115∗∗∗ − 0.129∗∗∗

(0.030) (0.030) (0.030) (0.030)
Primary shares 0.055 0.056 0.042 0.043

(0.037) (0.037) (0.037) (0.037)
log (1 + Use of proceeds) 0.127∗∗∗ 0.133∗∗∗ 0.135∗∗∗ 0.147∗∗∗

(0.030) (0.030) (0.030) (0.030)
1/Offer size 4.808∗∗∗ 4.779∗∗∗ 4.952∗∗∗ 4.984∗∗∗

(0.799) (0.793) (0.806) (0.802)
Heat volume 0.061∗ 0.047 0.070∗∗ 0.055∗

(0.033) (0.032) (0.032) (0.032)
Constant − 3.700∗∗∗ − 4.037∗∗∗ − 3.719∗∗∗ − 4.075∗∗∗

(0.069) (0.068) (0.068) (0.068)
Observations 1312 1312 1312 1312

R2 0.381 0.386 0.380 0.380

Adjusted R 2 0.374 0.380 0.373 0.374
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Table 4  The impact from ESG 
disclosure or non-disclosure on 
idiosyncratic conditional value-
at-risk

This table reports the impact from ESG disclosure or non-disclosure for 1316 IPOs from 2002 to 2018 
on idiosyncratic downside risk. Conditional value-at-risk is the loss beyond the value-at-risk threshold, 
measured by regression residuals from CAPM (Sharpe, 1964; Lintner, 1965; Mossin, 1966) or Fama and 
French’s (1993) three-factor asset-pricing model for the first 252 trading days from the listing date, or up 
to the delisting date, whichever comes first. Daily stock returns include any delisting returns if applicable. 
ESG is a zero-one dummy variable and captures disclosure (coded one) or non-disclosure (coded zero) of 
these factors. Firm age is the number of years between the founding date and the flotation. Industry sector 
dummy variables capture IPOs’ affiliation with the following SIC classifications: business; health; manu-
facturing; consumer durables; wholesale and retail; and telephone and television transmission. Bookrunner 
reputation measures the average market share of lead underwriters making up a syndicate commensurate 
with the listing year. Equity retention denotes Leland and Pyle’s (1977) signal of firm quality by firm insid-
ers to outside investors, measured by the proportion of equity retained by pre-IPO owners in the post-flo-
tation firm. The ratio of primary shares to total shares measures the proportion of new money raised. Use 
of proceeds captures the number of uses of proceeds disclosed in the flotation prospectus. Offer amount 
is the total proceeds in millions of dollars, measured in real dollars at 2002 price levels. Heat number is a 
zero-one dummy variable, coded one if the number of IPOs in a quarter of the year is 50% greater than the 
three-month moving average, or else coded zero. More detailed variable definitions and data sources are 
available from Table 1. Figures in parentheses below the estimated coefficients are heteroskedastic-consist-
ent standard errors. ***, ** and * denote 1%, 5% and 10% significance, respectively

CAPM Fama-French three-factor

log (CVaR
0.95

) log (CVaR
0.90

) log (CVaR
0.95

) log (CVaR
0.90

)

(1) (2) (3) (4)

ESG disclosure −0.079∗ −0.082∗∗ −0.079∗ −0.081∗∗

(0.042) (0.040) (0.042) (0.041)
log (Firm age) − 0.021 − 0.017 − 0.020 − 0.016

(0.013) (0.013) (0.013) (0.013)
Business 0.355∗∗∗ 0.336∗∗∗ 0.356∗∗∗ 0.337∗∗∗

(0.030) (0.028) (0.029) (0.028)
Health 0.426∗∗∗ 0.427∗∗∗ 0.421∗∗∗ 0.421∗∗∗

(0.028) (0.027) (0.028) (0.026)
Manufacturing 0.231∗∗∗ 0.221∗∗∗ 0.233∗∗∗ 0.222∗∗∗

(0.052) (0.050) (0.052) (0.051)
Consumer durables 0.226∗∗ 0.206∗∗ 0.216∗∗ 0.202∗∗

(0.094) (0.085) (0.095) (0.087)
Wholesale and retail 0.222∗∗∗ 0.209∗∗∗ 0.224∗∗∗ 0.211∗∗∗

(0.038) (0.036) (0.038) (0.035)
Telephone and television 0.102 0.086 0.108 0.092

(0.087) (0.082) (0.087) (0.082)
Bookrunner reputation − 0.006∗∗∗ − 0.005∗∗∗ − 0.005∗∗∗ − 0.005∗∗∗

