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Abstract

We contrast external ESG Social Pillar scores with the internal assessments of workplace
experiences of employees to analyze the authenticity of corporate social performance. We find
limited and inconsistent alignment between ESG Social Pillar scores and employee-reported
workplace satisfaction on the aggregate level as well as within subcategories of social per-
formance, which are most relevant to employees. We further find that the employee-ESG
disagreement is reflected in stock market valuations, as firms with higher disagreement dis-
play larger risk premia. Finally, we link disagreement to firms’ governance characteristics
and show that weaker governance structures tend to increase disagreements. Overall, the
findings support the role of employee-based information as a distinct internal benchmark for
assessing the authenticity of corporate social performance.
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1 Introduction

ESG scores have become an important part of how firms are evaluated by investors, stake-
holders, and external intermediaries (Friede et al., |2015; |Jang et al.l |2020; |Liu and Nemotol,
2021; |Gillan et al., [2021)). At the same time, recent evidence suggests that ESG-related dis-
agreement and ESG news can affect financial-market outcomes (Brandon et al., [2021} Zeng
et al} 2025; Derrien et al., 2025} |Ju et al., 2025)). Within these assessments, the Social pillar
score is especially important because it is intended to capture how firms manage relationships
with employees and other stakeholders. Yet compared with environmental and governance
metrics, social performance is harder to observe, less standardized, and more dependent on
qualitative judgments and firm disclosures. Furthermore, the existing and substantial dis-
agreement across ESG providers is even stronger within the Social pillar (Berg et al, 2022}
Christensen et al., [2022). As a result, a question remains unresolved: do ESG Social Pillar
scores actually reflect how firms’ social practices are experienced inside the organization, and
is this disagreement recognized by financial markets? Although the literature has greatly
improved our understanding of divergence across providers (e.g. Bergman et al., [2021; Berg
et al.l [2022), it remains unclear whether Social Pillar scores align with the assessments of
those who directly experience firms’ workplace practices. Unlike the growing literature on
disagreement across ESG rating agencies, we focus on disagreement between external Social
Pillar assessments and employees’ lived experience inside the firm.

For this reason, employees are central to this question. As internal stakeholders, they
directly experience leadership quality, workplace fairness, and daily labor conditions. Em-
ployees, therefore, possess privileged insight into workplace conditions and thus reflect the
internal realities that legitimacy theory identifies as the basis of substantive social engage-
ment (Freeman and McVea, 2001; Mitchell et al. [1997). On the other hand, employees’
perspectives are largely absent from the construction of ESG Social Pillar scores. This
omission is potentially important. Prior research has linked employees to lower turnover

rates, better leadership evaluations, and firm performance (e.g. [Huang et al., |2020; [Li and



Zhao, 2024; Welch and Yoon| [2023). Furthermore, research shows that employee satisfaction
contains value-relevant information about firms’ stock returns (Edmans, |2011; (Green et al.,
2019; Edmans et al., 2024} |Sheng, 2025)), suggesting that employee-based assessments may
provide meaningful information.

Despite the central role of employees in shaping and experiencing firms’ social practices,
to our knowledge, no study has directly examined whether ESG Social Pillar scores align
with employees’ own assessments of workplace conditions. We connect the literature on
ESG-rating disagreement with research on employee satisfaction and stock returns by exam-
ining whether divergence between external social ratings and internal stakeholder experience
contains distinct information about firms’ social performance.

If Social Pillar scores diverge systematically from employees’ lived experiences, they may
reflect external representations of social performance more strongly than substantive work-
place realities, potentially weakening the credibility of external social assessments (Walker
and Wan| [2012; Scheidler et al.; 2019). Such divergence may also matter for firm eval-
uation in capital markets. While prior work shows that disagreement across ESG rating
providers can be associated with financially relevant uncertainty (e.g. Brandon et al 2021}
Berg et al.l [2024), it remains unknown whether disagreement between employees and ESG
raters constitutes a distinct form of sustainability-related information uncertainty.

We address this question in four steps using a sample of 153 publicly listed firms from
Germany, Austria, and Switzerland covering the years 2013-2023. First, we examine whether
ESG Social Pillar ratings align with employee-reported perceptions of the workplace. Second,
we move beyond aggregate Social Pillar scores and compare more specific subdimensions on
both sides to assess whether any observed divergence is driven by aggregation or instead
reflects deeper conceptual differences in what is being measured. Third, we test whether
employee-ESG disagreement predicts subsequent stock returns by constructing portfolios
sorted on inside—outside divergence and estimating their risk-adjusted performance. Finally,

we examine whether firm-level governance characteristics are associated with different de-



grees of employee-ESG disagreement.

Across these analyses, we document a disagreement between employees’ lived workplace
experiences and externally assigned Social Pillar scores. This disagreement remains visible
even when comparing more narrowly defined subcategories, suggesting that it cannot be
explained solely by aggregation or methodological noise. We further show that firms with
greater employee-ESG disagreement earn higher subsequent abnormal returns that stan-
dard asset-pricing factors do not explain. Finally, we relate this disagreement to observable
governance and oversight characteristics, consistent with the view that internal-external di-
vergence is shaped not only by measurement challenges but also by organizational processes
that affect how workplace information is transmitted into external evaluations.

This study makes three contributions to the literature. First, it contributes to research
on corporate social performance and ESG measurement by shifting attention from disagree-
ment across external ESG providers to disagreement between external Social Pillar ratings
and employees’ lived workplace experiences. While prior work documents substantial dis-
agreement across ESG rating providers (Berg et al. 2022; (Christensen et al., 2022; |Rubino
et al.,[2026) and highlights broader concerns about sustainability rating construction (Escrig-
Olmedo et al.; 2019), research highlights the risks of symbolic social performance and corpo-
rate hypocrisy when external claims diverge from internal realities (Suchman, [1995; Walker
and Wan, [2012; Scheidler et al., |2019). We show that divergence between internal employee
assessments and external ESG ratings captures a distinct and economically meaningful form
of disagreement.

Second, the study advances stakeholder and human capital research by positioning em-
ployees not only as beneficiaries of social practices but also as credible evaluators of firms’
social performance. Prior work shows that corporate social performance shapes firms’ attrac-
tiveness to employees and influences how workers interpret organizational values (Turban and
Greening, 1997; Kruse, 2024)). Building on research emphasizing the role of internal stake-

holders and intangible resources in shaping firm outcomes (Wright et al., 2001; Barnett],



2007; |Surroca et al., 2010), we show that employee sentiment provides information about
social performance that is not captured by external ESG assessments.

Third, we contribute to the literature on non-financial information and market uncer-
tainty by showing that employee-ESG disagreement is reflected in asset prices and asso-
ciated with subsequent stock returns. Building on findings that CSR can affect firm risk
(Albuquerque et al., 2019) and that ESG-rating divergence is associated with return pat-
terns consistent with priced uncertainty (Brandon et al., 2021} Karolyi et al., 2026), we show
that the gap between internal employee assessments and external Social Pillar scores cap-
tures a distinct form of sustainability-related uncertainty. The results extend the ESG-rating
disagreement literature (Christensen et al., 2021} Berg et al., 2022; |Christensen et al., 2022)
by suggesting that inside-outside divergence may reveal information that is not reflected in

conventional ESG metrics.

2 Theoretical Background and Hypothesis Development

2.1 Employees as Internal Evaluators of Social Performance

Employees are central to this question, as they directly experience leadership quality, work-
place fairness, and daily labor conditions. Employees, therefore, possess privileged insight
into workplace conditions and thus reflect the internal realities that legitimacy theory identi-
fies as the basis of substantive social engagement (Freeman and McVea), 2001} |Mitchell et al.,
1997).

This perspective is reinforced by research on human capital and organizational perfor-
mance. FEmployees, in particular, both influence and are influenced by corporate actions
in profound ways. Strong social engagement with employees attracts high-ability workers,
fosters commitment and improves employee retention, ultimately driving organizational per-

formance (Flammer and Luo, 2017; Bode et al., 2015} |Albinger and Freeman), |2000; Wang



et al., [2009; Welch and Yoon, 2023; |Li and Zhao, 2024)). Recent research has also demon-
strated that employee reviews provide authentic, unfiltered insights into workplace realities,
making them a robust complement to ESG assessments (Briscoe-Tran, 2025). Taken to-
gether, this literature implies that employee perceptions are not only outcomes of corporate
social practices, but also informative evaluations of how those practices are experienced
inside the firm.

Moreover, as human capital and a firm’s most valuable asset, employees directly influ-
ence organizational performance, sustainability, and long-term value creation (Coff, 1997}
Campbell et al., 2012). More recent papers highlight that when firm resources are embodied
in people, sustaining advantage depends critically on retaining and motivating those individ-
uals, thereby reducing employee mobility (Campbell et al.; |2012). Authentic internal social
practices and employee identification can thus become very important for maintaining the
value of human capital.

At the same time, external ESG Social Pillar scores are typically constructed from firm
disclosures, public information, and provider-specific methodologies. This raises the possibil-
ity that external assessments capture formal policies and communicated commitments more
strongly than employees’ lived experiences. In this sense, employee evaluations provide a
useful internal benchmark for assessing whether external Social Pillar scores reflect substan-
tive workplace conditions or more symbolic representations of social responsibility (Marquis
et al., 2016, Walker and Wan| |2012).

If ESG Social Pillar scores capture firms’ underlying social performance, they should be
positively associated with employees’ own assessments of workplace conditions. This rela-
tionship may be stronger in human-capital-intensive industries, where workplace practices
and employee relations are more central to value creation and therefore more informative
about firms’ underlying social performance. In such settings, external Social Pillar scores
should more closely align with employee evaluations than in industries where social practices

are less central or less visible.



Building on these insights, we test the following hypothesis:

Hypothesis 1. Firms with higher ESG Social Pillar ratings exhibit higher levels of employee
satisfaction. This alignment is stronger in human-capital-intensive industries, where social

practices are more observable and material.

2.2 Heterogeneity in the Alignment Between ESG Social Pillar

scores and Employee Experience

On the other hand, ESG Social Pillar scores are intended to capture firms’ social conduct,
but their validity depends on how closely they reflect underlying organizational realities. In
practice, these ratings are typically constructed from firm disclosures, public information,
and provider-specific methodologies rather than from systematic stakeholder input, raising
questions about their reliability for both managers and investors (Chatterji et al., 2016;
Doyle, 2018; Hendratama et al., 2023). As a result, they may capture formal policies and
communicated commitments more strongly than employees’ lived workplace experiences.
This concern is especially relevant in the Social pillar, where many indicators are qualitative,
disclosure-based, and difficult to verify (Escrig-Olmedo et al., 2014; Christensen et al., 2022]).

A related challenge is that ESG Social Pillar scores aggregate multiple dimensions of
social performance that do not necessarily reflect the same underlying construct. These
concerns are compounded by substantial disagreement across ESG rating providers (Berg
et al., 2022; Rubino et al., |2026). Aggregate Social Pillar scores may therefore combine
workplace-related dimensions, such as labor relations or employee development, with more
externally oriented or policy-based categories.

