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As we mark one year since the start of the Russia-Ukraine war, countries and companies alike continue to adapt to this unprecedented disruption in the global economy and the subsequent uncertainty. One aspect that has not been thoroughly addressed from this conflict is its effect on companies’ ESG ratings and how the decision to remain or withdraw from Russia influences these ratings. To study this, a panel regression methodology on ESG data was applied on a significant number of companies before and after the start of the conflict. According to the results obtained, it would seem that insofar neither the overall ESG scores, nor the Social Scores are influenced by companies’ decisions to leave or to stay in Russia after 24-th of February 2022. We consider that these are not final outcomes and it will require further investigations and methodology improvements. The paper provides insights for ESG ratings providers, regulators and asset managers on the effects of companies’ decision to withdraw from/remain in an invading country on ESG ratings.
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1 INTRODUCTION
In the aftermath of the onset of the Russian Federation’s invasion of Ukraine on February 24-th, 2022, a considerable number of Western companies and corporations decided to discontinue their operations in Russia. This entailed divesting or selling their businesses, or alternatively, completely forsaking their production and distribution facilities in Russia. Such actions were undertaken as a form of protest against the invasion of a sovereign and widely recognized European country. Other corporations announced their intention to leave after a certain period needed to arrange an orderly retreat, yet some other companies decided to continue their business in Russia, seemingly unaffected by the unfolding events.
The impetus behind this study stemmed from the belief that the general public, financial markets, and investors would express disapproval of the Russian Federation’s aggressive war in Ukraine. As a result, it was posited that companies choosing to remain in Russia would face a reduction in their ESG ratings, widely considered a measure of non-financial performance that can ultimately affect a company’s profitability. To prove this assertion, a panel regression methodology on ESG data for a significant number of companies which operated in Russia before February 24-th 2022 was employed.
The Russian invasion of Ukraine has led to serious consequences on both the regional and global economies as it contributed to diminishing production capacities, supply chain disruptions and trade delays alike (Khudaykulova et al., 2022). The Western response was immediate in the form of sanctions addressing the wealthy Russian citizens, as well as its public and private bank system (Tank and Ospanova, 2022).
Following the international sanctions imposed to Russia by the West, over a thousand companies reacted by ending, either fully or partially, their operations inside the Russian territory. Some however decided to continue their businesses, but without any doubts, under extensive supervision by investors and the general public alike. The current study analyzes the extent to which the costs of such a decision transpose in ESG ratings, using four regression models, with the change in ESG scores as dependent variable and explanatory variables accounting for the size of companies, indebtedness, profitability and market-based measures. Given the limited interval from the beginning of the war and the lag in reflecting the change of investors’ perspectives and approach to companies still doing business in Russia the results showed no significant changes insofar in the ESG ratings of involved companies.
2 LITERATURE REVIEW
The ESG literature has grown in the previous years at a rapid pace, benefiting from multi-layered interdisciplinary contributions. Nevertheless, the main research pillar in this field consists in the symbiotic relationship between the ESG pillars and financial returns. While using panel data analysis with data covering European companies and a period of 9 years, Zahid et al. (2023) find strong empirical evidence to support a positive relationship between ESG and dividend payouts. Nonetheless, using a solid methodology, the authors highlight, in an objective manner, that increased engagement in ESG practices hampers the rate of dividend growth. A similar negative consequence of investment in ESG practices is found by Zahid et al. (2022). Using panel data estimation, with a sample size of over 600 Western European firms, their findings indicate a notable adverse impact of ESG on a company’s financial performance, as evidenced by a decrease in the dependent variable, return on assets. Another significant financial consequence of ESG investments is found by Zahid et al. (2023). Using a fixed effects regression on panel database of over 6,000 observations, the authors highlight that high ESG scoring companies have easier access to financing on the stock markets.