(0.002) (0.002) (0.002) (0.002)
Equity retention − 0.117∗∗∗ − 0.119∗∗∗ − 0.112∗∗∗ − 0.115∗∗∗

(0.033) (0.031) (0.033) (0.031)
Primary shares 0.060 0.055 0.055 0.050

(0.042) (0.040) (0.042) (0.040)
log (1 + Use of proceeds) 0.165∗∗∗ 0.154∗∗∗ 0.166∗∗∗ 0.158∗∗∗

(0.033) (0.032) (0.033) (0.032)
1/Offer size 4.745∗∗∗ 4.764∗∗∗ 4.982∗∗∗ 4.993∗∗∗

(0.809) (0.797) (0.816) (0.804)
Heat volume 0.087∗∗ 0.075∗∗ 0.086∗∗ 0.077∗∗

(0.037) (0.034) (0.037) (0.034)
Constant − 3.368∗∗∗ − 3.589∗∗∗ − 3.386∗∗∗ − 3.612∗∗∗

(0.075) (0.071) (0.075) (0.071)
Observations 1,312 1,312 1,312 1,312

R2 0.354 0.372 0.357 0.374

Adjusted R 2 0.347 0.365 0.350 0.368
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Table 5  The impact from ESG disclosure or non-disclosure on idiosyncratic risk using matched IPOs

This table reports the impact from ESG disclosure or non-disclosure for a subsample of comparable IPOs on risk. Comparable firms are from the 
same Fama and French (1997) 12-digit industry sector and year of listing that have the closest propensity scores, which rely on sales, EBITDA/
sales and net income/sales. Sales are from the fiscal year ending before the listing date. Both EBITDA/sales and net income/sales are from the 

Panel A: CAPM

log (Total volatility) log (Idiosyn-
cratic volatility)

log (VaR
0.95

) log (VaR
0.90

) log (CVaR
0.95

) log (CVaR
0.90

)

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

ESG disclosure − 0.093 − 0.094∗ − 0.122∗∗ − 0.104∗∗ − 0.130∗∗ − 0.120∗∗

(0.058) (0.052) (0.052) (0.049) (0.058) (0.054)
log (Firm age) − 0.181∗∗∗ − 0.198∗∗∗ − 0.179∗∗∗ − 0.167∗∗∗ − 0.198∗∗∗ − 0.189∗∗∗

(0.036) (0.033) (0.033) (0.032) (0.037) (0.034)
Bookrunner reputation − 0.001 − 0.002 0.001 − 0.001 − 0.002 − 0.001

(0.003) (0.003) (0.003) (0.003) (0.004) (0.003)
Equity retention − 0.169∗∗ − 0.183∗∗∗ − 0.144∗∗ − 0.143∗∗ − 0.177∗∗ − 0.164∗∗

(0.068) (0.059) (0.059) (0.057) (0.071) (0.065)
Primary shares − 0.045 − 0.006 0.018 0.002 − 0.016 − 0.011

(0.089) (0.077) (0.077) (0.076) (0.089) (0.083)
log (1 + Use of proceeds) 0.170∗∗ 0.180∗∗ 0.138∗ 0.149∗∗ 0.204∗∗ 0.188∗∗

(0.078) (0.071) (0.071) (0.070) (0.079) (0.073)
1/Offer size 5.322∗ 5.578∗∗ 6.079∗∗∗ 5.789∗∗ 4.870∗ 5.357∗∗

(2.878) (2.200) (2.200) (2.896) (2.518) (2.422)
Constant − 0.581∗∗∗ − 0.648∗∗∗ − 3.049∗∗∗ − 3.395∗∗∗ − 2.677∗∗∗ − 2.926∗∗∗

(0.199) (0.177) (0.177) (0.173) (0.197) (0.183)
Observations 156 156 156 156 156 156
R2 0.368 0.408 0.425 0.407 0.411 0.431
Adjusted R 2 0.338 0.380 0.398 0.379 0.383 0.405

Panel B: Fama-French three-factor asset-pricing model

log (Total volatility) log (Idiosyn-
cratic volatility)

log (VaR
0.95

) log (VaR
0.90

) log (CVaR
0.95

) log (CVaR
0.90

)

