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Summary. ESG ratings allow for assessing the environmental, social, and governance
activities of enterprises. In today's business environment, the role of ESG ratings lies in
their potential to incentivize companies to adopt more balanced and socially responsible
practices. This study aimed to clarify the essence and role of ESG ratings, examine the
methodology behind them, and explore the relationship between ESG ratings and corporate
decisions during the Russian-Ukrainian war. To achieve this goal, the research addressed
the following objectives: to define the essence of ESG ratings and their role in the modern
business environment, to examine the methodology used by specialized rating agencies to
form ESG ratings, and to investigate the relationship between ESG ratings and corporate
decisions concerning foreign companies’ exit from the Russian market following Russia's
full-scale invasion of Ukraine on February 24, 2022. The research object is ESG ratings of
foreign companies that were conducting business in Russia as of February 24, 2022. The
study used data collected from Refinitiv’s database during an internship at Julius Maximilian
University of Wiirzburg (Germany) in the 2022-2023 academic year. The Yale list, which
includes approximately 1,500 companies operating in Russia as of February 24, 2022,
was also employed. Data from 8-K reports were gathered from the U.S. Securities and
Exchange Commission's (SEC) Electronic Data Gathering, Analysis, and Retrieval (EDGAR)
system for the period from February 24, 2022, to September 1, 2022. Additionally, the
study applied general scientific and specialized research methods, including observation,
analysis, synthesis, generalization, systematization, and comparison. The scientific novelty
of the obtained results lies in the fact that we have proven for the first time that more socially
responsible firms are more transparent in disclosing information about the Russian-Ukrainian
war. Companies with higher ESG ratings responded more promptly to Russia's full-scale
invasion of Ukraine, updated their future activity forecasts, and properly disclosed their
position regarding a full or partial exit from the Russian market in their 8-K reports.
Keywords: ESG ratings, CSR, Yale list, Refinitiv, Russian-Ukrainian war, 8-K reports.

Statement of the problem. ESG ratings have become a key tool for assessing
corporations’ sustainability and social responsibility today. In the context of a growing
conscious consumer base and increasing demands for sustainable development, ESG ratings
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allow for the evaluation of a company’s environmental, social, and governance activities. These
ratings consider aspects such as environmental performance, social practices, and corporate
governance, which are becoming important for investors and consumers, government bodies,
and other stakeholders. The growing attention to environmental issues, corporate social
responsibility (CSR), and global challenges requires corporations to be aware of the impact
of their activities on the environment and society as a whole. Thus, ESG ratings are becoming
an essential tool for building a sustainable and responsible business and ensuring sustainable
development on a global scale.

At the same time, amidst the daily increasing geopolitical risks, especially the Russian-
Ukrainian war, which is considered the largest geopolitical conflict in the world since World
War I1, questions arise: “Do ESG ratings work in the face of such calamities as war? What is
the role of ESG ratings, and is there a connection between these ratings and the adoption of
socially responsible corporate decisions during the Russian-Ukrainian war?”

Analysis of recent research and publications. The ongoing Russian-Ukrainian war,
now in its tenth year, has significantly escalated geopolitical tensions not only in Europe but
worldwide, particularly with Russia’s full-scale invasion of Ukraine on February 24, 2022.
The beginning of the war was marked by Russia’s illegal annexation of Crimea and the
establishment of quasi-republics (the Donetsk People’s Republic and the Luhansk People’s
Republic) in eastern Ukraine with armed support from Russia. It is now clear that Russia
has not achieved its initial goal of destroying Ukraine’s sovereignty. Ukraine has managed to
regain control over more than half of the territories captured by Russia in the north and east
of Ukraine. However, progress on the battlefield has slowed, and Russia continues to target
energy and civilian infrastructure, making a ceasefire from both sides of the conflict currently
unlikely. Instead, we witness the prolonged political, economic, and military confrontation
between the West and Russia. Ukraine’s economy has suffered colossal losses across various
sectors, and deliberate or accidental escalation between NATO and Russia remains among
the top global geopolitical risks.

Following Russia’s invasion of Ukraine, over a thousand companies announced full,
partial, or irreversible exits from Russia. Researchers at Yale University compiled a list of the
largest companies that exited or remained in Russia [15]. This list has been openly published
and has been used throughout the war as a tool to pressure companies that delay their decision
to leave the Russian market. Some researchers consider this list a powerful instrument enabling
consumers and other stakeholders to exert pressure on companies (including through boycotts
of goods and services) to exit Russia [10, 11, 13].

While some companies announced their decision to leave Russia almost immediately
after the invasion, according to the Yale list, there are more than 200 companies that, two
years after the full-scale invasion, have not taken a stance on ceasing operations in Russia
or have simply remained in Russia as if nothing had happened. Researchers from various
countries are questioning why some companies exited Russia while others stayed.

The stock market’s reaction to silence or delays in exiting Russia incentivized public
companies to announce their withdrawal, as extensively explored in relevant studies [2, 8, 13,
14]. Some researchers also suggest a correlation between a company’s size and its decision to
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exit the Russian market, though findings across different scholars vary significantly [2, 13].
Researchers agree that the industry influences decisions to exit Russia [2, 8].

Of particular interest to our study are findings from researchers who suggest that more
socially responsible firms were the first to exit Russia and have begun studying the role of ESG
metrics in driving these decisions [1, 3, 9, 16]. Basnet, Blomkvist and Galariotis [3] summarize
that firms with lower ESG and human rights scores were more likely to maintain operations
unchanged during the Russian invasion. They also found that companies with higher human
rights and ESG scores had less negative stock market reactions to adverse cash flow news.