This distinction is important because ESG providers often evaluate financially material
social risks, whereas employees assess experienced workplace conditions such as fairness, lead-
ership, voice, and daily treatment. These perspectives are related, but not identical. While

ESG metrics are widely used to guide investment and policy decisions (Friede et al., 2015}



Whelan et al., 2021)), their dependence on voluntary corporate disclosure means that what
is measured often reflects what firms choose to communicate rather than what stakeholders
actually experience. A growing literature documents that firms may use ESG disclosures
symbolically to maintain legitimacy rather than to signal substantive improvement, with
adverse consequences for stakeholder trust and perceived authenticity (Walker and Wanl,
2012; Marquis et al., |2016; |[Borusiak et al., 2024; Scheidler et al., 2019). Employees occupy
a particularly important position in this context because they directly experience many of
the social practices that ESG ratings are intended to assess, yet employee sentiment remains
largely absent from ESG rating methodologies.

If this interpretation is correct, alignment between ESG assessments and employee sen-
timent should vary systematically across dimensions of the Social pillar. Subcategories tied
more closely to employee-observable workplace conditions, such as labor management, equal-
ity, or employee development, should correspond more strongly to employee sentiment than
categories that primarily capture formal policies, compliance structures, or other externally
oriented social activities.

Accordingly, we test the following hypothesis:

Hypothesis 2. Alignment between ESG Social subcategory scores and employee sentiment
varies systematically across dimensions and is stronger for subcategories that capture employee-

observable workplace conditions.

2.3 Employee-ESG Disagreement and Market Consequences

Employee-ESG disagreement may have consequences that extend beyond measurement va-
lidity. If external ESG Social Pillar scores diverge from employees’ internal evaluations,
investors face uncertainty about whether a firm’s reported social performance reflects sub-
stantive workplace practices or more symbolic external representation. In this sense, inside—
outside disagreement can be understood as a distinct form of sustainability-related uncer-

tainty.



Prior research shows that disagreement across ESG ratings is associated with economi-
cally meaningful market outcomes. Divergence across external assessments has been linked
to higher expected returns, greater return volatility, and larger price movements, as well as
a lower likelihood of external financing, a higher cost of capital, and lower abnormal trading
volume (e.g. Brandon et al., 2021; Zhou and Mal 2024 Berg et al., [2024; |Zeng et al., [2025)).
These findings suggest that disagreement reflects not only methodological noise but also
differences in information precision across firms. Building on classic information economics,
uncertainty arising from noisy or conflicting signals increases information risk, which markets
may price (e.g., [Easley and O’hara, 2004). This channel predicts a persistent return pre-
mium tied to firms that are genuinely difficult to evaluate, as the uncertainty is resolved only
gradually as internal information diffuses into prices. Employee-ESG disagreement may rep-
resent a particularly informative version of this problem because it captures inconsistency
between internal experience and external representation rather than disagreement among
external evaluators alone.

A related interpretation is that such disagreement may also signal symbolic rather than
substantive social practices (Walker and Wan|, 2012; |Scheidler et all 2019). When exter-
nal Social Pillar scores are not matched by employees’ lived experiences, disagreement may
weaken the credibility of corporate social claims and indicate difficulties in the implementa-
tion of social policies. To the extent that investors interpret this divergence as evidence of
fragile legitimacy or internal organizational problems, disagreement may also be associated
with less favorable market outcomes.

Overall, we expect employee-ESG disagreement to be relevant for financial markets be-
cause it reveals uncertainty about the extent to which external social-performance signals
reflect underlying workplace realities. Since employees have privileged access to these reali-
ties, disagreement that incorporates employee sentiment may provide a sharper signal than
disagreement across ESG rating agencies alone. The two interpretations generate oppos-

ing predictions: the information-risk channel predicts higher subsequent returns for high-



disagreement firms, as investors demand compensation for opacity; the legitimacy-penalty
channel predicts lower returns, as investors discount firms whose social credibility is in ques-
tion. Distinguishing between them is an empirical question we will address.

Accordingly, we test the following hypothesis:

Hypothesis 3. Employee-ESG disagreement is associated with subsequent stock returns.

The remainder of the paper is organized as follows. Section 3 proceeds with the data
creation, structure, and descriptive statistics. In Section 4, we illustrate the methodology
used for our model. Section 5 shows the results, and finally, the paper concludes with Section

6.

3 Data

To address whether ESG Social Pillar ratings authentically reflect employees’ workplace expe-
riences and whether disagreement between internal and external assessments carries financial
consequences, we constructed a unique unbalanced panel dataset combining employee reviews
from Kununu with ESG Social Pillar scores from three major providers—MSCI, Bloomberg,
and LSEG Data & Analytics—together with firm-level financial and stock-return data from
LSEG Data & Analytics. The sample comprises 153 publicly listed firms in Germany, Aus-
tria, and Switzerland, spanning the period from 2013 to 2023. After aggregating the reviews
per month, the sample corresponds to 1656 firm-month observations (where all the informa-
tion needed was present).

Employee perceptions are captured through Kununu, the largest employer-review plat-
form in the German-speaking area (DACH region). Kununu allows current and former
employees to anonymously evaluate their workplace across several social dimensions on a
1-5 Likert scale. These evaluations include an overall workplace satisfaction score (KCogq) as

well as detailed subcategories such as teamwork, leadership quality, work-life balance, and
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equality (ICsyup). In addition to numeric ratings, the platform collects qualitative comments
offering further context on organizational culture and management quality. A detailed de-
scription of the variables and a sample of a Kununu review can be found in the Appendix
and [A2).

ESG Ratings are obtained from MSCI, LSEG Data & Analytics, and Bloomberg—three
leading ESG data providers widely used in academic and investment research (Hendratama
et al., 2023). Each provider aggregates firm-reported indicators into standardized Social
pillar scores, but their scope and weighting schemes differ considerably. MSCI provides an
industry-adjusted score on a 0-10 scale, subsequently mapped into letter grades (AAA-CCC).
LSEG applies a hierarchical structure that aggregates more than 180 metrics into pillar-level
scores (0-10) and includes a disclosure score rewarding transparency. Bloomberg compiles
over 600 individual indicators into a 0-100 composite score and a controversies index cap-
turing negative events. To ensure comparability with the Kununu scale, all ESG scores are
linearly rescaled to a 1-5 numerical range. This transformation standardizes scales without
changing their conceptual meaning, enabling consistent analysis of internal-external align-
ment and cross-provider disagreement.

Because Kununu and ESG databases do not share a common identifier, firms are matched
using probabilistic record-linkage procedures (Wasi and Flaaen, 2015). Matches are deter-
mined based on company name, country, and year, with ambiguous cases manually verified.
Once confirmed, ISIN codes are used to integrate MSCI, Bloomberg, and LSEG scores. Fol-
lowing standard practice in crowd-sourced data research (Gimpl, 2024; Surowiecki, n.d.), we
retain only firms receiving at least three employee reviews per month to ensure reliability.

Lastly, firm-level accounting and market data are drawn from LSEG Data & Analytics to
control for organizational characteristics and to analyze financial implications. Control vari-
ables include return on assets (ROA), return on equity (ROE), total assets, and total debt,
capturing profitability, size, and capital structure. Monthly stock prices and market capital-

izations are used to compute returns for the portfolio analysis. To examine whether firms
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with greater employee-ESG disagreement earn different risk-adjusted returns, we download
the European monthly factors from the Kenneth R. French data library created by [Fama
and French (2015), which controls for exposures to market, size, value, profitability, and
investment factors.

reports descriptive statistics for the main variables. Kununu’s aggregated em-
ployee ratings (Kugq) show a relatively high mean of 3.75 on a 1-5 scale, suggesting that
employees generally evaluate their employers positively. In contrast, ESG ratings vary more
strongly across providers: MSCI (Syscr) has a score of 2.99, Bloomberg (Spioomperg) as-
signs lower average scores (2.27), while LSEG (Spsgq) scores are higher on average (3.93).
The financial control variables exhibit substantial variation, consistent with a heterogeneous
sample covering firms of different sizes and profitability. The table also reports the two
disagreement measures, which capture the cross-source disagreement in different social as-
sessments. The first includes both employee and ESG ratings, while the second excludes
employee input and reflects disagreement across ESG providers only. These indicate that,
on average, there is meaningful but not extreme variation in how different sources evaluate
firms’ social performance, with somewhat greater disagreement when employee assessments
are included.

The heatmap in visualizes the correlation structure between employee satisfac-
tion dimensions and ESG Social Pillar ratings. The Kununu subcategories exhibit strong
positive correlations with one another, which indicates high internal consistency among em-
ployee perceptions of workplace quality. In contrast, the correlations between these employee-
based indicators and the Social Pillar scores from MSCI, LSEG, and Bloomberg are weak
and heterogeneous. MSCI’s scores display small positive associations with employee ratings,
while those of LSEG and Bloomberg are close to zero or even slightly negative. This visual
pattern shows the first evidence of a systematic disagreement between internal employee
assessments and external ESG evaluations, suggesting that the Social Pillar ratings of ma-

jor data providers capture different dimensions of corporate “social” performance than those
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Table 1: Descriptive Statistics

count mean sd min max
Kaggr 1656 3.75 0.71 1.17 5.00
Smscr 1656 2.99 0.62 1.38 5.00
SLSEG 1656 3.93 0.81 1.00 5.00
SBloomberg 1656 2.27 0.69 1.00 5.00
Employee Benefits Score 1656 4.84 1.84 0.00 8.00
Pre-tax Return on Assets (%) 1656 4.98 6.86 -34.64 29.04
Return on Equity (%) 1656 14.83 21.77 -96.76 336.04
Total Assets ($) 1656  6.61e+10 1.51e+11 1.32e+08 1.34e+12
Total Debt Outstanding ($) 1656  2.00e+10 4.51e+10 0.00 2.74e+11
Disagreement including Kununu 1656 0.98 0.28 0.11 1.64
Disagreement of only ESG providers 1656 1.00 0.36 0.06 1.81

Note: This table reports descriptive statistics for the main variables used in the analysis. Kununu employee
sentiment (KCoqqr-) shows generally positive workplace evaluations, while the three ESG Social pillar ratings
exhibit substantial differences in levels and dispersion, reflecting variation in providers’ measurement ap-
proaches. Financial performance indicators display wide ranges consistent with heterogeneity across firms.
The two disagreement measures capture disagreement in social assessments: the first includes employee sen-
timent, and the second reflects disagreement only among ESG providers. Their distinct distributions indicate
that inside—outside disagreement represents a separate source of variation beyond cross-provider divergence.

experienced by employees.

