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Abstract: 

This paper studies how financial markets react to ESG-related policies proposed by governments or relevant regulatory 

authorities by examining abnormal returns of public firms and banks. With ESG being a growing field ever since 

increased attention has been paid to social and environmental issues specifically, assessing the way markets perceive 

enforcements to adopt these practices is a valuable way to gain insight into whether they will eventually include them 

in their business models or not. The study uses data from Yahoo Finance and looks at 6 different regulations to assess 

this market reaction by developing python models to calculate the respective abnormal returns. The results show how 

these reactions can be generally positive or negative, and are heavily dependent on the specific regulation, the region, 

as well as the institution analyzed – public firms or banks. The broader implications of this paper lie in its expandability 

and the way further studies can be conducted with more firms and regulations to see more distinct factors emerge. 
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I. Introduction 

Conducted The idea of ESG has been in circulation since 

the awareness of companies and their role in society, as 

well as their relationship with stakeholders. Standing for 

Environmental, Social, and Governance, the concept 

encapsulates all aspects of operations within and aims to 

address various deficiencies, while also holding 

companies and corporations accountable to issues going 

beyond the companies’ scope. With a greater awareness 

by companies of their environmental impact, as well as 

growing global attention to internal, corporate, societal 

and governance issues, profound understanding on the 

effects of ESG to companies, namely public ones, is at 

the forefront of growing research. As a result of this 

growing consideration of ESG practices for day-to-day 

business operations, firms, governments, and banks have 

started to implement and become more conscious by 

keeping these ideals in mind. However, growing 

questions on the real impact and positive effect of 

adhering to ESG ideals has been met with considerable 

voice, as companies at the end of the day need to make a 

profit to stay afloat. Many voice their concerns that 

stimulating ESG practices require short-term sacrifices 

as they can sometimes come at a cost of extra outflow of 

cash and costly investments. In addition, markets have 

not become completely accustomed to certain 

government-led regulations on ensuring certain ESG 

commitments from firms. Whether it be for ESG 

disclosures, to keeping ESG metrics into consideration 

for investments and future projects, as well as various 

others, the markets’ perception for some of these 

regulations can sometimes be unfavorable. However, 

there are various factors that all affect the way firms and 

banks start to implement and enforce ESG within their 

institutions, and the role of governments plays a key role 

in it all. 

 

Although, while a lot of firms have been transitioning 

into incorporating ESG into their day-to-day operations, 

there have been a wide array of opinions and 

perspectives on ESG. According to an article by Casey 

Herman, US ESG Leader, Partner, PwC US, nearly 83% 

of the public, meaning consumers, believe that 

transparency and efforts 

by the company in promoting and acting with ESG 

 

standards in mind is important. Additionally, 86% of 

employees feel they would prefer to work or support 

companies that take into consideration and act upon the 

same global or social issues as they do. This pattern has 

also been recognized by businesses, where the article 

mentioned that 91% of companies believe they have a 

responsibility to act on ESG issues. However, this could 

be in part due to the fact that 76% of customers and 

consumers also cited that they would leave any 

organization and cut ties, should they harm the 

environment or treat their employees poorly. In an article 

written by (Pucker and King, 2022), they highlight the 

other side of the argument that despite the increasing 

awareness around ESG, it will not significantly mitigate 

our social and environmental challenges. It claims that 

according to estimates, the world will need $3.5 trillion 

annually for the next 30 years to reverse the detrimental 

harm of climate change. However, paradoxically, the 

world just doesn’t have the urgent change in perspective 

needed to finance this mitigation process and these 

supposed trillions needed are simply not there at the 

moment. The current ESG investing mentioned in the 

article is primarily to assure returns for shareholders – 

the end goal which is synonymous to any common type 

of investing. Various claim that in the grand scheme, the 

marketing materials make it seem as if grand social and 

environmental aspirations are being made and are sought 

to be acted upon. In contrast, the fine print truly reveals 

the ulterior motive, which is to secure shareholder 

profits. Henry Fernandez, CEO of the leading ESG 

ratings provider MSCI himself, talks about the assurance 

of institutions to transition into low carbon and more 

sustainable businesses, and then later mentions how 

manifestations of this would most likely be associated 

with a negative impact on the value of an investment. 