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

ESG disclosure − 0.093 − 0.095∗ − 0.111∗ − 0.089∗ − 0.130∗∗ − 0.120∗∗

(0.058) (0.051) (0.058) (0.054) (0.056) (0.051)
log (Firm age) − 0.181∗∗∗ − 0.197∗∗∗ − 0.172∗∗∗ − 0.173∗∗∗ − 0.198∗∗∗ − 0.189∗∗∗

(0.036) (0.032) (0.037) (0.034) (0.033) (0.030)
Bookrunner reputation − 0.001 − 0.002 0.0003 − 0.0003 − 0.002 − 0.001

(0.003) (0.003) (0.004) (0.003) (0.004) (0.004)
Equity retention − 0.169∗∗ − 0.185∗∗∗ − 0.146∗∗ − 0.146∗∗ − 0.177∗∗∗ − 0.164∗∗∗

(0.068) (0.059) (0.071) (0.065) (0.061) (0.056)
Primary shares − 0.045 − 0.011 0.001 − 0.014 − 0.016 − 0.011

(0.089) (0.077) (0.089) (0.083) (0.094) (0.087)
log (1 + Use of proceeds) 0.170∗∗ 0.182∗∗ 0.154∗ 0.161∗∗ 0.204∗∗∗ 0.188∗∗∗

(0.078) (0.071) (0.079) (0.073) (0.077) (0.071)
1/Offer size 5.322∗ 5.743∗∗∗ 6.335∗∗ 5.987∗∗ 4.870∗ 5.357∗∗

(2.878) (2.121) (2.518) (2.422) (2.483) (2.285)
Constant − 0.581∗∗∗ − 0.668∗∗∗ − 3.108∗∗∗ − 3.413∗∗∗ − 2.677∗∗∗ − 2.926∗∗∗

(0.199) (0.173) (0.197) (0.183) (0.198) (0.182)
Observations 156 156 156 156 156 156
R2 0.368 0.408 0.423 0.415 0.411 0.431
Adjusted R 2 0.338 0.380 0.396 0.387 0.383 0.405
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non-disclosure. The findings of the robustness checks are 
presented in Table 5.

The matching firm approach confirms that ESG disclo-
sure reduces idiosyncratic risk, as measured by volatility, 
VaR and CVaR at different confidence levels and across 
various asset-pricing models. However, ESG disclosure does 
not explain the variation in total volatility. These findings 
are consistent with the estimates from our pooled sample 
reported in Tables 2, 3 and 4. Although some of the control 
variables related to firm attributes and IPO deal characteris-
tics dipped in and out of statistical significance at different 
stages of the estimation process, ESG disclosure remained 
statistically significant throughout, demonstrating its impor-
tance in reducing idiosyncratic risk in aftermarket trading.

IPOs involving older firms had a lower risk than younger 
firms. Firm age was statistically significant in the matched 
sample, consistent with Beatty and Ritter’s (1986) findings. 
Therefore, the findings related to the statistical significance 
of this variable and the matched sample in Table 5 diverged 
from those reported in Tables 2, 3 and 4.

Whereas firm age gained statistical significance, the effect 
of lead underwriter reputation lost its statistical significance 
in the matched sample estimations. Therefore, Carter and 
Manaster’s (1990) third-party certification effect diminished 
once the ESG-rated and non-ESG-rated IPOs were matched 
in terms of firm size, profitability, industry sector affiliation 
and year of listing.

Higher equity retentions have higher volatility and down-
side tail risk. These findings are consistent with the estima-
tions reported in Tables 2, 3 and 4, and they correspond with 
those of Roll (1988), Durnev et al. (2003) and Piotroski and 
Roulstone (2004). These authors also claimed that higher 
equity retention levels translate to more firm-specific return 
variations.

Our estimations did not have a statistically significant 
effect on the ratio of new shares offered to total shares 
outstanding for the matched sample, which is consistent 
with the findings from the pooled sample reported earlier. 

Therefore, the proportion of new money raised was unable to 
explain the variation in financial risk while simultaneously 
controlling for a number of factors across all estimation 
models, in contrast to Durnev et al. (2004). Only a statisti-
cally significant difference was detected in the mean and 
median of the proportion of new shares in the univariate 
analysis.

The relationship between the number of uses of proceeds 
in the matched sample estimations and the risk measures 
is consistent with the findings reported earlier. Therefore, 
the number of uses of proceeds is a stable predictor of risk 
levels in aftermarket trading. These results are consistent 
with those of Beatty & Ritter (1986), who found a positive 
correlation between the number of uses of proceeds and the 
initial return.