Ahmed, Demers, Hendrikse, Joos and Lev [1], focusing on European public companies,
found that firms with higher ESG ratings were not less likely to operate in Russia and were
more likely to inform investors about such activities. Secondly, in response to Western
outrage over Russia’s atrocities, many companies sought to suspend or divest their Russian
operations, but those firms purportedly more socially responsible did not announce such
actions more quickly than others. Thirdly, they found that both the significance of the impact
of firms on Russia and the extent of disclosure of information about these risks negatively
affected profits after the start of the war, while investments in firms with higher ESG ratings
did not provide any protection.

Lu, Huang and Li [9], on the other hand, found that companies suspending or withdrawing
business from Russia had higher overall ESG scores, particularly in social and environmental
aspects. However, firms with higher ESG scores generally took longer to announce their
withdrawal, and their disengagement from Russia was also the softest, as they might be
prepared to resume business in Russia after the invasion ends.

An interesting conclusion comes from Yan [16], focusing on 51 US firms, arguing that
the lower a firm’s ESG score in the past, the more likely it is to decide to exit Russia. He
explains this by suggesting that firms with lower ESG scores wanted to use their decision to
exit the Russian market to enhance their ESG image.

Also, intriguing are studies by researchers questioning whether better CSR performance
mitigates market quality deterioration associated with war onset, or how resilient firms with
high ESG ratings are to geopolitical catastrophes like war [4, 5, 6, 7].

Deng, Leippold, Wagner and Wang [6] used the Ukraine war as an example to examine
how firms with high ESG ratings cope with stress. They concluded that it is not easy for
investors to rely on such ratings for investment decisions in the face of calamities like war.

Clancey-Shang and Fu [5], focusing on US public companies, found that better CSR
performance mitigates market quality deterioration associated with war onset for foreign
firms registered in the US. Such effects are less significant for US domestic firms. They also
found that foreign firms experience more severe market quality deterioration compared to
their American counterparts. Their findings align with the resilience hypothesis regarding
the link between CSR and financial performance, as well as the observation that better CSR
performance is associated with improved transparency of information.

Kick and Rottmann [7], analyzing abnormal profitability of European stocks around
February 24, 2022, argue that for investors seeking protection from unexpected events, relying
on ESG indicators may not be advisable.
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Chen, Chen, and Zhang [4], contend that while recent academic literature shows that
stocks with high ESG ratings have more resilient returns during market downturns (such
as during the 2008 financial crisis and the COVID-19 market crash), there is no significant
difference in return sensitivity between resilient and ordinary funds during the Ukraine war.
Their evidence suggests that some investors are unwilling to accept lower returns for resilience
and behave differently in the face of geopolitical crises, such as war.

Thus, there is no consensus on (1) whether there is a correlation between ESG indicators
and a company’s decision to exit Russia, and (2) whether companies with high ESG ratings
are more resilient to geopolitical catastrophes such as war.

We aim to contribute to the research on the reliability of ESG ratings in wartime
conditions by studying the ESG indicators of companies related to Russia in the context
of their decision to exit the aggressor country’s market or to finance terrorism through tax
payments. We believe that ESG rating providers, including Refinitiv, should react to evidence
of companies’ ethical misconduct through conducting business in undemocratic countries that
do not respect fundamental human rights. Therefore, ESG rating providers should consider the
facts of companies’ activities in aggressor countries when forming these ratings. Additionally,
we plan to expand existing research on ESG ratings in the context of geopolitical crises by
studying disclosures of information regarding the Russian-Ukrainian war in company reports
to demonstrate that more socially responsible firms are more transparent when it comes to
corporate disclosure of information.

Statement of the task. The research aims to reveal the essence and role of ESG ratings
and their formation methodology, as well as to explore the correlation between ESG ratings
and corporate decisions amidst the Russian-Ukrainian war. To achieve this goal, the following
tasks need to be addressed: (1) uncover the essence of ESG ratings and their role in the modern
business environment; (2) examine the methodology of ESG ratings formation by specialized
rating agencies; (3) investigate the correlation between ESG ratings and corporate decisions
regarding the withdrawal of foreign companies from the Russian market after Russia’s full-
scale invasion of Ukraine on February 24, 2022.

The object of the study is ESG ratings of foreign companies that were conducting business
in Russia as of February 24, 2022.

Presentation of the main material. In the modern world, increasing attention is being
paid to issues of sustainable development and environmental responsibility in the business
sphere. This trend not only generates demand for more sustainable and environmentally
friendly practices but also enhances the importance of assessing the environmental, social,
and governance (ESG) aspects of corporate activities.

Among the instruments used to assess corporate sustainability, ESG ratings occupy
a prominent place, as they are a crucial tool for evaluating the sustainability and social
responsibility of the corporate sector in today’s economic environment. The acronym ESG
(Environmental, Social, Governance) encompasses corporate activities related to environmental
protection, social initiatives, and corporate governance, which are becoming increasingly
critical for a wide range of stakeholders, including investors, consumers, governmental
bodies, and other interested parties.
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Despite the widespread use and significance of ESG ratings, their essence and methodologies
remain subjects of research and discussion in both academic and practical settings. Rating
agencies that develop ESG standards typically employ a comprehensive approach to assess the
environmental, social, and governance indicators of companies. This process involves analysing
both internal and external company data, as well as evaluating their alignment with ESG criteria.
Ratings are typically assigned in the form of numerical scores or letter grades reflecting the level
of a company’s adherence to ESG standards. Various methodologies and evaluation systems
are employed, which can be tailored to specific sectors of company activities.

The scope of ESG ratings extends beyond companies to include stocks, securities,
exchange-traded funds, and countries. Investors and consumers use these ratings to make
decisions regarding investments and purchases, focusing on high ESG ratings that indicate
more sustainable and socially responsible corporate practices.