Another notable aspect of the opposing argument is that 

ESG ratings given to companies are based on 

unregulated scores, meaning the fundamental reason 

behind them is not standardized. This causes ironic 

scenarios to occur, where gas and oil companies, as well 

as other fossil-fuel emitting companies 

can have higher scores than some electric-car companies. 

 

Furthermore, data underlying some of the ratings can 

sometimes be incomplete, dated, and oftentimes 

unaudited. There are numerous ongoing efforts to 

standardize and regulate the basis of these ESG ratings; 

http://www.emiratesscholar.com/


00 Emirati Journal of Business, Economics, & Social Studies 

Vol 2 Issue 1 (2023) 
Pages (17 –28) 

DOI: 10.54878/EJBESS.102 

ISSN: 2791-3171 

Available at www.emiratesscholar.com 

© Emirates Scholar Research Center 

19 

Emirati Journal of Business, Economics, & Social Studies 

© Emirates Scholar Research Center 

 

 

 

 

until then, it seems that many executives and businesses 

remain skeptical of them. 

 

Another thought of ideas in this field has been that of 

Corporate Social Responsibility (CSR), and the way 

companies need to be themselves, their stakeholders and 

shareholders, and the general public. With the world also 

becoming more aware and seeing the disastrous effects 

of phenomena such as climate change and global 

warming, a stern look to company’s responsible for the 

exacerbation and proliferation in these emissions has led 

to adoption of this idea. By practicing and performing the 

principles associated with CSR, companies can be more 

conscious of the kind of impact they are having in their 

own organization, but also the public regards such as 

environmental, social, and governance. Firms also use 

these facets of ESG and CSR as a way of enhancing 

public brand image and building trust between 

shareholders and stakeholders. 

 

This paper intends to analyze market reactions on 

government and regulator-disclosed ESG policies and 

regulations by looking at various banks and public firms 

to gain insight into the general perception on various 

ESG- related enforcements by governments and 

regulators. Looking at not only public firms but also 

banks’ aims to account for a big majority of the market 

and observes not only the role of lending institutions 

(banks) and their view on ESG, but also public firms and 

corporations, who make up a great deal of the market and 

also have the capability in incorporation of ESG and 

seeing it as a detriment or ally to their operations. By 

looking at government-enforced regulations and ones 

issued by stock-market exchanges, it provides a better 

sense of a market-wide reaction as all institutions within 

the economy are affected and are mandated to abide by. 

The paper investigates a range of market reactions from 

government-issued ones through the Securities and 

Exchange Commission (SEC), to stock market exchange 

NASDAQ, and even various international agreements 

such as the Paris Agreement. Covering major economic 

hubs such as the US and Europe, the paper aims to 

address whether the general market is in favor of each 

individual policies’ objectives in terms of ESG and the 

differences in perspective between public firms and 

banks. 

II. Literature Review 

With key players of implementing ESG practices around 

the world being banks and firms, understanding the 

adverse or positive effects of these enactments should be 

looked at carefully. My research paper contributes into 

looking at the effects of ESG-related regulations set by 

governments, on banks and determining if these 

reactions are supportive or opposed. The paper looking 

at ESG and financial performance for banks (Batae et al. 

