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Abstract

The volatility of stocks is influenced by various factors, both internal andexternal to the company. This research aims to determine
whether there is a relationship between Environmental, Social, Governance (ESG) performance and corporate controversies on stock
volatility. The sample used in this study consists of companies listed on the Indonesia Stock Exchange for the period 2018—2022
and have an ESG rating from The London Stock Exchange Group (LSEG). Based on the analysis conducted, it is concluded that
environmental performance negatively affects stock volatility, while social performance, governance performance, and corporate
controversies do not have an impact on stock volatility.
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1. Introduction

Volatility is a pivotal metric for comprehending the complexity of financial markets. In the context of stocks, it presents
the level of variability in the stock prices over time and has the functions as an indicator of risk and return uncertainty
in investments (Duttilo et al., 2021). High volatility stocks are considered riskier as they have the potential to experience
significant price fluctuations in a short period, while low volatility stocks tend to have more stable price movements
(Chaudhary et al., 2020). Volatility stocks metrics are not only important for individual stocks but also for the broader
market because they can reflect current economic and socio-political conditions (Huang & Tang, 2022). Therefore,
understanding the factors contributing to stock volatility becomes the important thing in the investment decision making
and risk management process.

In recent years, the importance of Environmental, Social, Governance (ESG) factors in determining stock performance
has received significant attention. Environmental factors attention includes several issues, such as the impact of climate
change, carbon footprint, and sustainable use of resources. Meanwhile, social factors include company labor practices,
community relations, as well as inclusion and diversity policies. In the governance factor, there are attentions to the
quality of management, board composition, shareholder rights, and business ethics. ESG criteria have become an
integral part of evaluating corporate performance and sustainability, influencing investor decisions and market
perceptions (Kim & Li, 2021). This affects the performance of the company's shares, including its volatility.

Research conducted by Rodionova et al. (2022) on logistics companies in the United States shows that companies that
implement ESG in practice (green logistics companies) have lower stock volatility than logistics companies that do not
implement ESG (non-green logistics companies). The same results were found by Shakil (2022) in textile and clothing
companies. Zhou & Zhou (2021) further explored the influence of ESG implementation during the COVID-19
pandemic and found that good ESG performance can reduce volatility and stabilize stock prices during the crisis period.
This is in line with other research conducted by Chen et al. (2022), Engelhardt et al. (2021), and Yoo et al. (2021). This
shows that ESG implementation can function as a mechanism to protect the value of company shares, especially during
crisis periods. However, this is not in line with the results of research by Sandu (2023), which found that ESG had a
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significant positive influence on stock volatility, which means that increasing ESG performance had an effect on
increasing stock volatility. Laokulrach (2022) also found that companies that implement ESG in 7 out of 8 industries
have higher stock volatility than the industry average. Several other studies also attempted to examine further the
influence of ESG on stock volatility based on each of its components, namely E, S, G and found that there was a
positive, negative, or insignificant influences of each component on stock volatility (Assous, 2022; Meher et al., 2020;
Yoo et al., 2021).

In the Indonesian context, ESG is a relatively new concept, and efforts are still being made to implement it. In order to
encourage companies to implement ESG in 2017, the Financial Services Authority (OJK) issued the OJK Regulation
Number 51/POJK.03/2017 concerning the Implementation of Sustainable Finance for Financial Services Institutions,
Issuers and Public Companies, which requires the implementation of sustainable finance by companies. OJK also issued
Technical Guidelines for the Implementation of Sustainable Finance for the Banking Sector in 2018 and OJK Circular
Letter Number 16/SEOJK.04/2021 concerning the Form and Content of Annual Reports of Issuers or Public
Companies. The Indonesian Stock Exchange (BEI) is also making efforts to become part of the Sustainable Stock
Exchanges (SSE) in 2019 and released the ESG Leaders stock index on December 14, 2020. The development of ESG
implementation in Indonesia has triggered various research, especially regarding the impact of ESG on company
financial performance, as shown in the study conducted by lhsani et al. (2023), Kartika et al. (2023), Lubis & Rokhim
(2021), Tanjung (2023), Wahyuningtyas et al. (2022), and Zahroh & Hersugondo (2021). However, research on the
influence of ESG on stock market performance is still limited, suggesting an area that has potential for deeper
exploration. For example, research by Aditya & Nainggolan (2022) reveals that companies stock that implement ESG
show lower volatility than shares of non-ESG companies, indicating a significant difference in market stability.

