
AUTHOR: 

George Serafeim  
Jakurski Family Associate Professor of Business Administration,  
Harvard Business School

Sustainability disclosure is helping drive investment 
decisions, Harvard study finds.

August 2017

This paper was adapted from the following study: Jody Grewal, Clarissa Hauptmann, and George Serafeim. “Stock Price Synchronicity and Material 
Sustainability Information.” Harvard Business School Working Paper, No. 17-098, May 2017. George Serafeim also conducts joint research with 
Calvert aimed at enhancing public education and knowledge related to responsible investing and business practices. 

An Eaton Vance company



 2	 	 SUSTAINABILITY DISCLOSURE IS  HELPING DRIVE INVESTMENT DECISIONS,  HARVARD STUDY FINDS

Executive Summary

■■  A new study by Harvard Business School Professor George Serafeim finds that 
sustainability disclosure is helping drive investment decisions, as investors use that 
information to sharpen company valuations relative to industry peers. 

■■  The Serafeim study focused on companies that voluntarily disclosed environmental, social 
and governance (ESG) factors recommended by the Sustainability Accounting Standards  
Board (SASB). 

■■  Stocks of those companies were consistently found to trade less in line with their industry 
and the market, indicating that the ESG factors provided investors with useful, firm-specific 
information about growth prospects.

■■  The study’s results could provide a baseline for future required sustainable disclosure, and 
offer some clues as to how investor use of ESG factors may affect capital market pricing.

In recent years, the growth of investor interest in sustainable 
investing has been remarkable. Assets invested in 
environmental, social and governance (ESG) strategies grew 
by 33% to $8.7 trillion, for the two years ended December 31, 
2016, according to the Forum for Sustainable and Responsible 
Investing.  For such growth to continue, we believe it is crucial 
to develop corporate disclosure standards for ESG factors that 
investors find relevant to a company’s growth prospects. 

The Sustainability Accounting Standards Board (SASB) was 
created in 2011 to take the lead role in that effort. However, 
SASB’s standards are still largely voluntary. Moreover, evidence 
is lacking about whether firms that voluntarily follow those 
standards are offering investors useful, firm-specific information. 
This paper seeks to begin providing such evidence: If the 
information is indeed material, then we would expect investors 
to use it in stock valuations and investment decisions. The results 
could provide a baseline for future required disclosure, and offer 
some clues as to how it may affect capital market pricing. 

THE	GROWTH	IN	ESG	DISCLOSURE

The number of companies disclosing sustainability information 
has grown exponentially over the past few years – it is now 
common practice for companies to communicate the relevance 
of ESG information for their business strategy and operations.  

Investors have also increasingly relied on ESG factors. Over the 
past decade the number of asset managers and institutions that 
have become signatories of the U.N. Principles for Responsible 
Investing has grown from a few dozen to more than 1,600.

As a further sign of the “mainstreaming” of ESG data, Bloomberg 
terminals integrated ESG data in 2010, dramatically increasing 
the diffusion of ESG information (Figure 1). For example, a 
Bloomberg screen will include data on total CO2 emissions, total 
energy consumption, percentage of women in management, 
and the percent of independent directors.  As of 2016, more 
than 100 rating agencies provided ESG data, including large data 
providers such as Thomson Reuters and Morgan Stanley Capital 
International (MSCI).

In traditional financial reporting, investors have long been 
accustomed to well-established financial accounting standards, 
which are taken for granted as a key to efficient capital 
allocation. Despite the progress noted above, there is still a large 
gap between traditional financial reporting and the sustainable 
kind, which is based on non-financial data. Investors view the 
lack of reporting standards as “the major impediment” to using 
ESG factors in investment decision making.  In a recent survey1, 
institutional asset managers chiefly complained that the 
absence of uniform standards leads to:  

1. Amel-Zadeh, A. and Serafeim, G. 2017. “Why and How Investors Use ESG Information: Evidence from a Global Survey.” Harvard Business School Working 
Paper. 



 SUSTAINABILITY DISCLOSURE IS  HELPING DRIVE INVESTMENT DECISIONS,  HARVARD STUDY FINDS 	 	 3

■■  A lack of comparability of reported information across firms 
and time

■■  Higher costs for gathering and analyzing ESG information

■■  Increased probability of “boilerplate” language - disclosure 
that lacks enough company-specific information to be useful. 

THE	PUSH	FOR	SASB	STANDARDS

In developing its standards, the SASB has sought a broad 
range of input, including an independent Standards Counci2, 
composed roughly of one-third corporations, one-third market 
participants and one-third other stakeholders. More than 3,000 
experts representing more than $30 trillion in assets under 
management and $15 trillion in company market capitalization 
participated in SASB’s industry working groups between 2013 
and 2016.