Larger offerings have higher volatility and downside tail 
risk than smaller IPOs. Both the matched and pooled sam-
ple estimations were consistent in their predictions. These 
findings differ from those of earlier studies (Beatty & Ritter, 
1986; Ritter, 1987; Carter, 1992).

ESG Scores Explain the Variation 
in Idiosyncratic Risk

The previous section established that ESG disclosure 
reduces idiosyncratic risk and that its effect on total risk 
is statistically insignificant. Therefore, in this section, we 
discuss whether ESG scores can explain the variation in 
idiosyncratic volatility and downside tail risk. Our esti-
mations in Table 6 demonstrate the relation between ESG 
scores and idiosyncratic volatility, VaR and CVaR based on 
CAPM (Panel A) and the Fama-French three-factor model 
(Panel B).

The sample size decreased to 87 IPOs that disclose 
ESG scores at the time of listing and for which IPO deal 
data, stock market price data and financial statement data 
are available. Higher ESG scores have lower volatility and 

fiscal year following the listing date. Total volatility is the annualised standard deviation of systematic risk and idiosyncratic risk. Idiosyn-
cratic volatility is the annualised standard deviation in the residuals from Sharpe’s (Sharpe) CAPM (Sharpe, 1964; Lintner, 1965; Mossin, 1966) 
(Panel  A) and from Fama and French (1993) three-factor asset-pricing model (Panel  B). Downside risk is the value-at-risk and conditional 
value-at-risk for confidence levels ( c = 0.90, 0.95 ) of regression residuals. Daily stock returns include any delisting returns if applicable. ESG is 
a zero-one dummy variable and captures these factors’ disclosure (coded one) or non-disclosure (coded zero). Firm age is the number of years 
between the founding date and flotation. Bookrunner reputation measures the average market share of lead underwriters making up a syndicate 
commensurate with the listing year. Equity retention denotes Leland and Pyle’s (1977) signal of firm quality by firm insiders to outside investors, 
measured by the proportion of equity retained by pre-IPO owners in the post-flotation firm. The ratio of primary shares to total shares measures 
the proportion of new money raised. Use of proceeds captures the number of uses of proceeds disclosed in the flotation prospectus. Offer amount 
is the total proceeds in millions of dollars, measured in real dollars at 2002 price levels. Heat number is a zero-one dummy variable, coded one 
if the number of IPOs in a quarter of the year is 50% greater than the three-month moving average, or else coded zero. More detailed variable 
definitions and data sources are available from Table 1. Figures in parentheses below the estimated coefficients are heteroskedastic-consistent 
standard errors. ***, ** and * denote 1%, 5% and 10% significance, respectively

Table 5  (continued)
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Table 6  ESG Scores’ Impact on Idiosyncratic Risk

Panel A: CAPM

log (Idiosyncratic 
volatility)

log (VaR
0.95

) log (VaR
0.90

) log (CVaR
0.95

) log (CVaR
0.90

)

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

ESG score − 0.008∗∗ −0.007∗ −0.007∗∗ −0.008∗ −0.007∗

(0.004) (0.004) (0.004) (0.004) (0.004)
log (Firm age) −0.065 −0.063 −0.060 −0.076 −0.071

(0.058) (0.053) (0.052) (0.055) (0.054)
Business 0.564∗∗∗ 0.479∗∗∗ 0.459∗∗∗ 0.597∗∗∗ 0.555∗∗∗

(0.111) (0.108) (0.110) (0.109) (0.105)
Health 0.480∗∗∗ 0.493∗∗∗ 0.474∗∗∗ 0.479∗∗∗ 0.483∗∗∗

(0.142) (0.142) (0.139) (0.153) (0.149)
Manufacturing 0.263∗ 0.283∗∗ 0.216∗ 0.343∗∗ 0.302∗∗

(0.143) (0.130) (0.119) (0.158) (0.141)
Consumer Durables 0.464∗∗∗ 0.403∗∗∗ 0.386∗∗∗ 0.505∗∗∗ 0.462∗∗∗

(0.116) (0.107) (0.103) (0.107) (0.107)
Wholesale and Retail 0.244∗ 0.270∗∗ 0.244∗∗ 0.257∗∗ 0.257∗∗

(0.130) (0.115) (0.119) (0.122) (0.119)
Telephone and Television 0.943∗∗∗ 0.634∗∗∗ 0.541∗∗ 0.830∗∗∗ 0.752∗∗∗

(0.239) (0.238) (0.229) (0.177) (0.201)
Bookrunner reputation 0.003 0.004 0.002 0.003 0.003