Moving away from the sphere of ESG scores and financial decisions, we find a scarce literature of ESG and war related implications. As previously mentioned, the war in Ukraine generated a strong wave amongst the companies operating in Russia which did not yet benefit of sufficient academic emphasis. As ESG scores capture a company’s environmental, social and governance performance, we consider that is of utmost importance to have a clear understanding of how these scores react in the presence of exogeneous shocks. Only a couple of prior contributions have been found towards this line of research. Basnet et al. (2022) study the decision of withdrawal as a consequence of their ESG levels before the war began. In this regard, through a multivariate regression analysis, the authors find that companies with low ESG scores did not change their business operations, whereas those with high scores ceased their activities in Russia and did not witness negative share market reactions. However, using a similar regression methodology, contrasting results are found by Ahmed et al. (2022) as firms with high scores on the social pillar were neither faster nor more probable to exit the Russian market than compared to the low scored ones. The lack of reaction from those companies is in itself an alarming indicator for the integrity of the ESG factors and an indication that the construction of the social pillar should further include propensity to war and associated crimes. Analyzing the abnormal stock market returns before and after the war began, Berninger et al. (2022) confirm higher stock market returns for those companies that decided to leave Russia compared to those that remained. Similar results are found by Sonnenfeld et al. (2022) which highlight that stock markets reward companies that leave, with investors placing high emphasis on this decision.
However, Tosun and Esraghi (2022) observe an increased trading volume for the remaining companies, which put in the context of an invasion, acts as an indicator for the selling pressure upon those companies. In addition, a lack of decisiveness and firm standpoint on whether to stay or leave is found more costly than the actual decision to continue operations in the Russian territory.
From the stock market perspective, the war crisis unveiled a highly interconnected commodity market between the G7 and BRICS countries with gas and oil being amongst the highest shock transmitters (Alam et al., 2022). Given the Russian geopolitical position in the European energy sector and not only, a change in investment decisions is immediately observed. Singh, Patel and Singh (2022) discover how the Russian-Ukraine war led to a shift in investors preference towards the highly rated ESG stocks in the energy and defense sectors. More specific, the Russian invasion of Ukraine has once again reignited interest in renewable energy growth and energy independence (Ahmed et al., 2022). However, an event study (Kick and Rottmann, 2022) around the first day of conflict concludes that high ESG scores did not offer additional investment protection, especially when referring to cumulative abnormal returns.
A war is undoubtedly a test for companies operating both in invaded and invading countries through direct implications that arise in the daily operations. However, such conflicts are found to impose moral tests and challenges even to businesses operating outside the warzone in the form of ethics and brand management (Lim, et al., 2022). The newly created tests and challenges appear to have a higher magnitude on companies that rank lower on the social responsibility scale, irrespective of their geographic positioning (Ligorio et al., 2022). On a more general note, irrespective of ESG scores and ethics, the performance of stock markets worldwide has been negatively affected by the war in Ukraine on the 24th of February, with diminishing effects in the following weeks (Boungou and Yatié, 2022) (Boubaker et al., 2022). Proximity to war and the lack of policy reaction were found to be determining factors for the companies that sustained the highest losses Sun and Zhang (2022). The proximity factor is furthermore confirmed by (Kumari et al., 2023) and as well as (Federle et al., 2022) which find that an additional distance of one thousand kilometers contributes towards an extra 1.1 percentage points in equity returns.
From a managerial perspective, one might ask whether shareholders profits outweighed social responsibility in the decision to stay or leave. A study (Pajuste and Toniolo, 2022) indicates that corporate leaders are inclined to prioritize stakeholders’ interest in front of reputational risks, which in turn, could impact shareholders wealth. Moreover, social media is found to significantly influence the pursuit of social objectives alongside financial gains, rather than solely focusing on profits. Moreover, company size is highly relevant to the previous remarks, as larger companies present higher accountability.
In view of providing a better understanding of corporate war attitudes and their impact on ESG scores, we provide an overview of other influential factors depicted in the literature. Firstly, company size is considered an essential determinant of ESG scores, as larger companies dispose of the necessary resources needed to provide ESG data towards rating agencies, thus improving their scores (Drempetic et al., 2020), (Baldini et al., 2018), (Gregory, 2022). Secondly, companies that operate in socially developed countries are found to benefit of higher ESG ratings (Crespi and Migliavacca, 2020) as the rule of law is highly valued by investors. In regards to this second factor, we expect companies which still continue their operations in Russia to suffer significant consequences as law and human rights are highly questioned in the invading country. Thirdly, the social visibility of companies, independent of company size, influences ESG reporting and performance (Abdul Rahman and Alsayegh, 2021). The social visibility of companies operating in Russia has significantly increased after the war begun and is sustained through public initiatives such as Leave Russia of KSE Institute or Yale’s School of Management list.