But despite this impressive crowdsourcing, the standards-
setting process involves no large-scale quantitative analysis of 
whether or how investors might use disclosed ESG factors in 
financial analysis. 

The Serafeim study theorizes that if ESG factors prove to be 
useful, firm-specific information, then they should play a bigger 
role in driving stock performance for companies that disclose 
them. Conversely, the movement of market and company 
industry stock prices would explain less of the performance of 
the ESG-disclosing companies. 

EXPLANATIONS	FOR	PRICE	MOVEMENT

To test the theory, the study examines “synchronicity” – a 
measure closely related to the R-squared correlation statistic.  
R-squared is commonly used to determine how much of a 
stock’s price variation is explained by movement of the overall 
market or industry rather than security-specific factors. (The 

“overall market” is typically represented by the S&P 500, or other 
broad benchmark, while “industry” is often shown as a sector 
index.)  For example, a large-cap stock like Microsoft has more 
than half of its movement explained by the S&P 500, which is 
indicative of high synchronicity. In contrast, an asset like gold 
has none of its movement explained by the S&P 500, so it has 
low synchronicity with the S&P 500. 

FIGURE	1.	ESG	DATA	HAS	GONE	MAINSTREAM	WITH	INCLUSION	IN	BLOOMBERG	ANALYSIS.	

Source: Bloomberg LLC. Used with permission. Data shown includes publicly available information as well as proprietary Bloomberg scores. For 
illustrative and educational purposes only.

2. One of the authors, George Serafeim, has served on the Standards Council of the SASB. 
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The study looks at 1,333 U.S. companies derived from the 
Bloomberg ESG Index from 2007 to 2014, representing more 
than 80% of the market cap of U.S. firms with available data 
(excluding financial and utility firms3). The study confirmed a 
negative relationship: As ESG disclosure increased, stock price 
synchronicity with industry and market returns decreased. This 
indicates that ESG information yielded firm-specific insights, 
resulting in performance with increased variance from its 
industry peers and market, at a statistically significant level. 

The conclusion held true even when the Serafeim study 
controlled for potential correlated factors that could have 
been driving results, such as market cap, price-to-book ratio, 
profit variability, analyst revisions, insider trades, and degree of 
institutional ownership. 

IMPACTS	OF	OTHER	SUSTAINABLE	DISCLOSURE

Similarly, the study also sought to determine whether 
generalized disclosure of sustainability information – as 
opposed to the specific data sought by the SASB standards – 
might be responsible for the lower synchronicity. For example, 
many firms comply with Global Reporting Initiative (GRI) 
standards, which also embrace sustainability reporting, and 
many also issue separate sustainability reports. Additionally, 
numerous companies disclose a wealth of sustainability 
information on their websites.  

The Serafeim study showed that none of this other 
sustainability disclosure resulted in a meaningful change in 
synchronicity. This is an important distinction, because SASB 
standards focus specifically on information deemed to be 
material to investors. In contrast, GRI standards are aimed 
at a wider variety of stakeholders outside the investment 
community. These findings suggest that SASB has been on the 
right track in distinguishing between material and immaterial 
disclosure. 

A related finding of the study indicates that in industries with 
high levels of sustainability disclosure, even firms that do not 
disclose ESG data tended to trade as if they did. In other words, 
performance of non-disclosing firms more closely tracked 
companies that had strong disclosure. 

Other measures in the study underscored the key linkage 
between ESG disclosure and lower synchronicity. For example:

■■  The negative relation between stock price synchronicity and 
disclosures becomes stronger for firms when sustainability 
issues are more important.  For example, a real estate 
company with properties in Miami Beach is more exposed 
to rising sea levels compared to a real estate company with 
properties in a non-coastal U.S. city. Thus, the same ESG 
disclosure might be material in the former case, but not so in 
the latter. 

■■  The investor base told a similar story. The negative relation 
was stronger as institutional ownership increased – 
presumably because their analyses were more sophisticated 
in incorporating new sustainability information than 
decisions made by retail investors. This observation was also 
true as the ownership increased by socially responsible funds. 

THE	FUTURE	OF	RESPONSIBLE	INVESTING

The history of traditional financial reporting demonstrates 
that as the quality and quantity of disclosed information 
increases, so does the ability of investors to understand the 
value creation process inside organizations. We are in the early 
days of disclosure of nonfinancial data embodied in ESG factors, 
but the initial results of studies like this suggest that this 
information is already contributing to a more robust investment 
decision process. As disclosure of ESG factors becomes more 
standardized and widespread, we believe that investors will 
become better equipped to identify risks and opportunities that 
are beyond the reach of traditional financial data.

3. Financial firms were excluded to avoid distortions in performance related to the 2008 financial crisis, while utilities were omitted because their 
performance has been primarily driven by regulatory rather than market factors. 
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