With the growing awareness of ESG principles, the market is also increasingly considering companies' involvement in
various controversies. These controversies often stem from violations of ESG norms, such as environmental destruction,
workplace discrimination, and governance scandals, such as fraud or corruption. A company's involvement in an
incident of this nature can result in a loss of investor confidence, invite lawsuits, and incur significant financial penalties.
This ultimately contributes to an increase in the volatility of a company's shares, which reflects the risk level of the
shares in the market. This is evidenced by research by Sandu (2023) and Zanatto et al. (2023) who found that ESG
controversy and ESG news with negative sentiment had an influence on increasing stock volatility. However, further
research is required, especially on the Indonesian stock market, which is still in its developing stage (emerging market)
to deeply understand this phenomenon.

This research seeks to obtain empirical evidence on the existing research gap by testing the influence of ESG and stock
controversy on stock volatility in Indonesia. The hypothesis underlying this research is that good ESG practices can be
a means of mitigating a company's risk so that it can reduce the volatility of its shares. On the other hand, controversy,
especially those related to ESG issues, will lead to business uncertainty, thereby increasing the volatility of company
shares.

The samples that used in this research are companies listed on the Indonesia Stock Exchange (BEI) from 2018 to 2022
and have ESG performance assessment results on the London Stock Exchange Group on Companies (LSEG) Data &
Analytics (formerly Refinitiv). Quantitative testing in the form of regression analysis was then carried out using the
SPSS application to determine the correlation and influence between stock volatility as the dependent variable and ESG
scores as the independent variable in this research. In order to increase the accuracy of test results, control variables in
the form of profitability, return on assets (ROA), company size, company age, industry type, and economic conditions
were included in the model.

This research combines research conducted by Sandu (2023) and Zhou & Zhou (2021) with the difference that this
research examines the influence of ESG on stock volatility based on each ESG component, namely environmental
performance, social performance, and governance performance. This research was conducted in Indonesia, where the
stock market is still developing (emerging market) and related exploration of the influence of limited ESG on stock
volatility. Based on this literature, the aim of this research is to determine the influence of environmental, social,
governance, and corporate scandal on stock volatility.

2. Research Methods and Materials
This type of research is quantitative causal analysis, which examined the correlation between four independent variables

and one dependent variable. The four independent variables employed ESG in the form of environmental performance,
social performance, governance performance, and corporate scandals, while the dependent variable is stock volatility.
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The data used in this research was secondary data, including ESG data and corporate scandals, financial performance
data, stock data, and economic condition data. ESG data and corporate controversies obtained from The London Stock
Exchange Group (LSEG) ESG Scores (formerly Refinitiv). Data related to shares and their financial performance was
obtained by the Indonesian Stock Exchange (BEI) from Yahoo! Finance. Meanwhile, data on economic conditions was
obtained from the Central Statistics Agency (BPS). The population in this study involved companies listed on the
Indonesia Stock Exchange (BEI) in the period 2018 to 2022. Data analysis in this study was carried out through multiple
linear regression using SPSS software to test the influence of the independent variable on the dependent variable. The
population in this study were companies listed on the Indonesia Stock Exchange (BEI) from 2018 to 2022. The sample
was from part of the number and characteristics of this population (Sugiyono, 2022, p.131). Sampling in this research
was carried out using a non-probability sampling technique in the form of purposive sampling, which determined the
sample based on certain considerations (Sugiyono, 2022, p.138). The criteria for determining the sample in this research
were companies listed on the Indonesia Stock Exchange (BEI) from 2018 to 2022 and have ESG assessment results on
the LSEG ESG score. The data analysis technique was carried out using multiple linear regression analysis with the
help of SPSS (Statistics Product and Service Solutions) software.

3. Results and Discussion

The population in this study employed companies listed on the Indonesia Stock Exchange (BEI) in the period 2018 to
2022. Sampling was carried out using a purposive sampling technique according to predetermined criteria. Based on
these criteria, the sample used in this research can be seen in Table 1.