The rest of the paper is configured as follows. Section presents the methodology used to prove the initial hypothesis according to which the ESG ratings of the companies which continued their businesses in Russia would likely decline, Section 4 presents the results of the study, Section 5 discusses the results, whilst Section 6 concludes and presents future lines of research.
3 METHODOLOGY
For this research article, ESG and financial data before and after the start of the war were gathered from Morningstar Sustainalytics, one of the largest ESG ratings and financial data provider, as well as data on companies’ involvement in Russia (as of 27 March 2023) made publicly available by Yale School of Management and Kyiv School of Economics.
The ESG data gathered consists of two variables of interest, namely the monthly ESG Score, which is the overall Environment, Social and Governance score, and monthly Social Score (S Score) of a company. The ESG Score measures the overall sustainability performance of a company, considering the Environmental, Social and Governance aspects. The Social Score of a company reflects its performance based on metrics regarding Human Rights, working conditions, impact on communities, etc. The timeframe chosen was February 2022–February 2023.
According to Morningstar Sustainalytics, the ESG Score and Social Score were measured on a scale from 0 to 100, where 0 represents a laggard performance and 100 a top performance for the researched company in the overall ESG pillars or Social pillar.
The financial data consists of four variables, namely Total Assets, Return on Assets, Debt-to-Equity ratio and Market-to-Book ratio.
Moreover, data related to firms’ activities in Russia, specifically the Share of revenue in Russia vs. Global (%, 2021), were gathered from Kyiv School of Economics’ project website “SelfSanctions/LeaveRussia”1.
The dataset provided by the Yale School of Management consists of a compilation of companies categorized into five distinct groups using a grading scale akin to a traditional letter grading system (A–F). These classifications are determined by the degree to which the companies have successfully and comprehensively disengaged from their operations in Russia. The grading structure is summarized in Table 1 below.
TABLE 1 | Yale School of Management’s company grading based on completeness of withdrawal from Russia.
[image: Table 1]After matching the Morningstar Sustainalytics data with the Yale SOM and KSE data, a final dataset of 559 companies was formed. The number of companies in the dataset grouped by region and country is found in Table 2, by industry in Table 3, while the number of companies grouped by the grade awarded by Yale SOM is found in Table 4.
TABLE 2 | Number of companies in the dataset by region and country.
[image: Table 2]TABLE 3 | Number of companies in the dataset by industry.
[image: Table 3]TABLE 4 | Number of companies in the dataset by completeness of withdrawal grade by Yale SOM.
[image: Table 4]As it can be observed in the tables above, the dataset contains companies from numerous countries/regions, though most of them are from the United States and Europe, and from a diverse number of industries, mostly from Industrials, Consumer Discretionary and Information Technology.
Judging by their completeness of withdrawal, most companies in the dataset have pursued a complete withdrawal from Russia or a suspension of nearly all operations, while 60 companies have continued business-as-usual in Russia.
To measure the impact of remaining in/withdrawing from the invading country on companies’ ESG performance, a panel regression analysis approach was employed.
For our use case, this approach helps answering to the following research questions:
1. Does continuing business-as-usual in an invading country influence a company’s overall ESG and Social rating?
2. Does withdrawal from an invading country influence a company’s overall ESG and Social rating?
These queries reflect the interest to examine the research topic from all possible perspectives and provide an exhaustive analysis given the availability of data at a significant point in time, roughly 1 year after the start of the conflict.
Thus, in addressing these questions, four models were estimated, two per each research question, aiming to capture the impact of companies’ withdrawal from/remaining in Russia on the two variables of interest, namely the ESG Score and Social Score, after controlling for financial, country-level and industry-level variables.