2020) talks about these institutions using specific 

financial metrics and indicators such as Return on Asset 

(ROA) and Return on equity (ROE). The paper is unique 

in its use of statistical comparison of variables that 

measure ESG and financial performance of banks based 

on three different classes: geographic regions in Europe, 

functional currency, and cluster analysis on GDP and 

population of specific European countries. It highlights 

the wide range of variables that affect company 

performance and ESG adoption. The study collected data 

from another study, the World Bank, and EuroVoc for 

108 different European banks and conducted a cluster 

analysis on the macroeconomics variables of the study 

(the GDP per capita and population). My paper is related 

to this paper as it gains insight into the market’s reaction 

to the stock price of banks when relevant ESG 

regulations are introduced to all firms. With banks 

holding such a prominent role in the distribution and 

flow of cash, stakeholders’ perspective on their value, 

especially in alignment with adhering to newly 

introduced ESG policies is vital in understanding ways 

to improve this situation. In another paper, (Buallay 

2018) expands on Batae et al. through the use of metrics 

such as ROA and ROE. The paper discusses the 

possibility of a relationship between sustainability 

reporting and financial performance. It mentions how 

sustainability reporting has become more widespread 

within companies as a result of shareholders’ and 

stakeholders’ demanding more transparency on 

environment, social, and governance (ESG) issues. The 

purpose of the paper was to investigate the relationship 

between ESG and bank’s ROA, ROE, and market 

performance, and like the previous one, wanted to 

investigate whether ESG truly did have a positive effect 

on corporate performance. They found that there is a 

positive relationship between ESG and performance, and 

that ESG actually has a positive impact on performance. 

However, they also found that when looked at 

individually, the relationship between ESG disclosures 
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and performance varies. So, unlike the first study where 

they primarily found positive relationships between ESG 

practices and financial performance, the second 

discovered some discrepancies in the positive influence 

of these adopting practices on banks’ success. My paper 

is closely related to both these as it essentially includes 

banks as a specific lens to focus ESG implementation 

through. However, my paper is different from these two 

studies as it primarily targets the market's reaction, as 

opposed to financial performance, of banks when ESG 

related policies are introduced by nation-specific 

governments. 

 

My paper also contributes to the literature on ESG and 

financial performance for public firms. As firms in the 

market can contribute immensely to the adoption of these 

practices, inherently galvanizing market-wide positive 

reactions to these operations, more firms will start to 

adopt them as well. (Lucia et al. 2020) discusses the 

potential correlation between good ESG application and 

improved financial performance for firms, specifically 

public companies. Like previous literature, the study 

focused on financial indicators such as Return on Equity 

(ROE) and Return on Assets (ROA) and their accuracy 

in Europe based on ESG and other economic metrics. 

The second goal was to assess whether ESG initiatives 

affect the financial performance of public European 

enterprises. Thirdly, they wanted to focus on how the 

findings from the first two goals contribute to the 

advancements of corporate social responsibility policies 

and practices in public firms in Europe. Using methods 

of machine learning and logistic regression models, they 

found that ESG accurately predicts ROA and ROE, and 

that there exists a positive relationship between ESG 

practices and financial performance. Furthermore, the 

study also found that the relationship became more 

evident when companies invested in environmental 

innovation, employment productivity and diversity and 

equal opportunity policies. 

 

My paper contributes to this as along with banks, it 

analyzes the effects of ESG policies on firms’ stock price 

and the market’s reaction to announcements of these 

regulations. Along with this paper, (Huang 2019) 

acknowledges the longstanding and increasing interest 

between firms and their conduction of ESG activity. The 

study aims to find the relationship between ESG 

performance and corporate financial performance (CPF) 

and enables a review of a multitude of other papers to 

find the weight of empirical evidence showing a positive, 

significantly significant link between the two. The 

relationship suggests and furthers what other papers on 

this subject have also found between this connection. My 

paper contributes to this in a slightly different way by 

looking at the reaction of public firms to various 

government led ESG regulations, as opposed to 

assessing the relationship between ESG implementation 

and financial performance. 