4 Methodology

Our empirical approach proceeds in three stages corresponding to the hypotheses developed
above. First, we assess whether ESG Social Pillar ratings reflect employees’ internal work-
place perceptions by estimating panel regressions with firm-fixed effects, and whether this
is different across aggregated sectors. Second, we analyze whether the degree of alignment
differs across specific dimensions of social performance by disaggregating both ESG subcom-
ponents and employee subratings. Finally, we analyze whether disagreement between inter-
nal and external assessments is associated with systematic return differentials unexplained
by standard risk factors, by constructing portfolios sorted on the degree of employee-ESG
disagreement and estimating their performance using the Fama—French five-factor model

(Fama and French, 2015).
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Figure 1: Heat Map Correlation
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Note: Heat Map Correlation between external ESG Social Pillar scores and employee-based dimensions.
Circle color indicates the direction of correlation (blue = positive, red = negative, white = 0), while circle
size indicates its magnitude (larger = stronger correlation).

Social Pillar ratings and Employee Satisfaction

To examine whether ESG Social Pillar ratings reflect employees’ internal workplace percep-
tions (Hypothesis 1), we estimate firm fixed-effects panel regressions at the firm—month level

and test whether the association differs across industries:

Kir = B Spittariye) + 7' Xy + i + €, (1)

where K;; denotes the monthly average of Kununu employee ratings for firm 7 in month
t, and Spiyariye) 1S the rescaled annual Social Pillar score from ESG provider pillar €
{MSCI, LSEG, Bloomberg} corresponding to calendar year y(¢) that contains month ¢. The
control vector X;; includes the Employee Benefits Score observed at the firm-month level,
as well as firm fundamentals reported annually (Pretax ROA, ROE, Total Assets, and Total

Debt Outstanding) that are assigned to each month within the corresponding calendar year.
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i denotes firm fixed effects and ¢;, is the error term. Standard errors are clustered at
the firm level. In the baseline, we exclude month fixed effects because the ESG Social
Pillar scores vary annually; however, we report specifications with month fixed effects in
the Appendix. Assigning annual variables to months allows us to exploit higher-frequency
variation in employee sentiment while maintaining temporal consistency across explanatory
variables, which is also required for the monthly portfolio tests in Hypothesis 3.
Furthermore, to test whether alignment is stronger in human-capital-intensive industries,
we augment the baseline specification with an interaction between the Social Pillar score and

an indicator HC; for human-capital-intensive sectors:

’Ci,t = ﬂ Spillar,i,y(t) + Q(Spillar,i7y(t) X HC’L) + ’)/Xi,t + 12 + Eit- (2)

The interaction term identifies whether the slope of Sy, differs between human-capital-

intensive and asset-intensive industries.

Disaggregating subcategories

To test whether the alignment is concentrated in particular dimensions of social performance
(Hypothesis 2), we pursue a two-step strategy.
First, we regress the monthly average of employee reviews on ESG sub-dimensions while

controlling for the overall Social Pillar score:

’Ci,t = 5185ubcat,i,y(t) + BQSpillar,i,y(t) + f}//Xi,t + 223 + Eit- (3)

This specification evaluates whether provider-specific sub-scores (e.g., MSCI: Human Capital
Development, Labor Management, Supply Chain; LSEG: Workforce, Human Rights, Com-
munity, Diversity and Opportunity, etc.) explain variation in employee satisfaction beyond
the aggregate pillar score.

Second, we disaggregate the employee side by estimating separate regressions for each

15



Kununu review sub-dimension Kgypearit (€.8., atmosphere, communication, teamwork, lead-

ership, work-life balance, equality, career opportunities):

’Csubcat,i,t = ﬁlssubcat,i,y(t) + 52’Spillar,i,y(t) + VIXi,t + 9% + Eit- (4)

Together, these models assess whether ESG providers capture specific workplace dimensions
reported by employees, or whether disagreement persists even at a more granular level. All
specifications include firm fixed effects and the same set of controls, with standard errors

clustered at the firm level.

Stock Market Implications of Disagreement

To test whether the disagreement between employee and ESG ratings is associated with
differences in subsequent stock performance (Hypothesis 3), we analyze the return behavior
of portfolios sorted by the degree of disagreement.

The degree of disagreement is captured by the cross-source disagreement in social assess-
ments, which measures the extent to which internal and external evaluations diverge at the
firm—month level. Formally, for each firm 7 in month ¢, the degree of disagreement is defined

as the standard deviation of the available social performance indicators:

Nit

1 _
Div =\ 37 2 (S - Sit)’, (5)

J=1

where S;;; denotes the standardized Social Pillar score assigned to firm ¢ in month ¢ by source
7, S;; is the mean of these scores, and Nj; is the number of non-missing sources for firm ¢
in month t. We require N;; > 2 for D;; to be defined. Higher values of D;; indicate greater
disagreement between the different assessments of a firm’s social performance.

We construct two variants of this measure that differ in the set of sources included. The

first, DESCK | is computed using all available Social Pillar scores from Kununu and the three
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ESG providers (MSCI, LSEG, and Bloomberg), and therefore captures total disagreement
across internal (employee-based) and external (ESG-based) perspectives. The second, DESC,
is computed analogously but includes only the three ESG ratings and excludes Kununu.
Comparing DESSK and DESC allows us to isolate the incremental disagreement attributable
to employees’ internal assessments, while acknowledging that the number of contributing
sources can vary across firm—month observations.

In empirical asset pricing, the standard approach to test whether a firm characteristic is
associated with expected returns is to sort firms into portfolios based on that characteristic
and examine whether high-minus—low portfolios earn differential risk-adjusted returns (e.g.,
Fama and French, |1993] 2015). Portfolio sorts are widely used because they allow researchers
to aggregate noisy firm-level returns, isolate the effect of the characteristic of interest, and
generate time series that can be evaluated using factor models. This approach has been
applied to characteristics such as investment, profitability, intangibles, governance quality,
and, more recently, ESG disagreement (e.g., Brandon et al., 2021). Following this well-
established methodology, we evaluate whether firms with high disagreement between internal

and external social assessments earn systematically different returns than firms with low

disagreement.

Portfolio construction. Each month, ¢, firms are sorted into three portfolios (terciles)
based on the cross-sectional distribution of the disagreement measure D;,. Taking DESGK
as the baseline, the first tercile (Low) contains firms whose employee and ESG assessments
are more closely aligned, while the third tercile (High) represents firms with the strongest
disagreement between internal and external evaluations. For each tercile, we form one-month-
ahead portfolio excess returns. Two weighting schemes are applied: (i) equal-weighted (EW)
portfolios, where each firm receives the same weight, and (ii) value-weighted (VW) portfolios,

where firms are weighted by their market capitalization.

The resulting time series of portfolio excess returns are denoted by Riw and R}I/tw for
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terciles ¢ € {1,2,3}, and the high-minus—low long—short spread is defined as:

RES = Ry, — Ry, (6)

We repeat this procedure for both DESSK and DESC to assess whether the pricing of dis-

agreement is stronger when employee disagreement is explicitly incorporated. To ensure
comparability across terciles over time, we retain only months in which returns can be com-

puted for all three terciles.

Risk-adjusted return estimation. To assess whether high-disagreement portfolios earn
abnormal returns, we estimate Fama-French five-factor time-series regressions with het-
eroskedasticity and autocorrelation-consistent (Newey—West) standard errors (lag 3) (Fama

and French, [2015)):

Ry, = a, + BpMKT; + 5,SMB; + 5,HML; + 3, RMW, + 5,.CMA; + €4, (7)

where R, is the monthly excess return of portfolio ¢, and the factors capture market, size,
value, profitability, and investment effects. The intercept o, measures abnormal performance
unexplained by standard risk factors. A positive and statistically significant « for the high-
minus-low spread indicates that firms with stronger employee-ESG disagreement earn higher
expected returns, consistent with sustainability-related information uncertainty.

All portfolio returns are measured one month after the disagreement observation to ensure
proper temporal ordering and avoid look-ahead bias. ESG ratings are updated annually,
while employee ratings vary monthly. We therefore assign each firm’s annual ESG score
to all months within that calendar year and combine it with the corresponding monthly
employee data to compute the disagreement measures DECX and DESY at the firm—month
level. The resulting measure reflects all information available to investors at the end of

month ¢, while portfolio returns are realized in month ¢ + 1.
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Governance and disagreement To shed light on organizational correlates of employee-
ESG disagreement, we examine whether within-firm variation over time in governance and
oversight characteristics is associated with variation in the disagreement measure. Gover-
nance variables are observed at the fiscal-year level, while disagreement is defined at the
firm-month level. We therefore estimate firm fixed-effects regressions at the firm—month fre-
quency, assigning each firm-year governance value to all months within the corresponding
fiscal year:

Dy =0Giyu + VX + Ay(t) + i + Eigs (8)

where D, ; denotes firm i’s disagreement in month ¢ (see , Gy is a governance
characteristic measured for fiscal year y(t) (e.g., board and committee activity, nomination
committee independence indicators, auditor characteristics, or fee measures), and X;; is a
vector of controls as in the equations in Hypothesis 1 and 2. pu; denotes firm fixed effects
and Ay« year fixed effects. Standard errors are clustered at the firm level. To avoid multi-
collinearity among governance indicators and to facilitate interpretation, we run a separate

analysis for each governance variable.

5 Results

This section presents the empirical tests of our three hypotheses on the relationship between
internal employee perceptions and ESG ratings. We first assess whether ESG Social Pillar
ratings (and sub-pillars) reflect employees’ lived workplace experiences, and finally analyze
whether this disagreement has financial consequences in the form of abnormal returns.

In line with the notion that ESG assessments may not fully capture firms’ internal con-
ditions, the analysis reveals limited alignment between employee-reported satisfaction and
Social Pillar scores, and occasionally a negative association. These findings motivate further
investigation into whether this disagreement—interpreted as sustainability-related informa-

tion uncertainty—correlates with abnormal returns unexplained by standard risk factors.
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Do ESG Social Pillar ratings reflect workplace realities?

reports the firm-fixed-effects regressions testing whether external ESG Social Pillar
ratings reflect employees’ internal workplace perceptions—thus providing the empirical test
of Hypothesis 1.

Across models, the association between external Social Pillar scores and employee sat-
isfaction is weak and generally not statistically distinguishable from zero. MSCI’s Social
Pillar score is positive but insignificant, LSEG’s Social Pillar score is negative and likewise
insignificant. Bloomberg’s Social Pillar score is the only provider with a positive but slightly
significant coefficient. Overall, the baseline evidence provides little support for the view
that externally assigned Social Pillar scores systematically capture employees’ workplace
experiences.

Importantly, the control for employee benefits is consistently positive and highly signifi-
cant across all models (8 ~ 0.231-0.233, p < 0.001). This confirms that the dependent vari-
able behaves as theoretically expected with respect to a concrete workplace-quality predictor,
providing a strong validity check for the Kununu-based measure of employee satisfaction.

investigates whether the association between external Social Pillar ratings and
employee satisfaction differs between human-capital-intensive and asset-intensive industries,
as anticipated in Hypothesis 1. If external raters captured workplace conditions more ac-
curately in sectors where employee-related dynamics are more salient, we would expect a
stronger positive relationship in human-capital-intensive industries.

