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Abstract
Environmental, social, and governance (ESG) issues are a key component of corporate governance, with their influence on financial markets persisting as a subject of considerable debate. This paper examines the impact of ESG on stock returns and volatility, as well as on the performance of investment portfolios. The research methodology encompasses an empirical analysis examining the effects of environmental, social, and governance factors on stock returns. Consequently, this research examines the influence of environmental, social and governance performance and controversies on two principal aspects of evaluating stock performance: stock returns and volatility. This analysis will be further developed through a sectoral approach, to identify whether ESG effects differ significantly depending on the industry in which companies operate. In addition, an important aspect of the analysis will involve exploring the spillover effects of ESG scores, focusing on their impact on the scores of other companies within the same sector, as well as on stock volatility.
The implications of ESG risk score disagreements on stock returns and volatility, as well as portfolio performance, were also examined. In the empirical study, two portfolios were constructed based on the level of disagreement between the ESG risk scores, provided by two rating agencies. The European companies were divided into quartiles, with those in the upper quartile (high disagreement) and the lower quartile (low disagreement) selected, using the standard deviation of percentile rankings as an indirect measure of the divergence between evaluators.
Comparative analysis of the contexts in Europe and South Africa demonstrates the pivotal role of regulations in shaping the outcomes of environmental, social, and governance initiatives, considering the economic and regulatory particularities of the South African market. Specifically, in the European market, portfolios with elevated ESG scores, both collectively and at the level of individual pillars, exhibited superior performance relative to portfolios comprised of stocks with lower ESG scores. Conversely, in the South African market, portfolios composed of stocks issued by companies with low ESG performance demonstrated superior risk-adjusted performance compared to those characterized by high ESG scores. 
Furthermore, the research investigated the effects of environmental, social, and governance factors on stock volatility, in the European context. The results indicate a direct relationship between ESG performance and stock volatility. Companies with high environmental, social, and governance ratings manifested increased volatility, attributable to their heightened exposure to elevated investor expectations, regulatory adjustments, and rapid reactions to news. 
Simultaneously, it was noted that the influence of ESG varies according to sector, with industries exhibiting high ESG impact experiencing the effects of regulations and shifts in investor perception more acutely. In addition to the immediate repercussions for companies and investment portfolios, the research underscores the spillover effects of ESG scores. The findings reveal a direct relationship wherein the average ESG score of a sector influences the ESG score of individual companies within that sector. This outcome suggests that European companies may undergo collective pressure to conform to the prevailing ESG standards within their respective sectors. 
The analysis indicated that variations in ESG risk assessments do not markedly affect stock returns in the European context; nevertheless, these trade-offs exert a substantial effect on stock volatility. By examining portfolios constructed based on varying levels of disagreement reveals that while the portfolio exhibiting minimal disagreement yields more favorable outcomes in certain indicators, none of the portfolios demonstrates robust performance.
In conclusion, the analysis of the European market highlighted the significant impact of ESG factors on stock returns and volatility. Portfolios with high ESG scores outperformed those with lower ESG scores. Furthermore, the analysis of discrepancies between ESG scores from different agencies showed that divergences in ESG risk assessments can influence stock volatility, emphasizing the importance of consistent evaluation. Additionally, the relationship between ESG scores of companies within the same sector revealed collective pressure to adhere to prevailing standards. In this context, the foundation of an effective ESG program lies in developing comprehensive policies that address the specific challenges identified within each company. The integration of ESG components into corporate strategies and investment decisions not only yields long-term financial benefits but also promotes the evolution of more sustainable and risk-resilient markets. 
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