Table 1. Number of Research Samples

Criteria 2018 2019 2020 2021 2022 Total
Companies with ESG assessment results on the

LSEG ESG score 43 46 51 83 73 296
Companies whose share trading has been suspended 1) 1) 1) (1) 1) (5)
Outlier data 0 0 (€3] (5) 2 8
Total of data 42 45 49 77 70 283

3.1. Data analysis

3.1.1. Descriptive statistics

The descriptive statistics aims to gain an understanding of the data being analyzed. This included the sample size (N),
minimum and maximum values, average (mean), and standard deviation. The statistical test results for each variable
are as shown on Table 2.

Table 1. Descriptive statistics

Variable N Min Max Mean Std. Dev.
Volatility (Y) 283 0,11 1,01 0,4205 0,14166
Environmental performance (X1) 283 0,00 87,75 39,7115 23,96702
Social performance (X2) 283 5,61 96,02 55,3310 21,96903
Governance performance (Xs) 283 2,98 94,01 51,5763 22,77260
Corporate controversy (X4) 283 40,99 100,00 98,4950 8,32126
Profitability (C1) 283 -3,38 0,73 0,1226 0,29366
Return on Assets (C2) 283 -0,28 0,58 0,0685 0,09408
Company size (C3) 283 20,65 35,23 29,8045 3,90129
Company age (C4) 283 0,91 40,97 21,8819 9,20219
Industry type (C5) 283 1,00 11,00 6,1519 3,14906
Economic conditions (C6) 283 -0,02 0,05 0,0353 0,02645
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Table 2 presents information about the data applied in this research. The data included eleven variables, with a total of
283 observation data (company years) over the five-year research period. In the Stock Volatility (Y) variable, it is
known that the minimum value is 0,11 at PT Adira Dinamika Multifinance, while the maximum value is 1,01 at PT
Bank Aladin Syariah. The average stock volatility was recorded at 0,4205 with a standard deviation of 0,14166.

Furthermore, the environmental performance aspect (X1) has a minimum value of 0,00 which is found in four
companies, namely PT Panin Finansial, PT Media Nusantara Citra, PT Summarecon Agung, and PT Global Mediacom.
Meanwhile, the highest score was 87,75 at PT Unilever Indonesia. The environmental performance variable (X1) has
an average value of 39,7115 with a standard deviation of 23,9672.

For the social performance variable (X2), it is known that there is a minimum value of 5,61 at PT Link Net and a
maximum value of 96,02 at PT Bukit Asam. The average value and standard deviation of Social Performance (X2) is
55,3310 and 21,96903. Meanwhile, governance performance (Xsz) shows a minimum value of 2,98 at PT Charoen
Pokphand Indonesia and a maximum value of 94,01 at PT Bumi Resources. In governance performance (Xs), the
average value is 51,5763 with a standard deviation of 22,77260.

Furthermore, regarding corporate scandal (Xa), it is known that there are companies that tend to be involved in
controversial issues so that they get a minimum score of 40,99, namely PT Bank Rakyat Indonesia. Furthermore, there
are 273 companies that tend not to be involved in controversial issues so they get a maximum score of 100. The average
value of the corporate scandal variable (Xa) is 98,4950, with a standard deviation of 8,32126.

In the Profitability variable (C1), it is known that the minimum value is -3,38 at PT Bank Aladin Syariah, while the
maximum value reaches 0,73 at PT Panin Financial Tbk. For the profitability variable, it is known that the average
value is 0,1226 and the standard deviation is 0,29366. Meanwhile, for the Return on Assets (C2) variable, it is known
that the range of values ranges from -0,28 at PT Acset Indonusa up to 0,58 at PT Bayan Resources, with an average of
0,0685 and a standard deviation of 0,09408. Then, a standard deviation value that is higher than the average value
indicates that there is very wide variation in data between companies in this model.

For the Company Size variable (C3), the minimum value is 20,65 at PT Merdeka Copper Gold and the maximum value
is 35,23 at PT Bank Mandiri (Persero) Tbk. The average Company Size (C3) is 29,8045 with a standard deviation of
3,90129, indicating that the variation in Company Size (C3) data tends to be moderate or less variable. Furthermore,
regarding Company Age (C4), it is known that the youngest company is PT Bank Aladin Syariah with an age of 0,91
years and the oldest is PT Unilever Indonesia with an age of 40,97 years. The average company age (C4) is 21,8819
years with a standard deviation of 9,20219.