(0.005) (0.005) (0.005) (0.005) (0.005)
Equity retention −0.074 −0.042 −0.059 −0.097 −0.076

(0.087) (0.083) (0.081) (0.088) (0.084)
Primary shares 0.095 0.116 0.066 0.094 0.094

(0.100) (0.097) (0.097) (0.099) (0.097)
log (1 + Use of proceeds) 0.188 0.173 0.149 0.209∗ 0.186∗

(0.124) (0.113) (0.120) (0.111) (0.111)
1/Offer size 14.110∗∗∗ 11.892∗∗∗ 12.418∗∗∗ 10.428∗∗∗ 11.248∗∗∗

(3.527) (3.452) (3.415) (3.644) (3.518)
Heat volume −0.153 −0.080 −0.127 −0.139 −0.130

(0.137) (0.139) (0.143) (0.143) (0.139)
Constant −1.345∗∗∗ −3.746∗∗∗ −3.961∗∗∗ −3.372∗∗∗ −3.576∗∗∗

(0.278) (0.253) (0.256) (0.259) (0.255)
Observations 87 87 87 87 87
R2 0.605 0.563 0.543 0.604 0.594
Adjusted R 2 0.528 0.478 0.455 0.527 0.515

Panel B: Fama-French three-factor asset-pricing model

log (Idiosyncratic 
volatility)

log (VaR
0.95

) log (VaR
0.90

) log (CVaR
0.95

) log (CVaR
0.90

)

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

ESG score −0.009∗∗ −0.007∗∗ −0.007∗ −0.008∗∗ −0.008∗∗

(0.004) (0.004) (0.004) (0.004) (0.004)
log (Firm age) −0.063 −0.051 −0.075 −0.072 −0.069

(0.058) (0.054) (0.053) (0.055) (0.054)
Business 0.573∗∗∗ 0.514∗∗∗ 0.472∗∗∗ 0.606∗∗∗ 0.566∗∗∗

(0.113) (0.110) (0.108) (0.110) (0.107)
Health 0.490∗∗∗ 0.504∗∗∗ 0.464∗∗∗ 0.488∗∗∗ 0.490∗∗∗
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downside tail risk. Therefore, not only does disclosure 
reduce idiosyncratic risk, but more favourable ESG scores 
also have lower firm-specific risk, thus confirming H2. 
Therefore, these findings correspond with the disclosure 
proposition by Beatty & Ritter (1986) and Beatty & Welch 
(1996). They are also consistent with studies suggesting that 

environmental concerns (e.g. Golicic & Smith, 2013), social 
performance and responsibility (e.g. Miller et al., 2018) and 
strong governance (e.g. Yeoh, 2016) reduce firm-specific 
risks and thus diminish volatility in stock prices.

Most industry dummy variables indicate differences in 
idiosyncratic risk between sectors. These differences are 

This table reports the association between ESG scores and idiosyncratic risk for a sample of 87 IPOs from 2002 to 2018. Idiosyncratic risk is the 
annualised standard deviation of regression residuals from CAPM (Sharpe, 1964; Lintner, 1965; Mossin, 1966) (Panel A) or Fama and French’s 
(1993) three-factor asset-pricing model (Panel B) for the first 252 trading days from the listing date, or up to the delisting date, whichever comes 
first. Daily stock returns include any delisting returns if applicable. ESG score captures compliance quality. Firm age is the number of years 
between the founding and listing dates. Industry sector dummy variables capture IPOs’ affiliation with the following SIC classifications: busi-
ness; health; manufacturing; consumer durables; wholesale and retail; and telephone and television transmission. Bookrunner reputation meas-
ures the average market share of lead underwriters making up a syndicate commensurate with the listing year. Equity retention denotes Leland 
and Pyle’s (1977) signal of firm quality by firm insiders to outside investors, measured by the proportion of equity retained by pre-IPO owners 
in the post-flotation firm. The ratio of primary shares to total shares measures the proportion of new money raised. Use of proceeds captures the 
number of uses of proceeds disclosed in the flotation prospectus. Offer amount is the total proceeds in millions of dollars measured in real dol-
lars at 2002 price levels. Heat number is a zero-one dummy variable, coded one if the number of IPOs in a quarter of the year is 50% greater 
than the three-month moving average, or else coded zero. More detailed variable definitions and data sources are available from Table 1. Figures 
in parentheses below the estimated coefficients are heteroskedastic-consistent standard errors. ***, ** and * denote 1%, 5% and 10% signifi-
cance, respectively