Prominent rating agencies involved in developing ESG ratings include companies such
as Refinitiv, Bloomberg, MSCI, Sustainalytics, CPD, S&P Global, and others. Each agency
utilizes its own methodologies and criteria for assessing corporate sustainability and social
responsibility. The advantages of rating agencies include their extensive research, resources,
and access to data, enabling them to provide reliable information to investors. However,
challenges include differences in methodologies, which can lead to varying assessments
of the same companies, as well as the potential influence of clients on ratings or lack of
transparency in criteria determination.

Overall, rating agencies can be categorized into three types based on the volume of data
they use to assess ESG indicators: fundamental data providers focusing on publicly available
raw data from reports and web content, comprehensive data providers combining publicly
available and proprietary survey data and internal analyses, and specialized data providers
offering deep analysis of contextualized data covering a wide range of ESG aspects. Table
1 presents information on the most well-known ESG data providers grouped by categories.

Table 1
Comparative characteristics of the most famous providers of ESG ratings,
grouped by category
(0]
- = .5 0l 5 .5
Cat £ | Nameofthe | cCEE|EE 3
ategory o ame of the SR £E § = 8 Features of the formation method
data provider | rating agency | 2, s £ 2| 8 g o S
) 8| oo
E£85|Eses
1 2 3 4 5
Providers of Refinitiv 2002 > 12000 |Percentile rank metrics are easy to
fundamental understand (available as both percentages
data and letter grades from D- to A+).
Bloomberg 2009 >9000 |The range of ESG factor disclosure scores
is from 1 to 100. The feature of ESG rating
formation at Bloomberg is their focus on
using publicly available raw data from
reports and web content.
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Continuation of the table

1 2 3 4 5
Providers of MSCI 2000 > 8500 | Typically for MSCI, their ESG ratings are
complex data based on a system of internal analysis that

takes into account a wide range of ESG
indicators and management practices, and
are provided in the form of letter ratings
from CCC to AAA.

Sustainalytics 2018 >12000 |What makes Sustainalytics’ ESG ratings
unique is their approach, which combines
publicly available and  proprietary
survey data, as well as internal analysis,
covering all aspects of ESG, to provide a
comprehensive assessment of sustainability
and social responsibility of companies.

Providers of CPD 2003 > 8400 |CPD is a specialized data provider that
specialized focuses on in-depth, contextualized
data analysis covering different aspects of ESG,

providing a more detailed view of each.
S&P Global 1999 >4700 |A feature of the formation of ESG
ratings at S&P Global is their evaluation
methodology, which is based on a
broad analysis of indicators, including
the ecological footprint, the number of
emissions, social labor standards, corporate
governance and others, and takes them into
account on a scale from 0 to 100.

Source: compiled by the author based on the official websites of rating agencies.

Regarding the methodology of forming ESG ratings, Refinitiv gathers publicly available
ESG data from companies and combines this information to allocate ten ESG category
scores. The ten categories include Environmental Innovation, Resource Use, Emissions,
Workforce, Human Rights, Community, Product Responsibility, Management, Shareholders,
and Corporate Social Responsibility (CSR) strategy. Afterward, the ESG category scores are
consolidated to create the Environmental (E), Social (S), and Governance (G) pillar scores,
as shown in Figure 1.

Furthermore, Refinitiv offers an aggregated ESG score (ESGC) that considers any
substantial ESG controversies affecting the companies under their analysis. Refinitiv‘s ratings
cover a vast range of over 12,000 public and private companies globally, and they maintain
a comprehensive time series dataset dating back to 2002. The percentile rank scores are
straightforward to interpret and are presented as both percentages and letter grades, ranging
from D- to A+. These scores are compared against The Refinitiv Business Classifications
(TRBC - Industry Group) for all environmental and social categories, including the
controversies score. Moreover, the governance categories are evaluated against the country
of incorporation for each company [12]. Importantly, Refinitiv updates its ESG ratings weekly,
with retrospective data available up to 5 years.
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ESG combined score

ESG score ESG controversies score
_— |
Environmental (E) Social Governance ESG Controversy
- Environmental (s) (G)
Innovation; - Workforce; - Controversies
- Resource Use; - Human Rights; - Management; across all 10
- Emissions. - Community; - Shareholders; categories are
- Product - CSR strategy. aggregated in one
Responsibility. category score.

Fig. 1. Refinitiv’s ESG score construction methodology [12]

In the context of our research, we are more interested in the Social pillar scores, namely
Community categories, including controversies regarding it. The Community score measures
the company’s commitment to being a good citizen, protecting public health and respecting
business ethics. In our opinion, the financing of terrorism through taxes paid in the country
of the aggressor should be reflected in Refinitiv ESG community score. As well as Critical
countries controversies should affect the aggregated ESG score whereas it is number of
controversies published in the media linked to activities in critical, undemocratic countries
that do not respect fundamental human rights principles.

Therefore, we have decided to investigate the relationship between ESG indicators of
companies and their decision to exit or remain in Russia based on the list of major companies
that exited or stayed in Russia (Yale list) compiled by Yale University researchers [15]. We
hypothesize that socially responsible companies (with high ESG ratings) were among the first
to decide to exit the Russian market following the full-scale invasion, unwilling to tarnish
their reputation by conducting business in an aggressor country. Additionally, we will examine
the impact of foreign companies’ decisions to stay or leave Russia on their ESG ratings after
the full-scale invasion of Ukraine on February 24, 2022. It would be logical to identify ESG
controversies among those firms that chose to remain in Russia, as operating in an aggressor
country implies financing terrorism, which should be reflected in their ESG controversy and,
consequently, in the reduction of their combined ESG ratings.