In this research, industry type (C5) is a variable with a fixed nominal scale. Details of the number of industries in this
study can be seen in Table 3.

Table 2. Details of Company Industry Type

Number of Companies

Industry Type Number Number of Companies Year
Healthcare 1 1 5
Basic Materials 2 10 40
Financials 3 22 57
Transportation & Logistics 4 1 3
Technology 5 3 7
Consumer Non-Cyclicals 6 11 42
Industrials 7 2 10
Energy 8 8 34
Consumer Cyclicals 9 7 27
Infrastructure 10 10 37
Properties & Real Estate 11 5 21

Total 80 283

For the Economic Conditions variable (C6), which is proxied by economic growth, in 2018 to 2022, the values are
respectively 5,17%, 5,02%, -2,07%, 3,7% and 5,31%.

3.1.2. Classic Assumption Test
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a. Normality Test

The normality test carried out in this study used the Kolmogorov-Smirnov statistical test with the test results shown in
Table 4.

Table Error! No text of specified style in document.. Normality test

Information Sig 2-tailed Conclusion
Kolmogorov Smirnov Test (1-Sample KS) 0.069 Normally distributed

In the Kolmogorov-Smirnov normality test, data is considered normally distributed if the significance value exceeds
0,05. In this normality test, outlier data was eliminated with a total of 8 outlier data so that the amount of data used in
this study was reduced from 291 to 283. This elimination of outlier data was because the data had an extreme
distribution of data so that it could influence the results of hypothesis testing. This elimination was carried out by
casewise diagnostics method. As a result, the model has a sig (2- tailed) value of 0,069, higher than 0,05. Therefore, it
can be concluded that the data in this study is normally distributed.

b. Multicollinearity Test

Multicollinearity test was carried out with the aim of checking the existence of correlation between independent
variables in the regression model. The method used for this test is Variance Inflation Factor (VIF). A VIF value of more
than 10 indicates the presence of multicollinearity between the independent variables, while a value below 10 indicates
the absence of multicollinearity. The results of this multicollinearity test can be seen in Table 5.

Table 3. Multicollinearity Test

Variable VIF Conclusion
Environmental performance (X1) 2,062 No Multicollinearity
Social performance (X2) 2,265 No Multicollinearity
Governance performance (Xs) 1,538 No Multicollinearity
Corporate controversy (X4) 1,030 No Multicollinearity
Profitability (C1) 1,166 No Multicollinearity
Return on Assets (C2) 1,234 No Multicollinearity
Company size (C3) 1,110 No Multicollinearity
Company age (C4) 1,091 No Multicollinearity
Industry type (C5) 1,074 No Multicollinearity
Economic conditions (C6) 1,027 No Multicollinearity

Test results using Variance Inflation Factor (VIF) analysis show that there are no multicollinearity problems between
the independent variables. This is shown by the VIF value of each variable, all of which are below 10.

c. Autocorrelation Test

Autocorrelation test was carried out to check whether there is a relationship between errors in the current period (t) and
the previous period in the regression model. The autocorrelation test in this research was carried out using the Durbin-
Watson Test (DW) method, which can be seen in Table 6.

Table 4. Autocorrelation Test

K N du d 4-dU Conclusion
10 283 1,880 2,012 2,120 There is no autocorrelation

Autocorrelation test , it is known that the Durbin-Watson (d) value is 2.012 using 10 independent variables and 283
research samples. From the tests carried out, there was no autocorrelation in the model because the Durbin-Watson (d)
value of 2.012 was between the dU values of 1,880 and 4-dU of 2,120.
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d. Heteroscedasticity Test

Heteroscedasticity test was carried out to test whether the residual variance from each observation is non-uniform. An
ideal regression model should not have heteroscedasticity. In this study, the heteroscedasticity test was carried out using
the Rho Spearman method, the results of which are presented in Table 7.