Table 6  (continued)

Panel B: Fama-French three-factor asset-pricing model

log (Idiosyncratic 
volatility)

log (VaR
0.95

) log (VaR
0.90

) log (CVaR
0.95

) log (CVaR
0.90

)

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

(0.143) (0.146) (0.142) (0.152) (0.149)
Manufacturing 0.249 0.273∗∗ 0.194∗ 0.349∗∗ 0.300∗∗

(0.155) (0.136) (0.101) (0.154) (0.137)
Consumer Durables 0.467∗∗∗ 0.398∗∗∗ 0.405∗∗∗ 0.504∗∗∗ 0.459∗∗∗

(0.109) (0.105) (0.099) (0.095) (0.095)
Wholesale and Retail 0.248∗ 0.280∗∗ 0.246∗∗ 0.280∗∗ 0.271∗∗

(0.133) (0.122) (0.116) (0.121) (0.119)
Telephone and Television 0.963∗∗∗ 0.610∗∗ 0.587∗∗∗ 0.852∗∗∗ 0.774∗∗∗

(0.243) (0.248) (0.215) (0.181) (0.202)
Bookrunner reputation 0.004 0.005 0.003 0.004 0.004

(0.005) (0.006) (0.005) (0.005) (0.005)
Equity retention −0.073 −0.041 −0.060 −0.091 −0.076

(0.089) (0.088) (0.083) (0.087) (0.086)
Primary shares 0.103 0.091 0.085 0.103 0.098

(0.100) (0.098) (0.093) (0.099) (0.097)
log (1 + Use of proceeds) 0.176 0.157 0.113 0.192∗ 0.173

(0.125) (0.115) (0.117) (0.111) (0.112)
1/Offer size 14.410∗∗∗ 12.447∗∗∗ 12.586∗∗∗ 10.878∗∗∗ 11.530∗∗∗

(3.584) (3.494) (3.546) (3.595) (3.534)
Heat volume −0.163 −0.103 −0.144 −0.149 −0.146

(0.139) (0.150) (0.141) (0.143) (0.141)
Constant −1.357∗∗∗ −3.762∗∗∗ −3.911∗∗∗ −3.384∗∗∗ −3.587∗∗∗

(0.279) (0.254) (0.253) (0.256) (0.254)
Observations 87 87 87 87 87
R2 0.603 0.545 0.555 0.607 0.594
Adjusted R 2 0.526 0.456 0.468 0.531 0.515
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persistent, regardless of the disclosure or non-disclosure 
of ESG scores. Therefore, our findings correspond with 
those of Ritter (1984, 1991), Purnanandam & Swaminathan 
(2004), and Jeon et al. (2015), who reported differences in 
the initial return and long-term IPO performance across 
industry sectors. Offer size retains its statistical significance. 
Larger offerings have a persistently higher idiosyncratic risk. 
This result is in contrast to the studies of Beatty & Ritter 
(1986), Ritter (1987) and Carter (1992) which reported an 
inverse relationship.

Several explanatory variables had fluctuating statistical 
significance. When the ESG scores were entered into the 
estimation, firm age, lead underwriter reputation, equity 
retention and hot new issue market conditions lost their sta-
tistical significance in explaining the variation in idiosyn-
cratic risk. The use of proceeds remained statistically sig-
nificant but not in most estimation models. Primary shares in 
relation to the total shares offered did not achieve statistical 
significance in any of the estimation models. Overall, ESG 
scores seemed to outweigh the effect from other explanatory 
variables commonly presented in the literature as indicators 
of financial risk in the aftermarket trading.

Conclusion

In this study, we chose the revelatory setting of IPOs when 
firms transition from private to public ownership. This set-
ting allowed us to analyse the ability of ESG data to miti-
gate information asymmetry in corporate legitimacy and IPO 
value among market participants in the absence of any prior 
market trading history. The transition from private to public 
ownership by obtaining a stock market listing is a unique 
opportunity to validate the signalling effect (Lai et al., 2016) 
from investments in ESG performance and the (voluntary) 
disclosure of related ESG information. The present study 
makes the following distinct contributions to the research 
area of ESG and the financial risk literature.