The results provide little evidence of such heterogeneity. Overall, introducing sectoral
heterogeneity does not materially improve the correspondence between external Social Pillar
ratings and employees’ workplace perceptions. Consistent with the baseline models, employee
benefits remain strongly positive and highly significant across specifications (p < 0.001),
confirming the validity of the employee satisfaction measure. Taken together, these findings
do not support Hypothesis 1: ESG Social Pillar ratings do not reliably track employees’ lived

workplace experiences, and this disagreement persists across industry types.
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Table 2: Regressions: Sggq Vs Kaggr

Dependent variable: Kyg4r

Model 1 Model 2 Model 3
Syvscr 0.070
(1.13)
S1sEG -0.073
(-1.08)
SBloombe’/‘g 0.100*
(1.81)
Employee Benefits Score 0.233*** 0.231*** 0.232%**
(14.93) (15.03) (15.08)
Pre-tax Return on Assets (%) 0.005 0.004 0.005
(0.62) (0.58) (0.61)
Return on Equity (%) -0.002* -0.002** -0.002**
(-1.99) (-2.14) (-2.12)
Total Assets (9) 0.000 0.000 0.000
(0.38) (0.50) (0.17)
Total Debt Outstanding ($) 0.000 0.000 0.000
(0.62) (0.63) (0.76)
Constant 2.319*** 2.816*** 2.318***
(10.48) (10.06) (15.13)
Model Statistics
N 1656 1656 1656
AIC 2237.823 2237.899 2235.112
BIC 2264.884 2264.960 2262.173

Notes: This table reports firm fixed-effects panel regressions testing whether external ESG Social Pillar
scores reflect employees’ internal workplace perceptions. The dependent variable, ICy g4, denotes the aggre-
gated monthly employee satisfaction score from Kununu. The main independent variables are Social Pillar
ratings from MSCI, LSEG, and Bloomberg, respectively. All models include firm fixed effects and control for
return on assets (ROA), return on equity (ROE), total assets, total debt, and employee benefits. Coefficients
on ESG Social scores indicate the degree of alignment between external and employee-based assessments of
firms’ social performance. Standard errors are clustered at the firm level. T-statistics are in parentheses.
Statistical significance levels are denoted as *p < 0.10, **p < 0.05, and ***p < 0.01.
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Table 3: Regression: S,qqr Vs Kqggr by human-capital-intensive industries vs asset-intensive
industries

Dependent variable: K44

Model 1 Model 2 Model 3
Syvscr 0.064
(0.80)
Srsea -0.052
(-0.76)
SBloomberg 0.172**
(2.23)
Human-capital-intensive x Social Pillar Score 0.013 -0.052 -0.165
(0.11) (-0.32) (-1.52)
Employee Benefits Score 0.231%* 0.229*** 0.229***
(14.70) (14.85) (14.70)
Pre-tax Return on Assets (%) 0.004 0.003 0.002
(0.43) (0.39) (0.30)
Return on Equity (%) -0.001* -0.001** -0.001**
(-1.91) (-2.06) (-2.07)
Total Assets ($) 0.000 0.000 0.000
(0.38) (0.45) (0.12)
Total Debt Outstanding ($) 0.000 0.000 0.000
(0.60) (0.66) (0.79)
Constant
2.324%** 2.842%** 2.339***
(10.22) (8.32) (14.44)
Model Statistics
N 1616 1616 1616
AIC 2184.983 2184.936 2178.212
BIC 2217.309 2217.263 2210.538

Notes: This table reports regressions testing whether the relationship between external ESG Social Pillar
scores and employee satisfaction (KCyg4-) varies across industries. The main independent variables are the
Social Pillar scores from MSCI, LSEG, and Bloomberg, respectively. To assess heterogeneity across sectors,
we interact each Social Pillar score with an indicator for human-capital-intensive industries, which include
Communication Services, Consumer Discretionary, Consumer Staples, Health Care, and Information Tech-
nology. Asset-intensive industries (Energy, Financials, Industrials, Materials, and Real Estate) serve as the
reference group. All models include firm-level controls (ROA, ROE, total assets, total debt, and employee
benefits). Coefficients on the interaction terms indicate whether the strength or direction of ESG-employee
alignment differs by industry. Standard errors are clustered at the firm level. T-statistics are in parentheses.
Statistical significance levels are denoted as *p < 0.10, **p < 0.05, and ***p < 0.01.
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Do ESG Social sub-categories capture workplace realities?

We next examine whether specific components of the ESG Social Pillar provide a more
accurate reflection of employees’ workplace experiences. presents regressions of
aggregated employee satisfaction (KCygq,) on the ESG sub-dimensions we have available. The
results reveal substantial heterogeneity across rating providers and subcategories, indicating
that the observed disagreement is not an artifact of aggregation alone but extends to the
underlying dimensions of social performance.

For MSCI, the overall Social Pillar score is strongly positive and statistically significant
in the various specifications. However, the core sub-scores move in the opposite direction.
This pattern suggests that disaggregating MSCI’s Social assessment does not yield clearer
alignment with employees’ workplace perceptions. The number of observations is much
smaller in the MSCI subcategory analysis because MSCI subcategory fields are frequently
missing or unpopulated, which sharply reduces the usable firm-month sample. By contrast,
the LSEG specification shows generally weak and mostly insignificant relationships across
subcategories. The overall LSEG Social Pillar score is statistically indistinguishable from
zero, and most sub-dimensions are likewise not significant. To investigate alignment more

directly, we disaggregate both sides of the analysis and regress each Kununu subcategory on

ESG sub-dimensions (Appendix [Table A3|and [Table A4)). For MSCI, the appendix results do

not point to broad insignificance; rather, the overall Social Pillar score is frequently significant
across Kununu dimensions, while the MSCI sub-scores (Human Capital Development, Labor
Management, Supply Chain) often enter with negative and significant coefficients, suggesting
an internally mixed pattern rather than clear alignment. LSEG subcategories produce more
variation, with a handful of significant associations across workplace dimensions, but the
overall alignment remains fragmented and inconsistent.

Overall, the subcategory findings suggest that the disagreement documented in Hypoth-
ests 1 is not simply a conceptual gap between risk-based ESG assessments and experience-

based employee evaluations. While such a scope difference could explain weak aggregate
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alignment, the disaggregated tests in Hypothesis 2 reduce this ambiguity by comparing
more closely matched dimensions. The results show a more nuanced picture: several ESG
sub-dimensions are statistically related to specific workplace outcomes, but the pattern is
fragmented and sometimes counterintuitive—most notably, overall Social Pillar scores can
load positively while closely related sub-scores enter with negative coefficients, and provider-
specific subcomponents matter in some workplace domains but not others. Thus, even when
focusing on categories where external raters and employees should, in principle, capture sim-
ilar underlying constructs, the correspondence is not systematically stronger or consistently
signed. This points to a substantive and provider-dependent disagreement rather than a
pure measurement-scope artifact.

This evidence directly motivates the test in Hypothesis 3, which predicts that disagree-
ment—whether interpreted as symbolic social performance or as information uncertainty—should
be reflected in expected returns. If investors discount firms whose external ESG represen-
tations are inconsistent with internal realities, high-disagreement firms should earn lower
expected returns (a legitimacy penalty). Conversely, if markets interpret divergence as in-
formation risk, high-disagreement firms should earn a return premium to compensate for the
opacity surrounding their true social engagement. The following section evaluates which of

these mechanisms dominates in financial markets.

Does Disagreement Affect Market Valuation?

The analyses above documented a systematic divergence between employee-reported work-
place conditions and externally assigned ESG Social Pillar scores. Hypothesis 3 posits that
this disagreement may have financial consequences because it creates uncertainty about
whether external social assessments reflect firms’ underlying workplace realities. To the
extent that investors attach return consequences to this uncertainty, firms with greater
employee-ESG disagreement should exhibit different subsequent stock-return patterns.

Table 5| reports portfolio-sort results based on DESSK | which captures disagreement
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Table 4: Regression: Sgypcategories VS Kaggr

Dependent variable: K44,

Model MSCI Model LSEG
Smscr 1.205**
(3.08)
Human Capital Development Score (MSCI) 0.022
(0.14)
Labor Management Score (MSCI) -0.456***
(-10.85)
Supply Chain Score (MSCI) -0.654***
(-5.49)
SLsec -0.177
(-1.41)
Workforce Score (LSEG) -0.008
(-0.10)
Human Rights Score (LSEG) 0.042
(0.90)
Community Score (LSEG) -0.001
(-0.02)
Health and Safety Policy Score (LSEG) -0.130
(-0.87)
Diversity and Opportunity Score (LSEG) 0.025
(0.56)
Employee Health and Safety Team Score (LSEG) 0.033*
(1.71)
Employee Turnover Score (LSEG) 0.079*
(1.86)
Flexible Working Hours Score (LSEG) 0.010
(0.49)
Daycare Services Score (LSEG) -0.001
(-0.04)
Internal Promotion Score (LSEG) -0.012
(-0.53)
Employee Benefits Score 0.142*** 0.219***
(12.73) (11.84)
Pre-tax Return on Assets (%) 0.020 0.011
(0.64) (1.65)
Return on Equity (%) -0.002 -0.001***
(-0.22) (-2.95)
Total Assets ($) 0.000 -0.000
(1.63) (-0.40)
Total Debt Outstanding ($) -0.000 0.000
(-0.60) (1.13)
Constant 1.296 3.234***
(1.95) (4.43)
Model Statistics
N 88.000 1308.000
AlIC 137.510 1683.785
BIC 149.897 1761.429

Notes: This table reports panel regressions testing whether specific ESG Social sub-dimensions explain
employees’ aggregated workplace satisfaction (Kygqr). Model 1 uses MSCI sub-scores—Human Capital De-
velopment, Labor Management, and Supply Chain—alongside the overall MSCI Social Pillar score. Model 2
uses LSEG (Refinitiv) sub-scores—Workforce, Human Rights, Community, Diversity and Opportunity, and
related indicators—alongside the LSEG Social score. All regressions include firm-level controls (ROA, ROE,
total assets, total debt, and employee benefits). Coefficients on the sub-scores indicate whether particular
ESG categories correspond to higher employee-reported satisfaction, capturing the dimension-specific align-
ment between external ESG evaluations and internal workplace perceptions. Standard errors are clustered
at the firm level. T-statistics are in parentheses. Statistical significance levels are denoted as *p < 0.10,

**p < 0.05, and ***p < 0.01.



between Kununu and the three ESG providers. For each portfolio, we estimate Fama—
French five-factor time-series regressions and report heteroskedasticity- and autocorrelation-
consistent (Newey—West, lag 3) standard errors. The pattern is consistent with the view that
employee-ESG disagreement captures sustainability-related information uncertainty. Firms
in the highest-disagreement tercile earn substantially higher subsequent returns than those
in the lowest tercile. The high-minus—low long—short spread yields a positive and statisti-
cally significant alpha of about 1.9% per month under equal weighting and about 1.2% per
month under value weighting. These magnitudes are economically meaningful and remain
after controlling for market, size, value, profitability, and investment factors, indicating that
the return premium is not explained by standard asset-pricing exposures.