Table 5. Heteroscedasticity Test

Variable Sig (2-tailed) Conclusion
Environmental performance (X1) 0,821 No heteroscedasticity
Social performance (Xz) 0,741 No heteroscedasticity
Governance performance (Xz) 0,584 No heteroscedasticity
Corporate scandal (Xa) 0,417 No heteroscedasticity
Profitability (C1) 0,998 No heteroscedasticity
Return on Assets (C2) 0,777 No heteroscedasticity
Company size (C3) 0,334 No heteroscedasticity
Company age (C4) 0,588 No heteroscedasticity
Industry type (C5) 0,814 No heteroscedasticity
Economic conditions (C6) 0,645 No heteroscedasticity

According to heteroscedasticity test, all independent variables have a significant value of more than 0,05. Thus, it can
be concluded that heteroscedasticity does not occur in the research model.

3.1.3. Hypothesis Testing

The hypothesis tests used in this research are the Coefficient of Determination Test, F-Test, and T-Test, which are
shown in Table 8.

Table 6. Hypothesis testing

. Direction Regression Sig. -
Variable Prediction Coefficient (B) (Qne- Decision
tailed)

Constant 0,723 0,000
Environmental performance (X1) - -0,002 0,000 H is accepted
Social performance (X2) - 0,002 0,001 H is rejected
Governance performance (X3) - 0,000 0,226 Hsis rejected
Corporate controversy (Xa) - 0,000 0,457 Ha is rejected
Profitability (C1) -0,137 0,000
Return on Assets (C2) 0,095 0,114
Company size (C3) -0,013 0,000
Company age (C4) 0,001 0,242
Industry type (C5) 0,001 0,372
Economic conditions (C6) -2,382 0,000
Adjusted R? 0,461
F Test (Sig) <0,001

Based on Table 8, the regression equation formed is:

VOL =0,723 — 0,002ENV + 0,00250C + 0,0008;GOV + 0,000CONT — Q,137PROF + 0,095R0A —0,0135]ZE
+ 0,001AGE + 0.001IND — 2,382ECON

3.1.4. Coefficient of Determination Test (R?)

The coefficient of determination test was carried out to determine the extent to which the regression model could explain
variations in the independent variable on the dependent variable. The coefficient of determination value, indicated by
R?, shows the amount of variability in the dependent variable explained by the independent variable. As shown in Table
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8 above, the R?value of 0,461 means that the variation of the dependent variable in the form of stock volatility, explained
by the independent variables environmental performance, social performance, governance performance and corporate
scandal, as well as six other control variables is 46,1%, while the other 54,9% is explained by other factors not included
in the model.

3.1.5. F-test

The F-test was carried out to determine whether all independent variables used in the regression model have a
simultaneous influence on the dependent variable. Based on Table 8 above, the F-Test results have a significant value
of <0,001 or smaller than 0,05. These results indicate that the research model is fit.

3.1.6. T-test

The T-test was carried out with the aim of finding out whether each independent variable is able to influence the
independent variable. Based on Table 8, the T-test results are as follows:

1) The Influence of Environmental Performance on Stock Volatility
According to the T-test results on the regression model, it is known that the significance value of the Environmental
Performance variable is 0,000<0,01 (0=1%) and the beta value () is 0,002 in the negative direction. From these
results, it can be concluded that Environmental Performance has a significant negative influence on stock volatility
so that Hy is accepted.

2) The Influence of Social Performance on Stock Volatility
According to the results of the T-Test on the regression model, it is known that the significance value of the Social
Performance variable is 0,001<0,01 (a=1%) and the beta value (B) is 0,002 in a positive direction. From these
results, it can be concluded that Social Performance does not have a significant negative influence on stock
volatility so that Hy is rejected.

3) The Influence of Governance Performance on Stock Volatility
According to the results of the T-test on the regression model, it is known that the significance value of the
Governance Performance variable is 0,226>0,1 (a¢=10%) and the beta (B) value is 0,000 in a positive direction.
From these results, it can be concluded that there is no influence of Governance Performance on stock volatility so
that Hs is rejected.

4) The Influence of Corporate Scandal on Stock Volatility
According to the results of the T-test on the regression model, it is known that the significance value of the
Corporate Scandal variable is 0,457>0,1 (¢=10%) and the beta (p) value is 0,000 in a positive direction. From these
results, it can be concluded that there is no influence of Corporate Scandal on stock volatility so that Ha is rejected.

