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Why is Corporate Virtue in the Eye of The Beholder? The Case of ESG Ratings 

Online Appendix 
 

This document contains additional tests that are untabulated in the paper. These analyses 

include: (1) performing univariate tests on the relationship between ESG disclosure and ESG 

disagreement, and (2) examining the role of weighting schemes in ESG disagreement.  

OA1. Univariate tests  

 We perform two univariate tests on the relationship between ESG disclosure and ESG 

disagreement. First, we calculate Pearson correlations between our measures ESG disclosure and 

ESG disagreement. As reported in Table OA1, we find that ESG disclosure is positively correlated 

with ESG disagreement, consistent with our hypothesis.  

Next, we perform portfolio analyses, where we allocate firms into different portfolios. 

Specifically, we create 3x3 portfolios, based on a firm’s level of ESG disclosure and average rating 

of ESG performance. To create these portfolios, we rank ESG_Disclosure into terciles (high, 

medium, and low), and also rank ESG_Avg into terciles (high, medium, and low). This yields nine 

portfolios. For each portfolio, we tabulate the mean and median ESG rating disagreement in Table 

OA2 Panels A and B, respectively. Again, consistent with our main hypothesis, across all the 

portfolios we see that disagreement increases monotonically as disclosure increases, consistent 

with our hypothesis.  

A few additional insights are also revealed by this table. Specifically, we also find that 

disagreement is highest for the firms rated as the worst ESG performers. We also observe a U-

shaped relationship between ESG disagreement and average ESG ratings, as the lowest level of 
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disagreement is found for the firms in the middle tercile.1  

OA2. Pillar Weights 

 In the paper we have focused our analyses on the importance of disclosure as an 

explanatory variable. Another thing that could play a role in rating disagreement is disagreement 

on the weights raters place on the three ESG pillars. To test this, we created a weight disagreement 

measure for each firm-year by calculating the standard deviation of weights that raters used for 

each ESG pillar (e.g., environmental weight disagreement), and then took the average of the weight 

disagreement scores for the E, S, and G pillars (ESG_Weight_Disagree). As expected, the 

univariate correlation between this measure and ESG rating disagreement is positive and 

statistically significant (p < 0.05; untabulated). However, when we include this variable in our 

multivariate analyses, as reported in Table OA3, ESG_Weight_Disagree is not statistically 

significant.2 Thus, its influence on disagreement appears to be subsumed by the other variables in 

the model. Because most raters place different weights on the pillars by industry (e.g., MSCI 2018), 

with some deviations to account for idiosyncratic firm cases, it is not too surprising that our 

primary results are unaffected by the inclusion of this variable, as the model includes industry 

fixed effects. However, this analysis does not necessarily imply that weight disagreement is 

unimportant, as the importance of an industry-level effect could be subsumed in our models where 

the unit of analysis is the firm-year. 

To shed more light on this issue, we move to an industry-year level analysis to understand 

whether weight disagreement explains rating disagreement across industries. We calculate all 

                                                           
1 This U-shaped relationship holds in a multivariate setting as well (untabulated). Specifically, when we create an 
indicator variable High ESG_Avg (Low ESG_Avg) equal to one if a firm-year is in the highest (lowest) average ESG 
performance tercile, and then re-run Equation 1 where we replace ESG_Avg with these two indicator variables, we 
observe that coefficients on both High ESG_Avg and Low ESG_Avg are positive and statistically significant. 
2 The results are similar if we instead just include the three pillar weight disagreement scores as separate variables in 
the model (instead of aggregating them into a single variable).  
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variables at the industry-year level by averaging firm-year observations within each industry-year. 

The univariate correlation between rating disagreement and weight disagreement for the industry-

year observations is positive and statistically significant (p < 0.01; untabulated). Industries with 

highest weight disagreement are personal services, utilities, and chemicals. When we perform a 

multivariate analysis, which is also reported in Table OA3, we see that the industry average weight 

disagreement is positively associated with the industry average ESG rating disagreement (p < 

0.05). Thus, at the industry-year level, disagreement about what weights to assign each ESG pillar 

does help explain some of the disagreement in ESG ratings. Overall, the results suggest that weight 

disagreement does not affect our primary inferences about firm-level variation in disagreement, 

but could play a role in understanding industry-level variation in disagreement. 

  



 

 

TABLE OA1 

Pearson Correlations 
   

1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 14. 15. 16. 17. 