 

Thirdly, my paper contributes to the literature of country 

governance on ESG and financial performance. Since 

governments have the ability to catalyze the process of 

firms and banks enforcing ESG within their operations, 

assessing their influence is vital to understanding its 

worldwide adoption. For example, the study by 

(Mooneeapen et al. 2022) looks at the impact of 

government involvement and the characteristics of 

certain governments involved with either enforcing or 

avoiding ESG practices. A country’s characteristics and 

proactive nature behind their intentions with promoting 

ESG are dependent on each nation and examining this 

connection with effectiveness of application is crucial. 

The study assessed the governance landscape based on 

three different characteristics: democracy, political 

stability, and regulatory quality. The study also focused 

individually on each of the characteristics of governance 

on ESG performance of companies and how the 

profitability of the companies are related. They were able 

to find that ESG performance for companies is greater in 

countries with a lower level of democracy and political 

stability. Corporate governance performance is higher in 

countries with higher regulatory quality as well. In 

addition, the study did find significant variation in the 

results for the three ESG pillars. The implications of the 

study show how governments can improve ESG 

performance for companies by enhancing the regulatory 

environment and enforcing policies. But, it also 

concludes that in countries with inadequate ineffective 

government landscape, companies proactively seek to 

improve their ESG performance as well. While my paper 

does not characterize the governance in which the 

policies are administered, the concept of involving 

governance into the discussion of implementing ESG 

practices and their reaction around the markets is key in 

discussion of its future implications. Developing on this 

idea, (Singhania and Saini 2021) analyzed different ESG 
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framework disclosures between developed and 

developing countries. They noticed that a country’s 

social and governance disclosures were enforced using 

either mandatory or voluntary codes, but which were not 

the sole reasons for increasing the country's overall ESG 

level. They realized that other policies by the 

government are required in order to facilitate this growth, 

including sustainability reporting and integrated 

reporting practices. Similar to the previous paper, while 

my paper does not focus on the individual governance 

types, it does highlight various policies and regulations 

that governments have used to stimulate ESG practices, 

and looks at the market’s reaction at them through 

different firms and banks. 

 

Lastly, my paper primarily contributes to the literature on 

analyzing market reactions to ESG disclosures or 

regulations. Since all financial markets around the world 

are not completely settled with the ideas and customs of 

ESG, analyzing different reactions to different 

regulations or disclosures, oftentimes announced by 

various governments, provides an insight to the present- 

day perspective of these institutions and their 

receptiveness to mostly unaware practices. (Wang et al. 

2022) studied the stock market’s reaction to various 

mandatory ESG policies and disclosures. In particular, 

they looked at the stock market’s reaction to the ESG 

disclosure simplification act of 202. This specific 

regulation mandates public firms to disclose 

standardized ESG metrics. The study found a 

significantly negative reaction of nearly -1.1% by the 

market and was documented across all firms analyzed. 

Carbon intensive firms and industries, who are more 

vulnerable to the negative market reactions, were 

affected immensely. Additionally, the negative market 

reactions also reduce the value among firms with already 

high ESG scores. Another paper, (Serafeim and Yoon 

2022) go into a more broad topic by analyzing which 

type of ESG news do firms react more notably to. Their 

study found that prices react more to financially-related 

ESG news that has more media coverage, addresses more 

social capital issues, and that the news is positive. Using 

prediction models, they separated different types of ESG 

news into expected and unexpected and discovered that 

markets react more to unexpected news. The study 

concluded that investors are motivated by financial 

rather than non- monetary incentives shown by the way 

they react more to news that affect their inherent 

fundamentals. My paper contributes to these two studies 

as the primary focus is looking at the market’s reaction 

to news circulating ESG. Looking at banks and public 

enterprises, my paper adds on to these papers as it utilizes 

a culmination of various regulations, looking at firms in 

all kinds of industries and analyzes the effects of these 

ESG news releases, whether adverse or positive. 