3.2. Discussion

3.2.1. The Influence of Environmental Performance on Stock Volatility

Legitimacy theory and stakeholder theory state that companies must carry out their business processes responsibly to
gain legitimacy and be able to run a business sustainably. One manifestation of this responsibility is to proactively
manage the environmental impact of its business operations. Good environmental performance will be a positive signal
for stakeholders and will be immediately responded to by the market according to the Efficient Market Hypothesis
theory. This improvement in environmental performance will increase investor confidence in the company as the
sustainable environmental practices can increase the effectiveness of risk management and contribute to more efficient
operations, as well as resulting in more stable long-term growth. Therefore, superior environmental performance can
have an impact on reducing stock volatility.

The results of the research conducted show that there is a negative influence of environmental performance on company
value. This research supports the theories of legitimacy, stakeholder, signal, and efficient market hypothesis, as well as
supporting research conducted by Yoo et al. (2021), Bermejo Climent et al. (2021), and Xue et al. (2020), which states
that there is a negative influence of environmental performance on stock volatility.

3.2.2. The Influence of Social Performance on Stock Volatility

Stakeholder theory states that companies must be able to contribute to all stakeholders, not just limited to shareholders.
One form of company contribution to the social aspect is by providing Corporate Social Responsibility (CSR). Good
social performance will increase the company's reputation and value in the eyes of stakeholders, including investors.
This trust has the potential to attract long-term investors who are not easily affected by short-term share price
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fluctuations. This will increase the stability of the company's shares. However, the results of this research are not in
line with stakeholder theory and do not support Assous' research (2022), Engelhardt et al. (2021), Yang (2020), and
Hunjra et al. (2020), which explains that social performance has a negative effect on stock volatility.

3.2.3. The Influence of Governance Performance on Stock Volatility

Legitimacy theory states that to be able to operate sustainably, companies must demonstrate ethical business practices
so that they can gain legitimacy from their environment. Ethical business practices can be realized through the
implementation of good corporate governance (GCG) in all aspects of the company. The implementation of GCG will
increase the company's reputation and investor confidence as the company is considered to run its business
transparently, accountably, and responsibly. This can lead to increased stock price stability. However, this research
finds that governance performance has no influence on share price volatility. The results of this study do not support
legitimacy theory and research conducted by Yoo et al. (2021), Bermejo Climent et al. (2021), and Lee et al. (2019),
which states that governance performance has a negative influence on stock volatility.

3.2.4. The Influence of Corporate Scandal on Stock Volatility

Signal theory states that a company's good or bad performance becomes a signal that the market will receive and
respond. This market response, according to the Efficient Market Hypothesis theory, will then be reflected in the
company's share price because it reflects various information available on the market. If the company is involved in
controversy, the market will receive this as a negative signal, which will usually result in increased share price
fluctuations. However, the results of this study explain that corporate scandal has no influence on stock price volatility.
This does not support signal theory and the efficient market hypothesis theory, and is not in line with research by Sandu
(2023), Zanatto et al. (2023), Cui & Docherty (2020), and Glasserman & Mamaysky (2019), which states that corporate
scandal has an influence on increasing share price volatility.

4, Conclusion

Environmental performance has a significant negative effect on stock volatility. Social performance does not have a
significant effect on stock volatility. Governance performance does not have a significant effect on stock volatility.
Corporate scandal does not have a significant effect on stock volatility.

This research has limitations, namely the use of an unbalanced sample because not all companies have ESG assessment
results from The London Stock Exchange Group (LSEG) every year during the 2018-2022 period.

It is hoped that the results of this research will encourage companies to be more serious about integrating
Environmental, Social, Governance (ESG) practices into their business strategies. Through the adoption of effective
ESG practices, companies are expected to reduce stock volatility and build a positive reputation. It is important for
companies to proactively manage potential controversies and ensure transparent and effective communication with
stakeholders, in order to maintain market trust and stability. Researchers can further expand the time span of the study
to include years after 2022. This will help in understanding the trends and changes that may occur after the time period
of this study.
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