We began our research on the correlation between ESG ratings and the decisions of
foreign corporations to exit the Russian market more than six months after the start of
Russia’s full-scale invasion of Ukraine, using the Yale list and access to ESG ratings from
the Refinitiv database. By this time, foreign companies that were operating in Russia before
the invasion had already had sufficient time to express their position on staying or leaving
the Russian market. Most companies issued their press releases on this matter at the end of
February or beginning of March 2022.
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At the outset of our research, we hypothesized that the factor of publicity plays a
significant role in the decision to stay or exit the market of an aggressor country. That is,
that public companies will be the first to leave the Russian market after a full-scale Russian
invasion of Ukraine. To explore this, we categorized information from the Yale list based on
companies’ positions regarding continuing operations in Russia, and categorized them by
their ownership structure (Table 2).

Table 2
Ratio of public and private companies in the Yale List as of September 1, 2022

Categories according to the Yale | Number of Structure by Structure by form of ownership
list depending on the position companies ies of . .
regarding the continuation of by Yale List Ct?lf%((; rllee;;)t Public Private

work in Russia category 57,18% 42,82%
Digging In* 243 17,55% 14,90% 21,08%
Buying Time* 160 11,55% 12,25% 10,62%
Scaling Back* 171 12,35% 15,03% 8,77%
Suspension* 499 36,03% 37,37% 34,23%
Withdrawal* 312 22,53% 20,45% 25,30%
Bcboro 1385 100,00% 100,00% 100,00%

* Digging In— Companies that are just continuing business as usual in Russia.Buying Time —Companies
postponing future planned investment/development/marketing while continuing substantive business.
Scaling Back — Companies that are scaling back some significant business operations but continuing
some others. Suspension — Companies temporarily curtailing most or nearly all operations while
keeping return options open. Withdrawal — Companies totally halting Russian engagements or
completely exiting Russia.

As seen from Table 2, 57% of all companies in the Yale list are public, and nearly 43%
are private, making their numbers roughly equal. Among public companies, 15% chose to
Dig In and continue operating in Russia, while 20% withdrew permanently (Withdrawal).
Regarding private companies, 21% are categorized as Digging In and 25% as Withdrawal.
Thus, public companies were less likely to remain operating in Russia, but also less likely to
withdraw permanently compared to private companies. Therefore, the publicity factor was
not decisive for companies in deciding whether to exit the market of the aggressor country.

Moving forward, we focused specifically on public companies because information
on their ESG ratings is available in the Refinitiv database. We obtained information on the
ESG ratings of these public companies from the Yale list, for those that were available as of
September 1, 2022 (Table 3).

As observed from Table 3, on average, public companies that exited Russia had higher
ESG scores compared to those that decided to stay (71 versus 62). However, considering
that companies with the highest ESG ratings (almost 72) are those postponing future planned
investment/development/marketing while continuing substantive business, we cannot
definitively say that the most socially responsible firms immediately left the Russian market.
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Table 3
Average ESG rating for public companies from the Yale List by category
as of September 1, 2022
Categories accqrdlng to the. Yale. list dependlpg on tl}e position Average ESG rating
regarding the continuation of work in Russia

Digging In 61,83

Buying Time 71,78

Scaling Back 68,75

Suspension 66,26

Withdrawal 70,86

For all public companies 67,55

Moreover, not all public companies have ESG ratings, which is related to varying
requirements for mandatory non-financial reporting across different countries and regions.
Only 66% of public companies in the Yale list had ESG scores in the Refinitiv database
(Table 4). Furthermore, we did not observe that the presence of an ESG rating influenced a
company’s decision to exit Russia. In other words, public companies made decisions to leave
Russia independently of whether they had an ESG rating or not.

Table 4

Public companies from the Yale list according to the presence (absence) of their ESG rating in

the Refinitiv database as of September 1, 2022

with an 550 rating | NOTbeT | Sructure, %) i e raing | v
In total 519 66% In total 273 34%
including: including:

Digging In 71 15% Digging In 41 15%
Buying Time 57 11% Buying Time 40 15%
Scaling Back 80 15% Scaling Back 39 14%
Suspension 197 38% Suspension 99 36%
Withdrawal 108 21% Withdrawal 54 20%

100% 100%

Furthermore, we did not observe a correlation between the ESG Controversies Score
and companies’ decisions to exit Russia (Table 5).
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Table 5
Average rating of ESG Controversies for public companies from
the Yale list as of September 1, 2022

positon regarding the continuation of work i Russa | AYerage ESG Controversies Score
Digging In 89,13
Buying Time 74,35
Scaling Back 75,81
Suspension 77,36
Withdrawal 78,53
For all public companies 78,78

The higher the ESG Controversies Score, the more socially responsible the firm is
perceived to be. If there are no controversies, this score is 100. As seen from Table 5, firms that
chose to continue operating in Russia had the highest ESG Controversies Score (on average
89). This surprised us and prompted us to investigate whether Refinitiv tracked media reports
about the activities of foreign companies from the Yale list in Russia following the full-scale
invasion, as ESG ratings are supposed to be updated on a weekly basis.

Refinitiv constructs the “Recent Controversy Critical Countries” metric — the number
of articles published in the media regarding the continued operations of certain international
companies in critical, undemocratic countries that do not respect fundamental human rights.
We found only 21 companies from the Yale List in Refinitiv’s database that had similar
controversies. Moreover, only 8 of them had an ESG rating. Therefore, we concluded that the
continuation of operations in Russia by companies from the Yale list more than six months
after the full-scale invasion practically did not affect their ESG Controversies Score, despite
Refinitiv analysts” ESG ratings being expected to update weekly. Accordingly, the ESG
combined score, which is based on the ESG rating considering controversies, also did not
reflect the companies’ activities in the aggressor country.

