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Abstract

We study the links between corporate ESG (Environmental, Social and Governance) issues and stock prices. We create ESG-related sentiment proxies
using internet search and social media data (Google and Twitter). Using these innovations in ESG measures adds to current literature relying on ESG
rankings, which are prone to misclassification. We find that companies with high ESG scores deliver low returns on average, but high short-term returns
in times of heightened ESG concerns, measured both using heightened social media interest in ESG (at the company or economy-wide level), or positive
ESG sentiment (from Twitter). While our results cannot be explained by investor sentiment (Baker and Wurgler, 2006) alone, they are consistent with
the equilibrium models of Pastor et al. (2021) and Pedersen et al. (2021)
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about ESG leads to changes in returns.

Times of heightened ESG interest (either at the
company level or economy-wide) is associated with
increased in stock prices.

o Consistent with an asset pricing model of negative
greenium: ESG positive news induce higher demand,
increasing short term returns (lowering long term
returns)

o Not consistent with Investor ESG Sentiment model.
Results imply optimism increasing in ESG, not
consistent with negative relation between ESG level
and returns.