First, we examined the effect of ESG disclosure or non-
disclosure at the time of listing on idiosyncratic risk in sub-
sequent aftermarket trading for up to one year, or the date of 
delisting, whichever comes first. We used idiosyncratic risk 
to measure the effects of ESG scores and ESG disclosure on 
corporate financial performance. Finding an inverse relation-
ship between ESG disclosure and idiosyncratic volatility for 
IPOs enabled us to extend the findings of Beatty & Ritter 
(1986) and Beatty & Welch (1996), who analysed the effect 
of voluntary disclosure or non-disclosure of earnings fore-
casts, the use of proceeds and the risk factors on aftermar-
ket return performance. Simultaneously, we corroborated 
empirical evidence that (voluntary) ESG disclosure indeed 
serves the information needs of both investors and society 

(Eccles et al., 2011), thus helping to increase stock price 
informativeness (Grewal et al., 2020). In this way, the posi-
tive link between ESG disclosure and firm performance, as 
indicated by various studies (e.g. Platonova et al., 2018), 
is strengthened further, specifically in terms of risk perfor-
mance (Orlitzky, 2001).

Despite the ongoing conceptual controversies on how 
far sustainability disclosure leads to (more) responsible 
and ethical business conduct (Gold & Heikkurinen, 2018), 
enhancing transparency in corporate compliance with soci-
etal expectations can be assumed to help companies gain 
legitimacy and thus increase their chances to survive and 
thrive during an IPO and in the aftermarket.

Second, we investigated the effect of ESG disclosure 
or non-disclosure at the time of listing, specifically on 
idiosyncratic downside tail risk. We measured downside 
risk through VaR and CVaR, while idiosyncratic volatility 
included both upside and downside tail risk. Investors are 
more likely to be concerned with downside risk rather than 
upside risk. By finding a link between ESG disclosure and 
reduced CVaR and VaR over the first year of trading in the 
aftermarket, we built on the current literature on idiosyn-
cratic volatility (e.g. Campbell & Taksler, 2003; Moeller 
et al., 2007). Exclusively focussing on downside tail risk in 
relation to information asymmetry agrees with the idea of a 
company’s societal license to operate, particularly the risk 
of losing this license through inappropriate business conduct 
from the perspective of prevalent societal values and norms 
(Shinkle & Spencer, 2012). Recent scandals, such as those at 
Volkswagen and Monsanto, provide reasons to assume that, 
in terms of sustainability and business ethics, companies 
have more to lose than to gain. That is, increasing transpar-
ency and accountability is, first and foremost, a strategy for 
companies to maintain legitimacy by preserving their image 
as valuable members of society.

Third, we selected a subset of matching peer firms that 
share similar features and that either disclose or do not dis-
close ESG information. Matching sample estimations were 
used as robustness checks to help mitigate an imbalance in 
our observations, which is due to the nature of the data avail-
ability and beyond our control. The matching approach used 
multidimensional propensity scores based on ex-ante sales 
as a proxy for firm size and ex-post profitability measures, 
as long as the IPOs had identical industry affiliation and 
obtained their listings in the same year. We used this match-
ing approach to corroborate the effect of ESG disclosure 
or non-disclosure on firm-specific risk. Applying multiples 
of comparable firms is a common practice in IPO valua-
tion, consistent with Kim & Ritter (1999). Although various 
control variables dipped in and out of statistical significance 
when explaining the variation in idiosyncratic risk, volun-
tary ESG disclosure did not lose its statistical significance. 
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Therefore, we consider ESG disclosure a robust predictor 
of idiosyncratic risk that could replace some of the more 
traditional ex-ante measures of uncertainty used in the cur-
rent IPO literature. Similarly, our analysis suggests that the 
ESG score could replace some of the more conventional 
measures for explaining idiosyncratic risk of IPOs, such as 
firm age at the time of listing, as an ex-ante indicator of risk. 
This indicates that sustainability and responsible as well as 
ethical corporate conduct have become strategic predictors 
and facilitators of business success.

Finally, we found that ESG performance scores negatively 
affected both idiosyncratic volatility and downside tail risk. 
This corroborates the legitimacy argument around sustaina-
ble business conduct, that is, ‘proper’ and ‘appropriate’ busi-
ness conduct is rewarded by stakeholders and society at large 
(Suchman, 1995). There has been a debate on how far ESG 
scores can affect firm performance and stock value devel-
opment and what kind of sustainability rating agencies use 
to measure ESG scores in the first place (Drempetic et al., 
2020). Early studies have reported that high ESG ratings cor-
respond to above-average future stock returns. More recent 
evidence suggests that this outperformance has weakened 
(Borgers et al., 2013; Humphrey & Tan, 2009). The present 
study validates the idea that ESG disclosure and higher ESG 
ratings reduce firm-specific risks from IPOs in the after-
market trading. Private firms face higher information asym-
metries and thus have difficulties building trust with inves-
tors when they go public (e.g. Cole et al., 2004; Burgstahler 
et al., 2006). Furthermore, companies are rewarded when 
they ‘walk their talk’ of sustainability and ESG performance 
as they seek stock market listings.