The difference between equal- and value-weighted results provides additional insight.
Equal-weighted portfolios place greater weight on smaller firms, whereas value-weighted port-
folios are dominated by larger firms. The stronger alpha in the equal-weighted specification
suggests that the return premium is most pronounced among smaller firms, where investors
may have fewer alternative information sources and where internal-external inconsistency
may generate greater uncertainty. In value-weighted portfolios, the premium persists but
is attenuated, consistent with the idea that larger firms’ disclosures, visibility, and analyst
coverage partially mitigate these information frictions.

further sharpens the interpretation by showing that the return premium disap-
pears when disagreement is calculated using only external ESG providers, DZ5¢. ESG-only
disagreement does not produce statistically significant abnormal returns under either weight-
ing scheme when inference is based on Newey-West standard errors. The comparison between
the two measures highlights the informational role of employees’ insider assessments: only
when disagreement incorporates employee sentiment does disagreement forecast abnormal
returns. This finding suggests that employee-based assessments contain information about
firms’ internal social conditions that is not fully reflected in ESG ratings and may not be

immediately incorporated into prices. Overall, the sign and pattern of these results — a
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positive premium concentrated among smaller firms, absent when employee assessments are
excluded — is more consistent with the information-risk channel than with a legitimacy
penalty.

To further understand the organizational sources of this pattern, we next examine whether

firms with high disagreement share distinctive governance characteristics.

Governance characteristics associated with employee—ESG disagree-

ment

To better understand the abnormal return premium documented for firms in the highest
disagreement tercile, we examine whether variation in the variable disagreement D;; is sys-
tematically related to observable board and audit characteristics. Table[7]reports firm fixed-
effects regressions in which governance variables are entered one-at-a-time. The descriptive
statistics for the governance tables are presented in the Appendix [Table Aj]

Several patterns emerge. First, disagreement dispersion is lower when the nomination
committee chair is non-independent. The indicator Nominating Committee Chair Inde-
pendence (equal to one when the chair is not independent) is negatively associated with
Dy (coefficient = —0.212, p < 0.01), implying that within firms over time, years with an
independent chair are associated with higher dispersion in social disagreement. One interpre-
tation draws on the informational role of boards. Theory emphasizes that more independent
boards can be tougher monitors but also depend on management for firm-specific informa-
tion, which can affect managers’ disclosure incentives (Adams and Ferreira, [2007; |Adams
et all 2010). If greater board independence coincides with higher information acquisition
costs or weaker access to soft internal information, it may not necessarily improve alignment
in domains where underlying conditions are difficult to observe externally. Consistent with
this view, Duchin et al.| (2010) show that the benefits of outside directors depend on the cost
of acquiring information; when information is costly to obtain, greater independence need

not translate into better outcomes and may instead be associated with greater informational
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frictions.

Second, audit-related intensity appears economically relevant. A higher number of audit
committee meetings is associated with lower disagreement dispersion (8 = —0.024, p < 0.01),
consistent with evidence that more active audit committees improve reporting quality and
reduce information asymmetries (Xie et al. 2003; Karamanou and Vafeas, 2005).

Third, board experience variables show modest but consistent associations. Greater
average director tenure and average independent director tenure are negatively related to D;,
at the 10% level, indicating that more experienced boards are associated with lower dispersion
in disagreement. One interpretation is that longer-tenured directors accumulate firm-specific
knowledge and develop a deeper understanding of internal organizational processes, thereby
facilitating a more coherent translation of internal stakeholder information into externally
observable ESG assessments. This pattern is consistent with the view that longer tenure
increases firm-specific knowledge and improves the board’s ability to process information
(Vafeas, 2003). At the same time, prior work shows that very long tenure can reduce director
independence and effectiveness (Vafeas, 2003} Huang and Hilary, [2018]).

Taken together, the governance comparisons provide additional context for the return
results in [Table 5| Disagreement between employees’ internal evaluations and external ESG
scores appears to reflect more than a purely mechanical difference in measurement. Instead,
the observed associations are consistent with the view that internal-external disagreement
is shaped, at least in part, by organizational processes related to oversight, reporting, and
the internal transmission of workplace information. This interpretation aligns with our
broader finding that firms with greater inside—outside disagreement earn higher subsequent
abnormal returns. While these governance tests are not designed to establish causality, they
suggest that the information captured by employee-based assessments may be linked to firm

characteristics that affect how internal realities are translated into external ESG evaluations.
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Table 5: Portfolio Returns Sorted by Employee-ESG Disagreement using Fama-French 5-factors and HAC standard errors

Equally-weighted portfolio

Fama French 5-factors regressions

Value-weighted portfolio

Tercile 1 Tercile 2 Tercile 3  Long- Tercile 1 Tercile 2 Tercile 3  Long-
short short

portfolio portfolio

Alpha (Abnormal Return) -0.0134*** - 0.00519  0.0186***  -0.00714  -0.00757 0.00458 0.0117*

0.00997**

(0.00495)  (0.00429) (0.00421) (0.00585) (0.00633) (0.00557) (0.00465) (0.00585)
Market (MKT-RF) 0.965** 0.832*** 0.880*** -0.0857 0.804*** 0.887** 0.832*** 0.0282
(0.116) (0.116) (0.0835) (0.148) (0.111) (0.140) (0.124) (0.177)
Size (SMB) 0.0201 0.0257 0.531** 0.511 0.103 -0.309 0.114 0.0109
(0.401) (0.339) (0.213) (0.403) (0.548) (0.387) (0.254) (0.516)
Value (HML) -0.00131 0.832*** 0.870*** 0.871** 0.303 0.541 1.023** 0.721
(0.299) (0.266) (0.271) (0.371) (0.363) (0.335) (0.342) (0.470)

Profitability (RMW) 0.128 1.138** 0.870** 0.742 -0.293 1.079* 0.706* 0.998**
(0.380) (0.426) (0.338) (0.499) (0.399) (0.537) (0.388) (0.462)
Investment (CMA) 0.409 -0.740 -1.084**  -1.492* -0.0371 -0.706 -1.352%** -1.315
(0.519) (0.483) (0.394) (0.634) (0.735) (0.565) (0.427) (0.888)

N 95 95 95 95 95 95 95 95

Notes: Firms are sorted each month into three portfolios (terciles) based on the degree of disagreement between employee satisfaction (KCyg4-) and
the Social Pillar score (Sqqqr), calculated as the standard deviation of employee rating and the three ESG providers. The first tercile (Low) includes

firms with the closest alignment, and the third (High) those with the strongest divergence between internal and external social assessments. Reported

coefficients are from time-series regressions of monthly portfolio excess returns on the five Fama—French factors (MKT-RF, SMB, HML, RMW,
CMA). The intercept («) represents the risk—adjusted abnormal return unexplained by these factors. A positive and significant « for the long—short
(High-Low) portfolio indicates that firms with stronger employee-ESG disagreement earn higher expected returns. All coeflicients and returns are
expressed in decimal form (e.g., 0.01 = 1%). Heteroskedasticity- and autocorrelation-consistent (Newey—West, lag=3) standard errors are reported in
parentheses. Statistical significance levels are denoted as *p < 0.10, **p < 0.05, and ***p < 0.01.



Table 6: Portfolio Returns Sorted by ESG-only Disagreement using Fama-French 5-factors and HAC standard errors

Fama French 5-factors regressions
Equally-weighted portfolio

Value-weighted portfolio

Tercile 1 Tercile 2 Tercile 3  Long- Tercile 1 Tercile 2 Tercile 3  Long-
short short
portfolio portfolio
Alpha (Abnormal Return) -0.00240  -0.00236 0.00598 0.00838 -0.00566  -0.00583 0.00502 0.0107
(0.00493)  (0.00583)  (0.00508)  (0.00691)  (0.00570) (0.00566) (0.00561) (0.00702)
Market (MKT-RF) 0.786™** 0.923** 0.917* 0.131 0.746 0.860** 0.787* 0.0413
(0.129) (0.152) (0.102) (0.160) (0.124) (0.158) (0.136) (0.183)
Size (SMB) 0.00747 0.816 -0.334 -0.341 -0.112 0.305 -0.165 -0.0530
(0.304) (0.497) (0.317) (0.335) (0.341) (0.486) (0.373) (0.359)
Value (HML) 0.454 0.737* 0.644** 0.190 0.593 0.887** 0.740* 0.148
(0.338) (0.246) (0.309) (0.367) (0.395) (0.243) (0.363) (0.502)
Profitability (RMW) -0.247 0.452 0.865** 1.112* -0.532 0.271 0.883* 1.415*
(0.495) (0.508) (0.419) (0.547) (0.577) (0.527) (0.455) (0.645)
Investment (CMA) -0.475 -0.599 -0.933" -0.458 -0.746 -1.108* -0.872* -0.126
(0.510) (0.571) (0.489) (0.730) (0.598) (0.583) (0.494) (0.798)
N 89 89 89 89 89 89 89 89

Notes: Firms are sorted each month into three portfolios (terciles) based on the degree of disagreement of the three Social Pillar score (Sagqr),
calculated as the standard deviation of the three ESG providers. The first tercile (Low) includes firms with the closest alignment, and the third
(High) those with the strongest divergence between external social assessments. Reported coefficients are from time-series regressions of monthly
portfolio excess returns on the five Fama-French factors (MKT-RF, SMB, HML, RMW, CMA). The intercept (a) represents the risk—adjusted
abnormal return unexplained by these factors. A positive and significant « for the long—short (High-Low) portfolio indicates that firms with stronger
ESG disagreement earn higher expected returns. All coeflicients and returns are expressed in decimal form (e.g., 0.01 = 1%). Heteroskedasticity- and
autocorrelation-consistent (Newey—West, lag=3) standard errors are reported in parentheses. Statistical significance levels are denoted as *p < 0.10,