Thus, in the course of further research, we decided to focus solely on the ESG rating
(not the ESG combined score), and also to concentrate on companies from the United States
(US) for several reasons. Firstly, nearly 30% of the companies included in the Yale list are
American (407 companies). Most of them are public (almost 70%), which allows tracking
indicators in Refinitiv and other databases. US companies are represented in all industries,
which allows conclusions to be drawn about the industry’s impact on decisions to leave
Russia. Additionally, as seen from Table 6, the publicity factor in US companies was even
more influential in the decision not to remain in Russia (only less than 5% of public companies
compared to 12% of private companies remained in the Russian market).
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Table 6

US companies from the Yale list by form of ownership and industries

Structure
by form of Number of companies by industry
ownership, %
Categories according 8| =l »
to the Yale list g o0 E

depending on the 5|¢|.8 .

position regarding the 2 % o kS

continuation of work in S& 2 g
Russia X el S| g A n °
- i s | =8| & IZ =
g ElO|5|8|2|l=2|=|8 2
2 o 2 2|/ E|E|2|5|8|3 2| =
o = < = @ | O 20| = | —~
= | 8| £ |E|2|E|€5|E2|5|2|2|3
Z & ~ ST |O|E|O|2|&E|0|Zz]|A|=
Digging In 6,63 | 4,67 12,15 (2|51 |1 (13|2|2|1]0]|0]|0O
Buying Time 9,83 | 9,67 1028 |4 |83 |2 |5|2|1]12[/0|3 |0
Scaling Back 16,46 | 1933 | 841 |20 5|59 |10|3|5|9|0|1]0
Suspension 39,56 | 42,33 | 31,78 |29 6 [18(54|30|3 |5 (8 |2|4 |2
Withdrawal 27,52 | 24,00 | 37,38 |37| 1 [11|24|13|6|8 |2 |5]2|3
In total 100,00 | 100,00 | 100,00 [ 9225|3890 |71(16|21|32|7|10|5

Regarding US public companies, 94% of the 277 companies on the Yale list have an
ESG rating. We began by analyzing the ESG indicators of US public companies over the last
5-10 years. We found that American companies that remained in Russia had, on average,
lower ESG scores than those that announced their exit (Table 7).

Average ESG rating for US public companies from the Yale List fable 7
Categories according to the Yale list depending on the position 1?;:‘;56 E3G ;a;:lai
regarding the continuation of work in Russia (2012-2022) | (2017-2022)

Digging In 43,14 51,28
Buying Time 60,61 65,31
Scaling Back 60,24 64,16
Suspension 53,81 58,10
Withdrawal 54,18 58,04
For all US public companies 55,34 59,68

However, similar to all companies on the Yale list, the highest average ESG ratings are
for companies that are postponing future planned investments/development/marketing while
continuing substantial business operations. Thus, we cannot definitively say that American
firms with the highest ESG ratings immediately left Russia following its full-scale invasion
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of Ukraine. Consequently, even in the case of American companies, the hypothesis regarding
the impact of ESG ratings on the decision to exit the Russian market was not confirmed.
Moreover, while we used the latest available ESG indicators for all companies, for American
companies, we considered the 5 and 10-year averages.

At the same time, we continued our research and discovered differences in the ESG
ratings of American companies depending on their industry and their decision to exit the
Russian market (Table 8).

Table 8
Average ESG rating (2012-2022) for US public companies from the Yale List by industry
2 2
T g2 . E
Szz2°¢ 2 = g
Sy X . | 8|8 | 8@ g8 . | Z 2
LIEFEE = 0 2, | ES 9 3 1] = 9 s
E=~SE23% | & 28 | 25| EE| E | 5 g > | &
Se £ 2 EZ Z g E2 | Eg| 28 5 2 2 ) H
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Digging In 42,22 | 4742 | 21,79 | 35,50 | 52,41 |59,86| 16,56 | 0,00 | 0,00 | 0,00
Buying Time 36,39 | 76,03 | 28,33 | 0,00 | 52,26 | 66,19 | 0,00 | 63,51 | 49,77 | 0,00
Scaling Back 55,48 | 51,09 | 42,89 | 53,68 | 61,75 | 73,17 | 68,58 | 77,83 | 78,97 | 0,00
Suspension 58,91 | 49,67 | 39,85 | 53,69 | 54,77 | 40,01 | 63,60 | 55,71 | 56,88 | 72,17
Withdrawal 57,48 | 47,77 | 31,27 | 49,19 | 53,65 | 74,02 | 57,22 | 43,77 | 77,07 | 72,23

As shown in Table 8, medical firms that completely exited Russia had, on average, higher
ESG scores than those that remained. The highest ESG scores were observed in medical
companies that only announced the cessation of new investments in Russia. This confirmed
our previous assumptions, as most medical firms stated that they were not ready to completely
withdraw from Russia for humanitarian reasons, as there are people there whom they are
not willing to leave without medical care. Only in the materials and real estate sectors did
companies that completely and irreversibly exited Russia have the highest ESG scores. In
most industries (communication services, information technology, consumer discretionary,
finance, consumer staples, and energy), the highest ESG scores were held by companies that
curtailed some significant business operations but continued others. Only industrial enterprises
had the highest ESG scores among companies that temporarily suspended most or nearly all
operations while leaving options for return open.

Thus, we concluded that the industry indeed influences companies’ decisions to exit the
Russian market, meaning that in different economic sectors, socially responsible firms made
different decisions regarding their future operations in Russia.