 

III. Methodology 

This paper discusses the market’s reaction to various 

ESG disclosures and regulations through institutions 

such as public firms and banks. Since these institutions 

play such a large role in the market and control much of 

a country’s economy, assessing reactions to a 

phenomenon as proliferating as ESG would provide 

highly valuable insights into the willingness of banks to 

adopt these practices, as well as an insight into the vision 

of each firms’ operations for the present and future. It is 

assumed that markets tend to behave similarly; however, 

industries can and do operate distinctly in comparison to 

one another. Since a variety of industries are present 

within markets, the study accounts for each one, 

including primary, secondary, tertiary, quaternary, 

quinary. Each industry represents essential goods and 

services all vital to a well-functioning society and 

economy, which enables the study to account for 

disclosure reactions from a wide range of public 

enterprises and financial institutions. 

The study involves a quantitative approach in 

determining the answer to the question at hand, and 

utilizes a variety of data sets and processes to gather all 

the necessary values needed to analyze and, ultimately, 

ascertain an answer. The fundamental metric used in the 

study to evaluate the reaction of markets will be each 

corporation’s abnormal return, which will permit us to 

analyze how positively or adversely each chosen firm has 

reacted. The culmination of these firms will act as the 

whole market, allowing us to then gauge the general 

perception of these policies in terms of ESG. In order to 

calculate this abnormal return, the market efficient 

pricing model will be used to calculate expected return 

(RE) and the realized return (RA) will be measured by 

analyzing historical price data using Yahoo finance. The 

Yahoo Finance database was used for ease in accessing 

historical financial data for all banks and firms 

mentioned in the study. 
Market Model ( MM ): RE = α + ß ( RM ) 
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The abnormal return metric and the method of 

determining the market reactions in the study derives 

from the efficient market hypothesis. The idea is that the 

stock price is a reflection of all the information 

surrounding the stock, meaning that consistent alpha, or 

abnormal return, is impossible as the stock price will 

eventually absorb any new information. However, 

because the study only focuses on a short period after the 

disclosure, it is a key metric for the analysis. Public 

domain information, technical analysis, or even private 

information is all included and highlighted by the stock 

price and the hypothesis relates to the paper in that the 

abnormal return being calculated through the ESG 

regulations will not last long as it will eventually get 

accounted for. The hypothesis also mentions that all 

share prices are fair and it is not possible to sell 

undervalued or overvalued stocks for inflated prices. The 

data collection started by identifying 6 different policies 

and regulations set by governmental organizations, stock 

market exchanges, and other regulators. These policies 

had to cover a broad range of markets and regions to 

ensure a general perspective could be witnessed, as well 

as trends between various institutions and compare their 

respective reactions. Additionally, identifying these 

trends would aid in further expanding the reach of the 

study and discussing the wider implications in terms of 

future enforcement and adoption by corporations. In the 

end, the 6 policies were chosen covering regions like the 

US and Europe and target markets by looking at banks 

and public firms through the lenses of all three 

components of ESG, environmental, social, and 

governance. After that, the beta value (ß), which is the 

volatility of the stock and how it compares to the market 

it is in, needed to be calculated. It is a value between 1 

and -1, with a value closer to 1 meaning the stock 

fluctuates very similarly to the market it is being 

compared with. Using a python- coded program on 

Jupyter Notebook, where yfinance and pandas files 

needed to be imported and downloaded, and the beta 

date, specific stock ticker, and market ticker needed to be 

entered for each individual company under each 

regulation. The program took data from Yahoo Finance 

directly as it was the chosen database, and using the 

yfinance module calculated the beta value by finding the 

linear regression between the daily returns of the stock 

and the respective market it is in. The beta value can also 

be calculated using the following formula: 

 

 

The beta value calculated for each firm used in the paper 

would be the 5 year daily returns and the date range 

would be a 5 year historical price window, one month 

prior to the event date of the regulation or policy being 

looked at. For example, an event date of June 7, 2023 

would have a beta date range of May 7, 2017 - May 7, 

2022. This would allow for greater precision when 

determining the beta value and subsequent values needed 

for the required analysis. 