**p < 0.05, and ***p < 0.01.



Table 7: Firm FE: Governance predictors of Disagreement

Governance variable I5} s.e. N
Board Meetings Held -0.0100 (0.0111) 634
Audit Committee Meetings Held -0.0238***  (0.0064) 633
Pay Committee Meetings Held -0.0238** (0.0118) 534
Nomination Committee Meetings Held -0.0146 (0.0133) 500
Nominating Committee Chair Independence -0.2123%F%  (0.0478) 560
Nominating Committee Independence 0.0124 (0.0683) 560
Average Director Tenure -0.0250* (0.0133) 634
Average Independent Director Tenure -0.0201* (0.0103) 634
Max Number of Other Directorships -0.0316 (0.0412) 634
Inside Directors Percentage 0.0007 (0.0019) 634
Board Re-election Frequency (years) -0.0761 (0.0524) 634
Independent Industry Experts (count) 0.0335 (0.0512) 634
Employee Representatives (count) 0.0080 (0.0082) 634
Directors Over 70 Percentage -0.0091* (0.0048) 634
Number of Audits Completed by Current Auditor 0.0108* (0.0058) 547
Auditor tenure -0.00346 (0.00298) 507
Log(1 + Non-Audit Fees) -0.0064 (0.0063) 634
Log(1 + Median Director Fees) -0.0026 (0.0061) 634
Log(1 + Maximum Director Fees) -0.0015 (0.0057) 634

Notes: The dependent variable is disagreement M;;. Each row reports the coefficient on the listed gover-
nance variable from a separate firm fixed-effects regression (governance variables are entered one-at-a-time
and are not jointly included). All specifications control for ESG from MSCI, LSEG and Bloomberg, Employee
Benefits Score, Pre-tax ROA, ROE, Total Assets, Total Debt Outstanding, and year fixed effects. Standard
errors are clustered at the firm level. Governance variables are defined as follows: Board Meetings Held =
number of board/supervisory board meetings in the fiscal year; Audit Committee Meetings Held = number
of audit committee meetings; Pay Committee Meetings Held = number of pay/remuneration committee
meetings; Nomination Committee Meetings Held = number of nomination committee meetings; Nominat-
ing Committee Chair Independence = indicator that the nomination committee chair is not independent
of management/other interests (MSCI definition); Nominating Committee Independence = indicator that
the nomination committee has less than a majority of independent members; No Nominating Committee =
indicator that the firm lacks a standing nominating committee; Average Director Tenure = average tenure
of board members; Average Independent Director Tenure = average tenure of independent directors; Max
Number of Other Directorships = maximum number of other board seats held by any director (within MSCI
coverage); Inside Directors Percentage = share of executive/inside directors; Board Re-election Frequency =
time (years) between director re-elections; Independent Industry Experts = number of independent directors
classified as industry experts; Employee Representatives = number of employee/union representatives on the
board; Directors Over 70 Percentage = share of directors aged 70+; Board Majority Independent of Other
Interests is an indicator that fewer than a majority of directors are independent of other interests (e.g.,
significant owners, government, employees); Number of Audits Completed by Current Auditor = number of
audits completed by the current audit firm (longest-serving audit firm if joint auditors); Auditor tenure is
the tenure of the auditor; Log(1 + Non-Audit Fees) is the logarithm of the non-audit fees; Log(1 + Median
Director Fees) is the logarithm of the median director fees; Log(1 + Maximum Director Fees) is the logarithm
of the maximum director fees. *p < 0.10, **p < 0.05, ***p < 0.01.
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Robustness

The findings for Hypotheses 1 and 2 are robust to a broad set of alternative specifications
and sample restrictions. The main results remain broadly the same when imposing a stricter
requirement of at least five monthly reviews per firm, excluding observations with declared

reviewer gender, or recalculating the aggregated employee satisfaction score as the mean of

all subcategories excluding the employer environment item (Appendix [Table A6}, [Table A7|

. Similar patterns emerge when excluding employee benefits as a control variable
(Appendix and when controlling for month fixed effects (Appendix .

Across these alternative constructions of employee satisfaction, additional sample re-
strictions, and different fixed-effects structures, the coefficients on ESG Social Pillar scores
remain consistently weak or unstable. These checks therefore confirm that the limited align-
ment documented in Hypothesis 1 is not an artifact of specific modeling choices, sample
composition, or particular elements of the Kununu rating structure.

Turning to Hypothesis 3, the return premium associated with employee-ESG disagree-
ment likewise proves robust to multiple alternative asset-pricing specifications and mea-
surement choices. The positive and statistically significant alphas of the high-minus—low
disagreement portfolios remain consistent using OLS standard errors (Appendix
and , both the Fama—French three-factor model and the three-factor model aug-

mented with a momentum factor (Appendix [Table A14|and [Table A15]).

We further examine the sensitivity of the disagreement measure itself. Appendix
shows that replacing the standard deviation with the mean absolute deviation yields
almost identical return differentials, ruling out concerns that the results are driven by outliers
or the specific distributional properties of the standard deviation. We also address poten-
tial concerns about the different temporal frequencies of the underlying data. Constructing
DESCK ysing the annual average of employee reviews to match the annual frequency of

ESG ratings yields a positive and statistically significant long—short alpha, particularly for
equal-weighted portfolios (Appendix [Table A17)). This demonstrates that the disagreement
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effect is not driven by high-frequency fluctuations in monthly reviews but reflects the stable,
informational component of employee perceptions themselves.

Finally, the governance implications are robust. Table repeats the same firm fixed-
effects design (one governance variable at a time), while additionally controlling for ESG
scores (MSCI, LSEG, and Bloomberg) alongside the baseline financial controls and year
fixed effects. The key patterns remain unchanged: more audit committee meetings are as-
sociated with lower disagreement dispersion, non-independent nomination committee chairs
are associated with lower dispersion, and director-tenure measures remain negatively related
to Dy;.

Finally, the disappearance of the return premium when Kununu scores are excluded from
the disagreement measure underscores the unique informational value of employee sentiment.
Together, these robustness checks support the interpretation that employee perceptions con-
tain non-redundant insights into firms’ social authenticity—insights that are not incorporated

into, and cannot be substituted by, disclosure-based ESG metrics.

6 Discussion and Conclusion

This study examines whether external ESG Social Pillar scores reflect employees’ lived work-
place experiences and whether disagreement between internal and external assessments has
economic consequences. Across our analyses, we document a limited and inconsistent align-
ment between employee-reported workplace conditions and externally assigned Social Pillar
scores. This finding suggests that external ESG Social assessments do not fully capture how
firms’ social practices are experienced inside the organization.

This result contributes to the growing literature on ESG measurement validity. Prior
research has shown that ESG ratings often diverge across providers because of differences in
scope, methodology, and weighting (e.g. Berg et al., 2022; Rubino et al., 2026|). Our findings

extend this literature by showing that disagreement also exists between external Social Pillar

33



scores and an internal stakeholder benchmark. Employees directly observe leadership quality,
fairness, voice, and day-to-day labor conditions, making their assessments especially relevant
for evaluating whether external Social Pillar scores reflect substantive workplace practices
rather than primarily formal policies and communicated commitments.

Our subcategory analysis further suggests that this disagreement cannot be attributed
solely to aggregation. Although alignment varies across dimensions, disagreement remains
visible even when comparing more narrowly defined aspects of social performance. This
pattern is consistent with the view that external ESG Social Pillar scores and employee sen-
timent capture related but not identical constructs: the former often emphasize financially
material social risks and disclosure-based indicators, whereas the latter reflect experienced
workplace conditions. As a result, employee-ESG disagreement appears to capture a mean-
ingful gap between external representation and internal experience.

We also show that employee-ESG disagreement has capital-market consequences. Firms
with greater divergence earn higher subsequent abnormal returns that standard asset-pricing
factors do not explain. We interpret this evidence as consistent with the view that internal—
external disagreement captures sustainability-related information uncertainty. The positive
sign of the long—short alpha is less consistent with the legitimacy-penalty interpretation:
if investors penalized firms perceived as engaging in symbolic social performance, high-
disagreement firms would attract lower valuations and earn lower subsequent returns — the
opposite of what we find. Furthermore, ESG-only disagreement, which is directly observ-
able from data providers, does not predict returns; only when private employee assessments
are included does disagreement forecast abnormal returns. If the legitimacy channel domi-
nated, publicly visible cross-provider disagreement would be more likely to capture investors’
credibility concerns. Its failure to do so points specifically to the opacity of internal social
conditions as the source of priced uncertainty. Employee-ESG disagreement thus appears
to capture a distinct form of uncertainty that complements the broader literature on ESG

rating disagreement (e.g. Brandon et al., 2021; Berg et al, 2024; |Christensen et al., 2022).

34



Our analysis of the governance correlates of employee-ESG disagreement provides ad-
ditional context for these findings. The association between governance characteristics and
employee-ESG disagreement suggests that the extent to which workplace realities are trans-
mitted into external evaluations may depend not only on measurement challenges but also
on organizational processes related to oversight, reporting, and internal information flows.
These patterns are consistent with the view that disagreement is shaped not only by ESG
measurement challenges, but also by firm-level organizational characteristics.

These findings have practical implications for managers, investors, and rating agencies.
For managers, employee sentiment can serve as an internal diagnostic of whether reported
social-performance claims are supported by employees’ lived experiences. For investors and
rating agencies, incorporating employee-based information may improve the validity of ESG
Social assessments and help identify firms where external ratings overstate or understate
internal workplace conditions. More broadly, the results suggest that greater attention to
internal stakeholder evidence may improve the credibility and usefulness of sustainability
metrics.

Some limitations should be acknowledged. First, the DACH setting is useful because
employee voice is relatively salient, employer-review platforms such as Kununu are well
established, and firms operate in institutional environments where labor relations and work-
place quality are especially visible. These features make DACH an informative setting for
examining whether external Social ratings reflect internal workplace experience. At the
same time, the strength of employee review usage and institutional specificities may limit
direct generalization to countries with different labor-market institutions, disclosure norms,
or platform adoption. Second, employee reviews and ESG ratings remain imperfect proxies
for underlying social performance, even if their comparison is informative. Future research
could examine whether similar patterns emerge in other countries, on other employee-review

platforms, or under alternative identification strategies for asset-pricing implications.
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Appendix

Kununu Variables Explanation

Variable Definition Min-Max
Review score  Mean of all variables aggregated as the overall employee review 1 to 5 stars
(Icaggregatedreview) score.

’Csub :

Working atmosphere

Communication

Cohesion among colleagues

Work-life balance

Supervisor behavior

Interesting tasks

Equality

Dealing with older colleagues

Working conditions

Environmental /social
ness

aware-

Salary /benefits

Image

Career /further Education

Employees rate typical factors that influence the working at-
mosphere. Do superiors praise them? Does the company con-
tribute to a working atmosphere characterized by fairness and
trust?

In this category, employees rate whether they are informed
about results, successes, and profits in regular meetings or
whether they retrieve the information they need for their work.
In this category, employees evaluate whether colleagues work
well together and treat each other honestly and directly.

In this category, employees rate the work-life balance. Can
vacation be taken at any time? Are working hours within
normal limits? Is family consideration taken into account? Is
there peer pressure regarding working hours?

In this category, employees evaluate how their superiors be-
have in conflict situations, whether they set realistic goals,
make clear and understandable decisions, and whether they
involve employees in their decisions.