We decided to deepen our research to examine how US public companies from the Yale
list disclosed information about the war in Ukraine in their financial reports and whether they
disclosed it at all. We were interested in the question: “Did more socially responsible firms
provide more comprehensive disclosure regarding the Russian invasion of Ukraine, including
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their position on continuing operations in the Russian market? And if they did, what did they
focus on and what risks did they consider the most significant?”

To investigate this, we analyzed 8-K reports of companies listed on US stock exchanges.
The official name of the 8-K report is the Current Report. We obtained the 8-K reports from
the U.S. Security and Exchange Commission’s (SEC) Electronic Data Gathering, Analysis,
and Retrieval (EDGAR) system for the period from February 24, 2022, to September 1, 2022.

The 8-K reports pertain to financial statements submitted by American companies
to the SEC in the event of changes related to the ownership of securities. These reports
include information about changes in the company’s ownership structure, such as details of
acquisitions, sales, or disposals of securities, reports on changes in management or control
over the company, and events that may affect the company’s stock price or financial position.

Accordingly, companies conducting business in Ukraine and/or Russia at the time of
the full-scale invasion considered it necessary to file 8-K reports and disclose information
regarding their intentions to continue operations in Russia or exit the Russian market, as
well as all the risks involved. Such information could impact their activities and investment
attractiveness. This information was disclosed either directly in the report or in a press release
attached to the report.

Table 9
Number, ratio, and average ESG rating of US public companies from the Yale list that
disclosed (+) and did not disclose (-) information about the war in Ukraine in 8-K reports

Categories according to Number | Structure, % Average ESG rating
the Yale list depending on - + | % ()| % (+) | 10years | 10 years |5 years| 5 years
the position regarding the (2012- | (2012- | (2017- | (2017-
continuation of work in 2022) |2022) (+) | 2022) | 2022)
Russia () 0 | ¢
Digging In 4 | 8 | 5% | 4% | 53,69 37,86 | 62,63 | 45,60
Buying Time 8 |21 | 10% | 11% | 63,76 59,55 | 66,78 | 64,82
Scaling Back 11| 42 | 14% | 21% | 52,73 62,16 | 5545 | 66,39
Suspension 41 | 76 | 51% | 39% 51,29 55,12 55,50 | 59,45
Withdrawal 16 | 50 | 20% | 25% | 4044 5791 | 44,92 | 61,59
For all US public 80 | 197 | 100% | 100% | 50,88 57,04 | 55,08 | 61,44
companies

As seen in Table 9, the majority of companies (197 out of 277) disclosed information
about the war in Ukraine in their 8-K reports or in press releases attached to them. Additionally,
companies that disclosed information in their 8-K reports were less likely to remain in Russia
(4% of those who disclosed information stayed in Russia compared to 5% of those who did
not disclose information and also stayed). Furthermore, 25% of the companies that fully exited
Russia disclosed information in their 8-K reports, compared to 20% of those who exited but
did not disclose anything.

Regarding ESG ratings, on average over 10 years, companies that disclosed information
in their 8-K reports had better scores (57,04 compared to 50,88). Additionally, those who
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disclosed information and exited Russia (Withdrawal) (57,91) showed better results than
those who disclosed information but stayed (Digging In) (37,86). At the same time, we did
not observe a connection between the ESG rating among companies that did not disclose
information in their 8-K reports and the decision they made regarding Russia. We assume that
companies that did not disclose information in their 8-K reports considered it insignificant
(possibly due to low operations volume in Russia).

We also decided to investigate the specific information about the war in Ukraine that
American public companies from the Yale list included in their 8-K reports (Table 10).

Table 10
Average ESG rating for US public companies from the Yale List by type of disclosure about
the Russian-Ukrainian war in 8-K reports

Average ESG rating
Type of disclosure in 8-K reports 10 years 5 years
(2012-2022) | (2017-2022)

In principle, information about the war in Ukraine has been disclosed 57,04 61,44
The intention to leave the Russian market has been disclosed 66,03 69,42
Disclosure of impact on Q1 2022 performance 58,42 62,94
Disclosure of impact on Q2 2022 performance 42,15 46,34
Refinement of annual forecasts for 2022 61,27 65,36
Reference to sanctions 52,86 58,23
Support of humanitarian relief efforts in Ukraine 50,07 54,63
Uncertainties related to the war in Ukraine 48,88 55,09
Cautionary statements 57,62 61,58

As seen in Table 10, American public companies that disclosed their exit from Russia
in their 8-K reports had significantly higher ESG ratings over 10 years (66,03) than those
that merely disclosed information about the war in Ukraine in their 8-K reports (57,04). This
indicates that more socially responsible companies not only exited Russia but also properly
disclosed their position on fully or partially leaving the Russian market in their 8-K reports.

Companies that disclosed the impact of the war in Ukraine on their Q1 2022 results
(58,42) or updated their annual forecasts for 2022 (61,27) also demonstrated relatively higher
ESG ratings. This confirms that more socially responsible firms are more transparent about
disclosing information.

Interestingly, companies that disclosed the impact of the war in Ukraine on their Q2 2022
results (i.e., filed their 8-K reports slightly later) had significantly lower average ESG scores
than those that did so in Q1 (42,15 vs. 58,42). This suggests that more socially responsible
companies responded more quickly to the Russian aggression and promptly disclosed the
impact of the war in Ukraine on their Q1 results and expected annual performance.