Aside from these contributions to the knowledge base on 
ESG and financial risk, the results of this study have impli-
cations for business ethics and provide practical guidance 
for managers. In fact, our analysis suggests that managers 
should devise and establish ESG accounting tools and proce-
dures years before going public to establish a foundation for 
ethical business conduct. This enables companies to continu-
ously collect reliable, up-to-date information on ESG aspects 
that can be used for disclosure to stakeholders. This follows 
the idea of the voluntary disclosure of ethical business con-
duct, which sensitises external stakeholders to performance 
aspects that are not reflected directly through financial 
parameters (e.g. profit) but rather represent the foundation 
for companies’ proactive embeddedness in society, for exam-
ple to act as a ‘corporate citizen’ (Matten et al., 2003; Shin-
kle & Spencer, 2012), or even ‘corporate citoyen’, with civil 
and political rights and duties (Aßländer & Curbach, 2013). 
Accounting for Gold & Heikkurinen’s (2018, p.329) objec-
tion that the ‘transparent act does not alone denote that it is 

ethically sound: it is just a more visible act’, we emphasise 
that disclosure of ESG information alone is not sufficient for 
integrating ethical business conduct into corporate practices, 
processes, and culture. This integration could for example be 
driven by virtuous managers coalescing the dimensions of 
people, planet and profits through inspired leadership, so to 
connect virtues and values to the good of all (Flynn, 2008). 
Ethical sensitivity and ethical decision-making of employ-
ees have also been linked to cooperative corporate culture, 
fostered by systemic organisational approaches such as total 
quality management (Chen et al., 1997).

Therefore, companies should make strategic and inte-
grated improvements in ESG performance. Instead of merely 
paying lip service to their contributions to responsible busi-
ness conduct, they must ‘walk their talk’ through distinct 
moral orientation, proactive engagement and by breaking 
the profit-dominant logic and prioritising the well-being of 
the planet and society (Joseph et al., 2020). Taken together 
in terms of voluntary disclosure theory, ESG performance 
and disclosure help companies build their reputation capital 
with investors after going public to increase their stock value 
without excessive volatility and downside risk.

Despite these contributions and managerial implica-
tions, our study has some limitations. Our sample included 
only US IPOs listed between 2002 and 2018 on the NYSE, 
NASDAQ or AMEX for which daily stock prices for up 
to one year post-listing or until the delisting date were 
available. As ESG disclosure in IPOs is a relatively new 
phenomenon, historic observations are currently available 
only sporadically, resulting in an imbalanced dataset. We 
attempted to address this limitation by making pairs from 
ESG-disclosing and non-ESG-disclosing IPOs based on a 
similar value of their propensity score. Matching by pro-
pensity score created a balanced dataset that enabled a 
direct comparison of covariates between ESG-disclosing 
and non-ESG-disclosing IPOs in our dataset. However, a 
disadvantage of this approach is that some observations 
may be discarded from the dataset if matching pairs cannot 
be found. Therefore, some information about the original 
dataset structure could be lost. Nevertheless, we believe 
that using both pooled and propensity score-matched 
datasets, which provide consistent findings, enabled us to 
generalise our conclusions despite the imbalance in obser-
vations between ESG-disclosing and non-ESG-disclosing 
IPOs in the original dataset. This imbalance in observa-
tions is likely to diminish in the future, as richer datasets 
become available not only in absolute numbers but also 
in terms of an increasing relative proportion of IPOs dis-
closing their ESG ratings. Corroborating our findings will 
then become possible without losing potentially valuable 
information as a result of an imbalanced dataset structure.
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Notes

1. The Internet Appendix for this article is available online 
from the journal website at https:// doi. org/ 10. 1007/ 
s10551- 021- 04847-8

2. Stock returns exclude the initial return that captures the 
difference between the offer price and share price in the 
secondary market.

3. https:// www. refin itiv. com/ conte nt/ dam/ marke ting/ enus/ 
docum ents/ metho dology/ esg- scores- metho dology. pdf
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