 

After, a secondary program using python on Jupyter 

Notebook is used to calculate the alpha value (α) and 

market return (RM) during the designated period for each 

policy. The alpha value is a measure of a stock’s return 

based on the associated level of risk, the beta value, and 

the market return during the defined period. It is used to 

understand how well a stock has performed compared to 

the amount predicted by the market model. The program, 

like the one for calculating beta, used the yfinance and 

pandas module, along with numpy and the statsmodel 

Application programming interface (API). This program 

was executed for each of the firms under the different 

regulations. The program calculated the value by finding 

the y-intercept of the regression between the returns of 

the stock and market used for each firm. The stock ticker, 

market ticker, and date range needed to be inputted into 

the program. Additionally, the alpha value can be 

calculated using the following formula: 

𝛼 = 𝑟 𝑎 − ( 𝑟𝑓 + 𝛽 ( 𝑟 𝑚 − 𝑟𝑓 ) ) 
Along with this, the market return is calculated by 

looking at the historical closing prices of the market 

(index which was usually the S&P 500 for US-based 

firms) and determining the return of the period date. 

Next, the Expected Return of the stock is calculated 

using a third program coded with python, on Jupyter 

Notebook. Like other programs needed for the data 

collection, this one utilizes the yfinance and datetime 

modules to obtain data from the Yahoo Finance database, 

as well the beta value, alpha value, market ticker, and 

period range to calculate this expected return for the 

stock. The expected return is the expected return based 

on the market efficiency model which uses the alpha, 
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beta, and market return values to calculate the stocks 

return for a specific period. 

 

Finally, the last program culminates with all the collected 

values to calculate the abnormal return. This value was 

chosen as the indicator for assessing markets’ reactions 

and see whether the market reacts positively, through the 

chosen firms for each regulation, or adversely. This 

program once again uses the yfinance and datetime 

modules and takes in the stock ticker, the desired start 

and end date, as well as the calculated expected return 

for the stock. With this, it outputs the abnormal return, 

which is actually a cumulative abnormal return as it, by 

subtracting the realized return calculated one, two and 

three days after the event, by the expected return. 

𝐴𝑏𝑛𝑜𝑟𝑚𝑎𝑙 𝑅𝑒𝑡𝑢𝑟𝑛 𝑖 = 𝑅 𝑟𝑡 - ( 𝛼 𝑖 + ( 𝛽 𝑖 ∗ 𝑅 𝑚𝑡 )) 
 

For the data analysis, the paper aims to identify any 

trends or patterns emerging, and to distinguish the 

market’s reactions to certain regulations over others. By 

examining the data, more specifically the abnormal 

returns for each stock, we can analyze the difference 

between banks and firms, as well as any differentiating 

values amongst the regions. The data will be displayed 

in the form of a table and graph, to visualize, as well as 

have all the precise numerical values to look at. 

 

Figure. 1.1 - Example of a program outputting the 

closing price graph between index (S&P 500) and stock 

(Comcast Corporation) to calculate the beta value and 

later on, alpha value. 
 

Figure. 1.2 - Example of closing price graph output by 

program calculating the beta value over desired date 

range. 
 

 

IV. Data 

Figure. 1.3 - Table and graph of calculated, numerical 

values on the SEC regulation, including the beta value, 

alpha, expected return, and abnormal return for the five 

selected firms in each industry 
 

 

 

Figure. 1.4 - Table and graph of calculated, numerical 

values on the SEC climate action regulation, including 

the beta value, alpha, expected return, and abnormal 

return for the five selected firms in each industry. 
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Figure. 1.5 - Table and graph of calculated, numerical 

values on the Paris Agreement, including the beta value, 

alpha, expected return, and abnormal return for the five 

selected firms in each industry. 
 