The main dependent variables are the changes in ESG Score (ΔESG) and Social Score (ΔS), respectively, after 3, 6, 9, and 12 months compared to the latest scores available for the companies before the outbreak of war (from 2nd of February 2022). The chosen intervals should allow enough time for the firm to process the implication of the war and for the ESG rating provider to update their scores to reflect this information.
In all the models, other factors such as firm’s size, financial performance, firm’s activity/operations in Russia, riskiness and market performance, were controlled for, using the variables of Total Assets, ROA, Share of revenue in Russia vs. Global, Debt-to-equity and Market-to-Book ratios. Additionally, country-level and industry-level factors were controlled using 2-digit variables.
Models 1a and 1b. In these models, the impact of continuing business-as-usual in Russia on companies’ ESG Score and Social Score, were on focus, controlling for firm, country and industry variables.
This is given by the following theoretical models:
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where:
• The dependent variable is the change in ESG Score and S Score, respectively, for company i in period t compared to February 2022;
• [image: image] is a dummy variable that takes the value 1 if company i continues business-as-usual in Russia (has a Grade F according to Yale SOM authors) and a value of 0 otherwise;
• [image: image] is the natural logarithm of the firm’s total assets for FY 2021, measuring the firm’s size
• [image: image] is the Return on Assets, as a measure of financial performance;
• [image: image] is the ratio used as a measure for leverage or the firm’s riskiness;
• [image: image] is the market value of common stock/book value of common stock ratio used as a measure of market performance;
• [image: image] is the share of revenue in Russia vs. Global, expressed as a percentage for the FY 2021;
• [image: image] is the error term.
Models 2a and 2b. In these models, the impact of a complete withdrawal from Russia on companies’ ESG and Social Score, were on focus, controlling for firm, country and industry variables.
This is given by the following theoretical models:
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[image: image]
where:
• The dependent variable is the change in ESG and Social Score, respectively, for company i in period t compared to February 2022;
• [image: image] is a dummy variable that takes the value 1 if company i has completely withdrawn from Russia (has a Grade A according to Yale SOM authors) and a value of 0 otherwise;
• [image: image] is the natural logarithm of the firm’s total assets for FY2021, measuring the firm’s size
• [image: image] is the firm’s Return on Assets, as a measure of financial performance;
• [image: image] is the ratio used as a measure for leverage or the firm’s riskiness;
• [image: image] is the market value of common stock/book value of common stock ratio used as a measure of market performance;
• [image: image] is the share of revenue in Russia vs. Global, expressed as a percentage for the FY 2021;
• [image: image] is the error term.
4 RESULTS
4.1 Descriptive statistics
The descriptive statistics are presented in Table 5 below.
TABLE 5 | Descriptive statistics for the variables used in the analysis.
[image: Table 5]4.2 Panel regression analysis
As we can see in Table 6, none of the withdrawal-related coefficients are statistically significant, therefore, we can conclude that ESG performance, measured by the ESG Score and the Social Score of a company is not significantly affected by the company’s decision to remain in/withdraw from Russia.
TABLE 6 | Results of the estimates.
[image: Table 6]Furthermore, among the control variables, the natural logarithm of total assets and the Market-to-Book value negatively affect the ESG and Social Scores, while ROA negatively affects only the Social Score at a 10% significance level.
5 DISCUSSION
The existing literature on the relationship between ESG and implications of war is limited. The present study provides the first empirical evidence on the effects of companies’ actions in an invading country on their ESG ratings.
According to the results obtained, it would seem that insofar neither the changes in ESG scores, nor the changes in Social Scores are influenced by companies’ decisions to leave or to stay in Russia after 24-th of February 2022. We consider that these are not final outcomes and this can be due to mainly three factors.