1. ESG_Disagreement                 

2. E_Disagreement 0.36                 

3. S_Disagreement 0.53 0.15                

4. G_Disagreement 0.25 0.02 0.08               

5. ESG_Avg -0.05 -0.05 -0.04 -0.12              

6. E_Avg -0.01 0.00 0.02 0.06 0.86             

7. S_Avg -0.05 -0.03 -0.07 -0.02 0.90 0.75            

8. G_Avg -0.04 -0.04 -0.07 -0.39 0.60 0.28 0.36           

9. ESG_Disclosure 0.12 0.00 0.11 0.10 0.70 0.71 0.68 0.23          

10. E_Disclosure 0.12 0.00 0.12 0.15 0.65 0.70 0.64 0.14 0.97         

11. S_Disclosure 0.09 -0.01 0.09 0.06 0.65 0.62 0.66 0.23 0.90 0.79        

12. G_Disclosure 0.09 0.03 0.06 -0.14 0.50 0.38 0.39 0.47 0.60 0.46 0.49       

13. Firm Size 0.11 0.01 0.07 0.07 0.33 0.35 0.35 0.03 0.38 0.38 0.30 0.24      

14. ROA 0.02 -0.03 -0.01 0.01 0.03 0.03 0.04 0.04 0.01 0.00 0.02 0.02 -0.16     

15. BTM 0.00 -0.02 0.02 0.09 -0.02 0.01 0.03 -0.15 0.08 0.10 0.07 -0.04 0.28 -0.35    

16. Leverage 0.02 0.02 0.00 -0.06 0.12 0.08 0.13 0.07 0.08 0.06 0.07 0.09 0.48 -0.25 -0.02   

17. Analyst Following 0.02 0.01 -0.02 -0.03 0.38 0.35 0.36 0.21 0.32 0.30 0.29 0.26 0.32 0.13 -0.13 0.06  

18. Inst. Ownership -0.05 0.04 -0.08 -0.26 0.04 -0.12 -0.13 0.43 -0.20 -0.24 -0.23 0.22 -0.15 0.04 -0.25 0.02 0.09 

                                      
This table presents correlations for the variables in our tests (N=30,700). Bolded correlations are significant at the 0.05 level or lower. All continuous variables have been 
winsorized at the 1st and 99th percentiles. See Appendix A for variable definitions. 



 

 

TABLE OA2 
Portfolio Analyses 

 
Panel A: Mean ESG Disagreement 

    ESG_Avg   
    Low Medium High Diff 

ESG_Disclosure 
Low 12.88 8.92 11.43 -1.45 
Medium 14.23 9.83 12.72 -1.51 
High 17.51 12.03 13.69 -3.82 

  Diff  4.63 3.11 2.26  
 

Panel B: Median ESG Disagreement 

    ESG_Avg   
    Low Medium High Diff 

ESG_Disclosure 
Low 12.31 7.87 10.53 -1.78 
Medium 13.32 8.76 12.73 -0.59 
High 17.88 10.91 13.55 -4.33 

  Diff 5.57 3.04 3.02  
      

This table presents univariate results from portfolio analyses of ESG rating disagreement. For each year we allocate 
each firms into terciles of ESG disclosure and terciles of the average ESG score across the rating agencies. Panel A 
(B) shows the mean (median) ESG disagreement across ratings for each of the nine portfolios of companies. Difference 
is calculated as High minus Low.  
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TABLE OA3 
Multivariate association between ESG Rating Disagreement and ESG Weight 

Disagreement 

 
Dependent Variable: ESG_Disagreement          
              
  Firm-Year Test   Industry-Year Test   
  Coef. t-stat.   Coef. t-stat.   

ESG_Weight_Disagree 2.125 (1.30)   17.948 (2.10) ** 
ESG_Disclosure 0.127 (16.28) *** 0.142 (1.93) * 
ESG_Avg -0.158 (-19.32) *** -0.167 (-2.51) ** 
Firm Size 0.933 (12.62) *** 0.090 (0.23)   
ROA 1.713 (2.22) ** 13.637 (1.05)   
BTM -0.440 (-2.88) *** 0.382 (0.31)   
Leverage -0.154 (-0.38)   -0.669 (-0.22)   
Analyst Following -0.413 (-3.36) *** 0.599 (0.90)   
Inst. Ownership -0.010 (-2.58) *** 0.003 (0.13)   
Intercept 11.847 (7.87) *** 12.999 (3.91) *** 
ESG Rater F.E. Yes     No     
Year F.E. Yes     Yes     
Industry F.E. Yes     No     
Country F.E. Yes     No     
Firm F.E. No     No     

Adj. R2 0.118     0.131     
N 30,700     576     
Unit of observation Firm-Year   Industry-Year   
              

This table reports the results on the relationship between ESG rating disagreement and ESG weight disagreement 
using tests at the firm-level and industry-level. ESG Weight Disagree is calculated by first taking the standard 
deviation of weights that raters used for each ESG pillar (e.g., environmental weight disagreement), and then taking 
the average of the weight disagreement scores for the E, S, and G pillars. See Appendix A for all other variable 
definitions. All t-statistics are based on two-tailed tests and are calculated based on standard errors that are clustered 
by firm. All continuous variables have been winsorized at the 1st and 99th percentiles. *, **, *** indicate statistical 
significance at the 0.10, 0.05, and 0.01 levels, respectively. 