 

Figure. 1.6 - Table and graph of calculated, numerical 

values on the NASDAQ Board policy, including the beta 

value, alpha, expected return, and abnormal return for the 

five selected firms. 

 

 

Figure. 1.7 - Table and graph of calculated, numerical 

values on the EU Fossil Fuels regulations, including the 

beta value, alpha, expected return, and abnormal return 

for the five selected firms in each industry. 
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Figure. 1.8 - Table and graph of calculated, numerical 

values on the European Banking Authority enforcement, 

including the beta value, alpha, expected return, and 

abnormal return for the five selected firms in each 

industry. 
 

 

 

 

V. Results 

Based on the data collected, one can see a very varied set 

of abnormal return values all dependent on the specific 

industry, as well as financial institutions being 

considered (banks or public firms). When looking at both 

the SEC regulations on climate and ESG investments, we 

can see very different reactions by the markets where one 

has predominantly positive reactions as can be seen from 

the primarily positive abnormal returns. While on the 

other hand, the other reaction is completely negative, 

with all companies having a negative abnormal return 

value. A difference between banks and public firms also 

can not be seen within the first two as there was almost 

no difference in reactions. Perhaps this can be explained 

because the regulation that has almost all positive 

abnormal returns enforces ESG data as a whole, it would 

encompass aspects from environmental, social, and 

governance. However, the second SEC regulation that 

indicates specifically a climate action disclosure could 

have a more negative reaction as climate, as a whole, 

tends to be more difficult for corporations to incorporate 

as it generally means reducing fossil fuel emissions - 

something which isn’t immediately feasible for a vast 

majority of firms. For the Paris Agreement, we looked at 

the same five firms and analyzed the same abnormal 

returns. For this agreement, the market reactions seemed 

very positive at the time as all five of the firms had a 

positive abnormal return. There are definitely a multitude 

of reasons for this; however, one possible reason could 

be that this agreement occurred well before ESG had 

started to rise in prominence amidst worsening 

environmental and social conditions. The agreement, 

taking place in 2016, saw various world leaders come 

together to discuss mitigation tactics in order to slow 

down the worsening effects of climate change, including 

the US, which could be the reason for optimistic 

reactions from the market. As it was almost a world-wide 

disclosure that affected several major markets, the 

positive abnormal returns could have been a resulting 

factor as with the scale being so far-reaching, it could 

have meant that this positive reaction was inevitable. 

 

When looking at the NASDAQ board diversity policy, 

we examined more than just the initial set of 5 companies 

to look at not only the effects of companies listed under 

NASDAQ, but also their spill- over effects into other 

companies listed under other stock exchanges. For this, 

there was more fluctuation as 3 companies experienced 

positive abnormal returns, Procter & Gamble, Apple, and 

Amazon, while the majority experienced negative 

returns. The spill-over had a negative effect on all the 

non-NASDAQ listed companies except for one, and all 

the NASDAQ listed companies with an exception of 2. 

With the policy trying to enforce diversity, which deals 

with the governance portion of ESG, it could be that 

these companies would react better with the market as a 

result being their board members already represent 

diverse-enough standards to meet the policy’s 

requirements. Whereas the companies that experienced 

negative abnormal returns might be struggling to act in 

accordance with this specific part of the ESG standards, 

meaning the market would perceive them to lack 

important criteria for their stock to be worth as high as it 

is. 

Next, when delving deeper into the EU fossil fuels 

mitigation regulation for vehicles, we looked at various 

European automakers and noticed all the carmakers with 
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an exception of one, Ferrari, had experienced negative 

abnormal returns, highlighting the severely negative 

market reaction. However, this is quite self-explanatory 

as with lower fossil fuel emitting vehicles being a 

relatively emerging concept, especially within Europe, 

the mandation of these vehicles through enforcement 

would be associated with adverse responses and 

reactions from manufacturers, who have been producing 

fossil- fuel cars as their primary good for years. 