We were surprised by the lower-than-average ESG ratings for companies that support
humanitarian efforts in Ukraine (50,07 vs. 57,04). On the other hand, these companies’ reports
did not contain any mention of their stance on their business in Russia, but only information
about caring for employees in Ukraine, donations to the Red Cross, temporary housing
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worldwide for Ukrainian refugees, or simply expressing sorrow over the war and the unfolding
humanitarian crisis in Ukraine. Such a public statement of solidarity with the Ukrainian
population, not accompanied by any corporate decision, is called “greenwashing.” Although
some of these companies did exit the Russian market, we believe that these companies
lacked the courage to acknowledge that Russia’s war against Ukraine is not just a conflict
in Ukraine and that the aggressor country should be punished in all ways, including through
the withdrawal of business by foreign companies from its market. Therefore, companies
practicing “greenwashing” deserve a lower ESG rating.

Closer to the average (57,62) was the ESG rating of companies that cited the war in Ukraine
as a risk factor for their operations, considering “cautionary statements,” but this was the most
formal disclosure of the fact that the war in Ukraine could impact the company’s performance.

The ESG rating was quite low (48,88) for companies that merely stated uncertainties
related to the war in Ukraine in their reports, such as concerns about the spread of the conflict
in Ukraine across Europe; fears of rising fuel and energy costs, commodity prices, increased
inflation; supply chain and labor issues, logistical chaos, or simply stating that their business
in Russia is not significant. Given that these companies conducted (or conduct) business in
Russia, they did not disclose their stance on withdrawing operations from the Russian market
in their reports. It seems that such incomplete and non-transparent information disclosure
corresponds to a low level of corporate social responsibility.

At the same time, the ESG rating of companies that cited sanctions as the reason for
their exit from Russia was significantly lower than the average (52,86 vs. 57,04). Hence, it
can be concluded that sanctions were a factor influencing the decision of American public
companies to leave Russia for less socially responsible firms. Meanwhile, more responsible
firms were guided by somewhat different reasons.

Thus, we were able to prove that more socially responsible firms were more transparent
in disclosing information about the Russia-Ukraine war. Companies with higher ESG ratings
responded more promptly to Russia’s full-scale invasion of Ukraine, updated forecasts for
future operations, and properly disclosed their position on fully or partially exiting the Russian
market in their 8-K reports.

Therefore, our research contributes to the accounting literature by combining ESG rating
studies with the literature on corporate disclosure.

Conclusions. ESG ratings have become a key tool for assessing the sustainability and
social responsibility of corporations in the modern world. Rating agencies that develop
ESG ratings play an important role in today’s business environment by providing investors,
consumers, and government bodies with means to evaluate the environmental, social, and
governance activities of enterprises. One of the leading players in this field is Refinitiv, which
has several advantages, including broad access to public information and high accuracy in
data matching. Refinitiv uses a methodology for collecting and analysing publicly available
ESG data, as well as internal research, to form 10 category ratings that are then combined to
create indicators for Environmental (E), Social (S), and Governance (G) factors.

Initially, our research aimed to determine whether socially responsible international
companies operating in Russia at the time of the full-scale invasion of Ukraine on February
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24,2022 —i.e., firms with high ESG ratings — exited the Russian market or stayed. Essentially,
we wanted to see if ESG ratings function effectively in the face of such a disaster as war. A
literature review revealed that various scholars had already questioned why some foreign
companies exited Russia while others stayed. Some researchers also explored the relationship
between ESG ratings and the decision to leave the Russian market. Given the divergent
results among scholars, we decided to conduct our study, delving deeper into how companies
disclosed such events in their reports.

We used a list of 1,385 major companies that either exited or stayed in Russia (the Yale
list), compiled by Yale University researchers. We first ensured that the factor of publicity
was not decisive for companies when deciding to exit the market of the aggressor country, as
public companies were less likely to stay in Russia but also less likely to leave the Russian
market permanently compared to private ones. We then focused on 792 public companies and
found that, on average, public companies that exited Russia had higher ESG scores than those
that chose to stay (71 compared to 62). However, considering that the highest ESG rating
(almost 72) was held by companies postponing future planned investments/development/
marketing while continuing significant business, we cannot definitively say that the most
socially responsible firms left the Russian market immediately.

Only 66% of the public companies from the Yale list had ESG scores in the Refinitiv
database, and we did not observe that the mere existence of an ESG rating influenced the
company’s decision to exit Russia. Public companies made decisions to exit Russia regardless
of whether they had an ESG rating. Additionally, we did not find a link between the ESG
Controversies Score and the decision to exit Russia.

Thus, in further research, we decided to focus solely on the ESG rating (not on the combined
rating) and also concentrated on 407 US companies, most of which are public (almost 70%),
allowing us to track indicators in Refinitiv and EDGAR. However, as with all companies on
the Yale list, we found that the highest average ESG ratings were held by public American
companies that postponed future planned investments/development/marketing while continuing
significant business. Therefore, we again cannot say that American firms with the highest ESG
ratings immediately left Russia after its full-scale invasion of Ukraine. At the same time, based
on American public companies, we concluded that the industry does impact the decision of
companies to exit the Russian market, i.e., socially responsible firms in different sectors of the
economy made different decisions regarding their continued operations in Russia.

We deepened our research by studying information from the 8-K reports of 277 US public
companies to see how they disclosed information about the Russia-Ukraine war. We found
that companies that disclosed information in their 8-K reports (197 companies) were less
likely to stay in Russia. Moreover, American public companies that disclosed their exit from
Russia in their 8-K reports had significantly higher ESG ratings over 10 years (66,03) than
those that merely disclosed information about the war in Ukraine in their 8-K reports (57,04).
This indicates that more socially responsible companies not only left Russia but also properly
disclosed their position on fully or partially exiting the Russian market in their 8-K reports.

Companies that disclosed the impact of the war in Ukraine on their Q1 2022 results
(58,42) or updated their annual forecasts for 2022 (61,27) also demonstrated relatively higher
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ESG ratings. This confirms that more socially responsible firms are more transparent about
disclosing information.