In this category, employees evaluate whether the workload is
distributed fairly and whether they have influence on the de-
sign of their own area of responsibility.

In this category, employees evaluate whether women have the
same opportunities for advancement, are valued as workers,
and whether women returning to work are disadvantaged.

In this category, employees evaluate whether older employees
are hired and whether long-serving colleagues are valued and
promoted.

In this category, employees rate the working conditions in com-
panies. Do the rooms and computers suit the tasks? Are they
state-of-the-art? Are the ventilation, lighting, and noise levels
pleasant?

In this category, employees rate employers’ environmental and
social awareness. Is environmental and climate protection
taken into account? Does the company support fair trade?
In this category, employees evaluate the monetary aspects of
employers. Do wages and salaries correspond to the respon-
sibilities? Does the company pay a satisfactory salary? Are
social benefits offered? Are salaries paid on time?

In this category, employees rate the image of their company.
Do employees speak well of their company? Does the image
match reality?

In this category, employees evaluate the career prospects in
the company, whether the criteria for career advancement
are known, whether employees are supported through further
training, and whether the company offers good opportunities
for personal development.

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

1 to 5 stars

Table Al: Definitions and ranges of employee review variables.
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Variable

Description and Values

Values

Employment Status
Employment Position Type
Employment Department

Employment Benefits

Recommend Employer?

Indicates whether the reviewer is a current or former employee.
Type of position held by the employee. Values: Current/-
Former.

Department of employment. Values: Administration, Com-
munication, Controlling, Design, IT, Legal, Logistics, etc..

Indicates availability of specific benefits. Examples include:

e Work flexibility (e.g., Home Office, Flexible Working,
Accessibility)

e Financial incentives (Company pension scheme)
e Support programs (e.g., Company doctors, Childcare)

e Additional benefits (e.g., Parking, Mobile Phone, Can-
tine, Dogs allowance, Meals)

Indicates whether the employee recommends the employer.

Current / For-
mer.

True /| False
for each bene-
fit.

Yes / No.

Table A2: Definitions and ranges of employee review variables.
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Kununu Questionnaire to Employees

This section outlines the structure of the Kununu questionnaire, which is used to gather
employee feedback and provide transparency on how employee perceptions are collected.
Kununu, a widely used employee review platform in German-speaking countries, allows cur-
rent and former employees to evaluate their employers across various dimensions related to
workplace satisfaction and corporate practices.

The questionnaire covers multiple aspects of the employee experience, including overall
satisfaction, environmental and social practices, career development, management quality,
and work-life balance. Each category is assessed using a structured rating scale, ensuring
consistency across responses. Employees can also provide open-ended feedback to elaborate
on their experiences.

Figure Al displays screenshots of the Kununu questionnaire, illustrating the format and
types of questions presented to employees during the review process.
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Figure Al: Kununu questionnaire: Workplace rating categories

Evaluation stepiofa Evaluation step1of3

Sre

@ ’
+ nly rae amployers you work or, have worked or, o have sppled for.
o nformtion - in sbbrevisted
form.sich as s
Rate your employer Bk sty ofen sl st
- Expressions of opinen are sways welcome. Howaue, tatements of fact may ead tous
Your opinion counts. Help improve the working fives of others. Your information is of asking for specie formation or avidsnce
o Exprassion of epinon. | ik cam too ke
course completely anonymous. © Statement of fact. " earn less than the legal minimum wage.

‘corporate culturs
Select company.

Enter a randam number, then select a suggestion wrking atmesphore

company ot founa? communication

cohosion ameng colleaguss.
Irate my

warklife balance.

e

supervisor bahavior

position prora
Interesting tasks
ermploye or warker mansger tersporary worker
J— g s | it |
aivorsity
wines
equaity
Dapartment optora
Deaing uith ader collozgues
Gender optors work environment
Fome Mascuine orvers raomtaay
working canditions
environmentafsocial swarensss
e of your review @
Your title can be up 0 120 characters long
Caroer & Salary
salarylbeneits
Evaluation step1of3
image
Suggestions for improvement for the employer: pena
What ke about the employer:
Whatind bad about the employer:
(", varier-tree ) (&3 company pension scheme ) (" company doctor )

(@ coacting ) (@) work et phone ) ("€ tood atowance )

(& company car ) (@ Flexible working hours ) ( QR heaith measures )

('@ Good transport connections ) (@) home office ) (1 Dog alowed

(& chiseare ) (@ mtemetusage ) (@) canteen

4 employee participation ) ( A employee events ) (& discounts

8] porn )

Would you recommend this employer to a friend?

‘l;

ves (19 No

44



Kununu Sample Review

The figure below presents a sample employee review from the Kununu platform,
providing an example of how employees express their feedback about their firms. This sample
demonstrates both the quantitative ratings across various categories and qualitative textual
feedback, emphasizing how employee perceptions are recorded and structured within the
platform’s dataset.

Luckily I landed there

4.8 @ Recommended

Employee or workor * A% the time of the evaluation, he or she worked in production at DE Carnga AG in Minden

What | ke sbout the employer is
Ddling with coleagues and mManagers, a8 managess in paricular live i 113 hisraschies, so 1hat yeu meet an
a1 eoqual Toeting and yeu dea't have 1o be afraid when yau have 1 intraduee yaursell e managers

waork-life balance
Wiy gead besause of home alfics, You have to lravel accasionaly Tor busness but that is
regligible

salarylbenefits
Apprapriate far the job and i there is  igher task, you dant have Lo immedistely go all out
and beg for mare pay.

cohasion among colleagues

Wery good. You can tell that you can speak te your colleagues at any time il you have
fargoiten samething ar il there is a gap in your knowledge. This is then filed in a professional and compstent
marnner

Dealing with alder collaagues
wary good

supervisar behavior

Excelant, bacause he is available at sl times and if there is 3 problam, he has 8 quick sohtian
reaty. He i alse sharacterized by his inner calm, s that even in heetic times he brings ealm ba the group
and you, a5 an employee, da el gel overerciieg.

warking conditions
Wery goad. Pleasant room climate, well it and the [T is up to date
communication
Excelent communication between colleagues and managers. Due 1o distances and hame
alfice, & kit af camirric stion lakes place aver Lhe phane, BUl because yau can alse share the sereen, you
can lalk aboul everything and work oul & sehtisn

equality

This is definitely 14 be praised Bacause na ane is reated esndescendingly. The head of
degarimant warls this 1os, because he knves flat Fstarchies and lives without being disrespeetiul
Interesting tasks

Since | am in the leaming process mysell and the frsght car e is quite largs, | l=arm
something rew every day and also get 1o know rew things

waorking atmosphene image

Career/Further Education environmental/social awareness

Figure A2: Sample review of a firm by an employee on Kununu
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(Governance variables

Table A5: Descriptive statistics: Governance variables

N Mean SD Min Max

Board Meetings Held 634 6.845 3.523 0.000 31.000
Audit Committee Meetings Held 633 4.645 2481 0.000 24.000
Pay Committee Meetings Held 534 2734 2.889 0.000 25.000
Nomination Committee Meetings Held 500 4.878 2975 0.000 14.000
Nominating Committee Chair Independence 560 0.221  0.416 0.000 1.000
Nominating Committee Independence 560 0.232  0.423 0.000 1.000
Average Director Tenure 634 5.642 2.680 1.000 16.290
Average Independent Director Tenure 634 5.404 2.488 0.670 12.800
Max Number of Other Directorships 634 2.708 0.970 1.000 5.000
Inside Directors Percentage 634 0.400 2.543 0.000 28.570
Board Re-election Frequency (years) 634 4.139 1.305 1.000 6.000
Independent Industry Experts (count) 634 1.185 1.419 0.000 7.000
Employee Representatives (count) 634 4.276 3.814 0.000 11.000
Directors Over 70 Percentage 634 6.172 11.103 0.000 50.000
Number of Audits Completed by Current Auditor 547 8552  9.811 0.000 83.000
Auditor tenure 511 8440 9.849 0.000 37.000
Log(1 + Non-Audit Fees) 634 9.925 4.854 0.000 15.935
Log(1 + Median Director Fees) 634 10.110 3.009 0.000 19.134
Log(1 + Maximum Director Fees) 634 10.900 3.228 0.000 20.009

Notes: This table reports descriptive statistics for the governance variables used in the firm-level panel
analysis. The unit of observation is firm-year and the sample corresponds to the regression sample used in
the governance specifications. Count variables include the number of board meetings, audit/pay/nomina-
tion committee meetings, independent industry experts, employee representatives, and the number of audits
completed by the current auditor. Tenure variables (Average Director Tenure, Average Independent Direc-
tor Tenure, Auditor tenure) are measured in years; Auditor tenure is the tenure of the auditor. Indicator
(dummy) variables equal one if the governance condition holds and zero otherwise: Nominating Commit-
tee Chair Independence (chair not independent), Nominating Committee Independence (less than majority
independent), No Nominating Committee, and Board Majority Independent of Other Interests (less than
majority independent of significant owners, government, or employees). Percentage variables are expressed
in percentage points (e.g., Inside Directors Percentage, Directors Over 70 Percentage). Fee variables are
transformed as In(1 + z) of the respective USD amounts (Non-Audit Fees, Median Director Fees, Maximum
Director Fees). The number of observations varies across variables due to data availability.
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Robustness checks

Table A6: Regressions:

Saggr Vs Kqggr with a threshold of 5 reviews per month

Dependent variable: Kg4r

Model 1 Model 2 Model 3
Syscr 0.186***
(2.76)
S1sEG -0.102
(-0.89)
SBloomberg 0.098
(1.04)
Employee Benefits Score 0.227*** 0.223*** 0.224***
(8.89) (9.07) (9.14)
Pre-tax Return on Assets (%) -0.006 -0.010 -0.009
(-0.55) (-1.04) (-0.84)
Return on Equity (%) -0.000 0.000 0.000
(-0.21) (0.35) (0.22)
Total Assets ($) -0.000 -0.000 -0.000
(-1.47) (-1.01) (-1.29)
Total Debt Outstanding ($) 0.000** 0.000* 0.000*
(2.15) (1.68) (1.89)
Constant 2.280*** 3.231%** 2.634***
(8.11) (7.69) (11.36)
Model Statistics
N 822 822 822
AIC 772.974 781.693 781.701
BIC 796.532 805.252 805.259

Notes: This table reports firm fixed-effects panel regressions testing whether external ESG Social Pillar
scores reflect employees’ internal workplace perceptions. The dependent variable, K44, denotes the ag-
gregated monthly employee satisfaction score from Kununu, which is aggregated when there are at least
five reviews per month. The main independent variables are Social Pillar ratings from MSCI, LSEG , and
Bloomberg, respectively. All models include firm fixed effects and control for return on assets (ROA), return
on equity (ROE), total assets, total debt, and employee benefits. Coefficients on ESG Social scores indi-
cate the degree of alignment between external and employee-based assessments of firms’ social performance.
Standard errors are clustered at the firm level. T-statistics are in parentheses. Statistical significance levels

are denoted as *p < 0.10, **p < 0.05, and ***p < 0.01.
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Table AT: Regressions: Suggr VS Kaggregatednoeny (Without the environment and social aware-

ness employee variable)