However, if data were presented on other regions and 

their markets’ reaction to any sort of emission-reduction 

policy, we can likely believe that their companies and 

markets would have similarly adverse reactions to said 

policies as all around the world, electric vehicles or other 

energy-based transportation systems have not yet 

become the norm. 

 

Lastly, the European Banking Authority’s (EBA) 

announcement for mandatory ESG disclosures for all 

European banks had a positive abnormal return for all the 

banks used, which were most of the top European banks 

in terms of revenue. ESG has slowly started becoming a 

top priority for various banks around the world, 

especially firms in Europe. In this case, the positive 

abnormal returns for all the banks could be seen as 

stakeholders in European markets wanting more ESG 

enforcement and transparency from financial institutions 

and the announcement from the EBA can be seen as 

reinforcement for shareholders and stakeholders that 

their company is being aided by some sort of regulation 

to align their operations in being more environmentally 

and socially aware. Analyzing this specific case, it could 

also imply that banks themselves are self-initiating some 

of these efforts to assess more ESG datasets and keep it 

in account in their operations, prior to the announcement 

by the EBA, leading to the majority of positive abnormal 

returns from the top banks. However, as a whole, most of 

the abnormal returns from the firms analyzed do not 

suggest extreme reactions from the markets to these 

regulations or policies. Looking at the vast majority of 

them, the values are not very large, meaning firms did 

not see drastic differences between the expected and 

realized returns as a result of the news released on each 

of the event dates. 

 

VI. Conclusion 

Empirical results of this paper suggest that reactions of 

financial markets to ESG-related policies can be 

described at best mixed, that they are event-specific or 

case-dependent. Market reactions to policies are greatly 

dependent on a variety of factors, such as type of policy, 

market region, and financial institution examined, such 

as public firms or banks. With ESG being such a 

prominent and ever-growing aspect of our lives and 

economy around the world, understanding the market’s 

reaction towards various regulations and the difference 

in reaction between banks and public firms is vital in one 

day sanctioning complete transparency and open ESG 

disclosures amongst all corporations, as well as more 

conscious and mindful operations towards pressing 

social and environmental issues. 

 

When delving more into banks in particular, they tended 

to have more drastic reactions to government and other 

ESG-related disclosures. The abnormal return value, 

whether positive or negative, usually was larger than a 

majority of the other reactions from the sample of 

companies examined for each regulation. This could be 

because they drive a majority of the expansion in the 

market through financing and monetary distribution, 

meaning their involvement, or their lack of, is 

considerably important and is a substantial 

representation of the whole market’s perspective on 

particular policies and regulations. Especially when 

looking at the announcement from the EBA, the banks 

examined all seemed to have a very similar reaction, 

which could be a good indicator of the general attitude of 

ESG in the region, and how proactive banks have 

become in addressing and adopting its practices, even 

prior to mandates being made to enforce them. 

On the other side, public firms tended to be very 

dependent on the type of policy in question, the region, 

as well as the industry being examined for each 

regulation. Whether it was minor differences, such 

particular part of ESG, such as climate, as opposed to 

general ESG disclosures as a whole, or any spill-over 

effects occurring between markets in the region, to even 

it was a global agreement that spanned multiple 

international markets, their reactions greatly varied and 

primarily showed patterns within the specific regulation. 

 

The broader implications of this paper lies in the fact that 

ESG becomes more prominent and discussed within the 

business world. As mentioned before, the position of 

ESG has increasingly become more noticed and talked 
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about, resulting in a greater focus of literature and 

research examining its effects and other effects on 

institutions. This paper contributes to this literature by 

discussing the market reactions to various ESG 

regulations, distinguishing any potentially emerging 

patterns based on region, type of policy, and even 

difference between public firms and banks. Further 

studies can expand on this by possibly studying more 

firms for a wider variety of regulation enforcements, as 

well as highlight more trends and distinct reactions by 

markets. 
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