Conversely, relatively lower ESG ratings compared to the average (57,04) were observed
in American public companies that cited sanctions as the sole reason for their exit from Russia
(52,86); and practiced “greenwashing,” where their reports did not mention their stance
on their business in Russia but only information about caring for employees in Ukraine,
donations to the Red Cross, or simply expressing sorrow over the war and the humanitarian
crisis in Ukraine (50,07); or merely stated uncertainties related to the war in Ukraine in their
reports (concerns about the spread of the conflict across Europe, fears of rising energy costs,
increased inflation, supply chain and labor issues, etc.) (48,88).

Thus, we were able to prove that more socially responsible firms were more transparent
in disclosing information about the Russia-Ukraine war. Companies with higher ESG ratings
responded more promptly to Russia’s full-scale invasion of Ukraine, updated forecasts for
future operations, and properly disclosed their position on fully or partially exiting the Russian
market in their 8-K reports. Therefore, our research contributes to the accounting literature
by combining ESG rating studies with the literature on corporate disclosure.
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AwnoTtanisi. ESG-peifiTuHru 103BONSIOTH OLIHUTH €KOJIOT1YHY, COL[iaJIbHY Ta YIPABIIHCHKY AiSUTbHICTD
nianpuemMctB. Y cydacHoMy Oi3Hec-cepenoBuili poiab ESG-pedTHHTIB nonsarae B iXHbOMY MOTEHIIAMTI
CTHMYJTIOBATH KOMIIaHii 10 BIPOBAIKCHHS O1IbIN 30aTaHCOBAHUX 1 COIIANIbHO BiAMOBIAaIbHUX MPAKTHUK.
MeTor0 1ILOTO TOCIIIKEHHS € 3’sICyBaHHs CyTHOCTI Ta poii ESG-pelTHHTIB, IXHBOI METOONOTI1, a TAKOXK
JnociipkeHHs 3B’ 513Ky Mk ESG-pedTHHraMn Ta KOpHOpaTMBHUMH DINICHHSIMH B YMOBaX POCIHCBKO-
yKpaiHChKOi BiHH. [l ZOCSATHEHHS Li€i MeTH OyJo BUPILIEHO TaKi 3aBJaHHS: BH3HAYEHO CYTHICTb
ESG-peiTiHTIB Ta IXHIO pOJIb Y Cy9acHOMY Oi3HeC-CepeIOBHIII; TOCTIKEHO METOONOTII0 HOpMyBaHHS
ESG-peiiTunriB cnenianizoBaHUMH PEHTHHTOBHMH areHTCTBAMH; BUBUYEHO B3a€MO3B’ 30K Mik ESG-
pEHTHHraMH Ta KOPIIOPATUBHIMH PIlIEHHSIMH II0JJ0 BUXOJY iIHO3€MHHX KOMITaHiH 3 pOCIHCHKOr0 pHHKY MiCIS
noBHOMacmTabHoro BropraenHs Pocii B Ykpainy 24 mrororo 2022 poky. O6’exrom nocmimkeHas € ESG-
PEeHTHHTH 1HO3EeMHHX KOMITaHiH, 110 Besu 6i3Hec y Pocii cranom Ha 24 motoro 2022 poky. s mocimiKkeHHs
Oyi10 BUKOpHCTaHO fAaHi 3 0a3u Refinitiv, 310paHni mix yac craxxyBaHHs y BropnOyp3pkomy yHiBepcHTeTi
(Himeuunna) y 2022-2023 HaB4ansHOMY poili. Takoxk 3aCTOCOBaHO CITUCOK €IbCHKOTO YHIBEPCHUTETY, IO
oxorunoe pudmuzHo 1500 komnawii, ski Benu 6i3uec y Pocii cranoM Ha 24 motoro 2022 poky. [laHi 3 8-K
3BiTiB OyI10 3i0pano 3 cuctemu EDGAR Kowmicii 3 ninaux marnepis i 6ipxx CILA (SEC) 3a nepiof 3 24 moToro
mo 1 BepecHs 2022 poky. KpiMm Toro, y A0CHikeHHI 3aCTOCOBYBAJIUCS 3arajbHOHAYKOBI Ta CIeliaabHi
METOJI: CLIOCTEPEIKESHHS, aHaJli3, CHHTE3, y3aralbHeHHs, CHCTeMaTH3allis Ta MopiBHsAHHA. HaykoBa HOBU3HA
PE3yNBTATiB MOJSATae y JOBEICHHI TOTO, IO OLTBII COIiaNbHO BiAMOBINABEHI KOMITaHii JeMOHCTPYIOTh
BHIIY IPO30PICTB Y PO3KPUTTI iH(opmamii moo pociiiceko-ykpaincekoi Biftan. Kommanii 3 umumun ESG-
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pelTHHTraMy IIBUIIIE BiipearyBalii Ha IoBHOMacIuTabHe BToprHeHHs Pocii B YkpaiHy, OHOBHIIM TPOTHO3H
cBO€T MaHOYTHBOT AiSUTEHOCTI Ta YiTKO BU3HAYMIIM CBOIO ITO3HMIIO MIOZ0 MMOBHOTO UM YaCTKOBOTO BHXOMY 3
pociiiceKoro puHKY Yy 3BiTax 8-K.

Kaiouosi caoBa: ESG-peittunru, KCB, crmcox €nbpepkoro yHiBepeurery, Refinitiv, pociiicsko-
yKpaiHChKa BiiiHa, 3BiTH 8-K.

Cmamms naoitiuna 0o pedaxyii 15.03.2024
Hpuiinama oo opyxy 25.04.2024