Dependent variable: K,ggreqatednoeny

Model 1 Model 2 Model 3
Syvscor 0.087
(1.33)
S1sEG -0.054
(-0.81)
SBloombe’/‘g 0.094*
(1.70)
Employee Benefits Score 0.237*** 0.235*** 0.236***
(15.04) (15.11) (15.20)
Pre-tax Return on Assets (%) 0.007 0.006 0.006
(0.81) (0.75) (0.79)
Return on Equity (%) -0.002** -0.002** -0.002**
(-2.34) (-2.57) (-2.52)
Total Assets (9) 0.000 0.000 0.000
(0.42) (0.51) (0.27)
Total Debt Outstanding ($) 0.000 0.000 0.000
(0.45) (0.45) (0.58)
Constant 2.283*** 2.755%** 2.344***
(9.72) (10.14) (15.03)
Model Statistics
N 1656 1656 1656
AIC 2423.608 2425.930 2422.906
BIC 2450.669 2452.991 2449.967

Note: This table reports firm fixed-effects panel regressions testing whether external ESG Social Pillar
scores reflect employees’ internal workplace perceptions. The dependent variable, Kqggregatednoenv, denotes
the aggregated monthly employee satisfaction score from Kununu (excluding the environmental and social
awareness variable from the aggregation), which is aggregated when there are at least three reviews per
month. The main independent variables are Social Pillar ratings from MSCI, LSEG , and Bloomberg,
respectively. All models include firm fixed effects and control for return on assets (ROA), return on equity
(ROE), total assets, total debt, and employee benefits. Coefficients on ESG Social scores indicate the degree
of alignment between external and employee-based assessments of firms’ social performance. Standard errors
are clustered at the firm level. T-statistics are in parentheses. Statistical significance levels are denoted as

*p < 0.10, **p < 0.05, and ***p < 0.01.
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Table A8: Regressions: S,gqr Vs Kyggr excluding observations in which reviewers declared

their gender.

Dependent variable: K,ggregatednogender

Model 1 Model 2 Model 3
Symscr 0.090*
(1.72)
SLsEG -0.076
(-1.23)
SBloombe’/‘g 0.091*
(1.83)
Employee Benefits Score 0.231%* 0.228** 0.230"**
(15.21) (15.03) (15.15)
Pre-tax Return on Assets (%) 0.006 0.004 0.005
(0.80) (0.66) (0.72)
Return on Equity (%) -0.002** -0.002** -0.002**
(-2.10) (-2.14) (-2.21)
Total Assets (9) -0.000 -0.000 -0.000
(-0.38) (-0.06) (-0.53)
Total Debt Outstanding ($) 0.000* 0.000 0.000*
(1.68) (1.57) (1.66)
Constant 2.289*** 2.849** 2.376"*
(12.14) (11.31) (16.66)
Model Statistics
N 1382 1382 1382
AIC 1755.316 1756.697 1755.407
BIC 1781.472 1782.854 1781.563

Notes: This table reports firm fixed-effects panel regressions testing whether external ESG Social Pillar
scores reflect employees’ internal workplace perceptions. The dependent variable, ICygg4., denotes the aggre-
gated monthly employee satisfaction score from Kununu, excluding respondents who declared their gender.
The main independent variables are Social Pillar ratings from MSCI, LSEG, and Bloomberg, respectively.
All models include firm fixed effects and control for return on assets (ROA), return on equity (ROE), total
assets, total debt, and employee benefits. Coeflicients on ESG Social scores indicate the degree of alignment
between external and employee-based assessments of firms’ social performance. Standard errors are clustered
at the firm level. T-statistics are in parentheses. Statistical significance levels are denoted as *p < 0.10,

**p < 0.05, and ***p < 0.01.
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Table A9: Regressions: Syuqr Vs Kggqr €xcluding the employee benefit variable

Dependent variable: K,qqr

Model 1 Model 2 Model 3
Smscr -0.027
(-0.33)
S1sEG -0.124
(-1.51)
SBloomberg 0.065
(0.74)
Pre-tax Return on Assets (%) 0.006 0.007 0.007
(0.71) (0.87) (0.83)
Return on Equity (%) -0.001 -0.001 -0.001
(-0.84) (-1.33) (-1.04)
Total Assets (9) -0.000 -0.000 -0.000
(-0.44) (-0.40) (0.53)
Total Debt Outstanding ($) 0.000 0.000 0.000
(0.96) (0.93) (0.98)
Constant 3.800*** 4.200"* 3.586***
(14.70) (12.40) (18.41)
Model Statistics
N 1656 1656 1656
AIC 2761.970 2757.037 2760.642
BIC 2783.619 2778.685 2782.291

Note: This table reports firm fixed-effects panel regressions testing whether external ESG Social Pillar
scores reflect employees’ internal workplace perceptions, excluding the employee benefit variable. The de-
pendent variable, Kyg44-, denotes the aggregated monthly employee satisfaction score from Kununu. The
main independent variables are Social Pillar ratings from MSCI, LSEG , and Bloomberg, respectively. All
models include firm fixed effects and control for return on assets (ROA), return on equity (ROE), total assets
and total debt. Coefficients on ESG Social scores indicate the degree of alignment between external and
employee-based assessments of firms’ social performance. T-statistics are in parentheses. Standard errors
are clustered at the firm level. Statistical significance levels are denoted as *p < 0.10, **p < 0.05, and

= p < 0.01.
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Table A10: Regressions: Sygqr Vs Kagqr with month fixed effects

Dependent variable: Kg4r

Model 1 Model 2 Model 3
Syscr 0.009
(0.12)
SLseG -0.115*
(-1.85)
SBloomberg 0.073
(1.26)
Employee Benefits Score 0.237*** 0.237*** 0.236***
(14.29) (14.37) (14.35)
Pre-tax Return on Assets (%) 0.009 0.010 0.009
(1.04) (1.22) (1.09)
Return on Equity (%) -0.002** -0.002*** -0.002***
(-2.49) (-3.22) (-2.74)
Total Assets ($) 0.000 0.000 0.000
(0.21) (0.20) (0.11)
Total Debt Outstanding ($) 0.000 0.000 0.000
(0.27) (0.24) (0.38)
Constant 2.620"* 3.062*** 2.513**
(10.35) (11.41) (15.35)
Includes Month Fixed effects 51 51 51
Model Statistics
N 1656 1656 1656
AIC 2293.184 2287.272 2290.953
BIC 2899.346 2893.433 2897.115

Notes: This table reports firm fixed-effects panel regressions testing whether external ESG Social Pillar
scores reflect employees’ internal workplace perceptions, including month fixed effects. The dependent vari-
able, Kqqgr, denotes the aggregated monthly employee satisfaction score from Kununu, which is aggregated
when there are at least three reviews per month. The main independent variables are Social Pillar ratings
from MSCI, LSEG, and Bloomberg, respectively. All models include firm fixed effects and control for return
on assets (ROA), return on equity (ROE), total assets, total debt, and employee benefits. Coefficients on
ESG Social scores indicate the degree of alignment between external and employee-based assessments of
firms’ social performance. Standard errors are clustered at the firm level. T-statistics are in parentheses.
Statistical significance levels are denoted as *p < 0.10, **p < 0.05, and ***p < 0.01.
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Table All: Firm FE: Governance predictors of Disagreement (sd_ social)

Governance variable I5} s.e. N
Board Meetings Held -0.0093 (0.0090) 634
Audit Committee Meetings Held -0.0284***  (0.0059) 633
Pay Committee Meetings Held -0.0208**  (0.0102) 534
Nomination Committee Meetings Held -0.0171* (0.0092) 500
Nominating Committee Chair Independence -0.1343%%%  (0.0362) 560
Nominating Committee Independence 0.0236 (0.0654) 560
Average Director Tenure -0.0265**  (0.0129) 634
Average Independent Director Tenure -0.0226**  (0.0102) 634
Max Number of Other Directorships -0.0327 (0.0341) 634
Inside Directors Percentage -0.0031 (0.0052) 634
Board Re-election Frequency (years) -0.0474 (0.0358) 634
Independent Industry Experts (count) 0.0465 (0.0469) 634
Employee Representatives (count) 0.0075 (0.0059) 634
Directors Over 70 Percentage -0.0077* (0.0043) 634
Number of Audits Completed by Current Auditor 0.0081* (0.0047) 547
Auditor tenure 0.0074* (0.0044) 547
Log(1 + Non-Audit Fees) -0.0070 (0.0052) 634
Log(1 + Median Director Fees) -0.0031 (0.0072) 634
Log(1 + Maximum Director Fees) -0.0023 (0.0067) 634

Notes: The dependent variable is disagreement M,;;. Each row reports the coefficient on the listed gover-
nance variable from a separate firm fixed-effects regression (governance variables are entered one-at-a-time
and are not jointly included). All specifications control for ESG from MSCI, LSEG and Bloomberg, Employee
Benefits Score, Pre-tax ROA, ROE, Total Assets, Total Debt Outstanding, and year fixed effects. Standard
errors are clustered at the firm level. Governance variables are defined as follows: Board Meetings Held =
number of board/supervisory board meetings in the fiscal year; Audit Committee Meetings Held = number
of audit committee meetings; Pay Committee Meetings Held = number of pay/remuneration committee
meetings; Nomination Committee Meetings Held = number of nomination committee meetings; Nominat-
ing Committee Chair Independence = indicator that the nomination committee chair is not independent
of management/other interests (MSCI definition); Nominating Committee Independence = indicator that
the nomination committee has less than a majority of independent members; No Nominating Committee =
indicator that the firm lacks a standing nominating committee; Average Director Tenure = average tenure
of board members; Average Independent Director Tenure = average tenure of independent directors; Max
Number of Other Directorships = maximum number of other board seats held by any director (within MSCI
coverage); Inside Directors Percentage = share of executive/inside directors; Board Re-election Frequency =
time (years) between director re-elections; Independent Industry Experts = number of independent directors
classified as industry experts; Employee Representatives = number of employee/union representatives on the
board; Directors Over 70 Percentage = share of directors aged 70+; Board Majority Independent of Other
Interests is an indicator that fewer than a majority of directors are independent of other interests (e.g.,
significant owners, government, employees); Number of Audits Completed by Current Auditor = number of
audits completed by the current audit firm (longest-serving audit firm if joint auditors); Auditor tenure is
the tenure of the auditor; Log(1 + Non-Audit Fees) is the logarithm of the non-audit fees; Log(1 + Median
Director Fees) is the logarithm of the median director fees; Log(1 + Maximum Director Fees) is the logarithm
of the maximum director fees. *p < 0.10, **p < 0.05, ***p < 0.01.
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