A first conceivable factor that may account for this phenomenon is the cautious stance taken by ESG score producers, who are awaiting a comprehensive assessment of economic and financial conditions faced by companies operating in a heavily sanctioned country. As time progresses, it is expected that these producers will incorporate the aspect of sustained business activities in an invading country within their evaluation frameworks. As Morningstar Sustainalytics use financially material ESG issues as the basis for ESG ratings (Garz, Volk, and Morrow, 2018), some of the ESG issues that could be up for review are Human Capital, Human Rights or Business Ethics. In the context of an updated evaluation of companies, based on their involvement in an invading country, the overall ESG and Social Scores could, in the future, be adjusted to better reflect this involvement. A subsequent analysis might reveal different results than this study.
The second factor, closely interconnected with the first, pertains to potential modifications required in the methodology employed for ESG scores. Adapting this methodology to encompass recent developments and contextual nuances is imperative for achieving a comprehensive and meaningful evaluation of a company or corporation’s overall operations and status. As Simon McMahon (2020) stated in his Harvard Business Review article, “Creating the ratings is challenging work. There are no uniform requirements for reporting ESG information, and many environmental and social impacts are hard to measure. So, the data inputs that we start with are fundamentally less structured, less complete, and of lower quality than financial data, which companies are required to present in standardized form and have audited by accountants.” Recently, the European Union has proposed new regulations for ESG ratings providers, in a first attempt to harmonize and standardize this market and provide more transparency regarding the methodologies used in calculating ESG ratings (European Commission, 2023). In the past years, ESG ratings providers have operated in an ever-changing environment, constantly developing new products in a bid to stay in front of competitors. It is safe to assume that these many changes in the industry have determined a limited approach and integration of the effects of the war in the ESG ratings, while the focus has been to constantly adapt to market conditions and regulation. Further regulatory proposals can enable ESG ratings providers to incorporate research data about companies’ involvement in an invading country in ESG scores.
The third factor could be that investors (existing and prospective ones) are still placing a great emphasis on the economic and financial situation of any given company and not yet prioritize the ethics of a company, especially under extraordinary circumstances such as starting a war and withdrawing from or continuing business-as-usual in an invading country.
From an investing and ESG research perspective, the materiality of the war as an ESG factor is yet to be determined. Even though some investors recognize ethical considerations as important, most of them are attracted to the idea of linking ESG integration with financial performance, therefore with materiality. Some studies suggest that integrating ESG ratings in investment decisions, at a minimum, does not affect performance (Khan, Serafeim, and Yoon, 2016), while others suggest a positive relationship (Friede, Busch, and Bassen, 2015). Therefore, a certain materiality is required when incorporating research in a company’s ESG rating.
This research aims to foster greater awareness among investors, scoring agencies, and regulatory bodies regarding the potential necessity of incorporating the social and political positioning of implicated companies into ESG scores. Beyond economic and financial performance, good governance, and environmental and social initiatives, it is important to consider the social and political ramifications of conducting business in heavily sanctioned countries or countries that contribute to significant humanitarian crises and global economic instability. By shedding light on this aspect, our study can contribute to a more comprehensive evaluation framework that encompasses the broader implications of corporate activities on a societal and geopolitical scale.
6 CONCLUSION
The Conclusion section is approached from three perspectives, respectively from theoretical implications, from managerial implications and ideas for future research, as follows.
6.1 Theoretical implications
In the context of an increasing regulatory framework for ESG ratings providers, current research provides empirical evidence that withdrawal from or remaining in an invading country does not affect ESG ratings. This can be of help to regulators and ESG ratings providers alike in an effort to address this situation from a research and methodology perspective.
6.2 Managerial implications
The materiality of the war is still to be determined. Investors are still relying on financial information, even if they recently started to include ESG ratings into their business decisions and the awareness connected with this has increased considerably in the last 10 years.
From an ethical investor’s perspective, while difficult to quantify under the current ESG frameworks, conducting business in an invading country definitely has negative consequences on the company’s reputation and credibility.
6.3 Ideas for future research
Further studies are obviously necessary to have a middle term analysis of the ESG scores’ evolution for the companies which decided to have business as usual in Russia after the aggression war against Ukraine. We will also use other investigation methods such as propensity score matching and perhaps interviews with managers of the scoring agencies. We also recommend applying the methods used in this study on different datasets, preferably from multiple ESG ratings providers.
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