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Motivation
• Fiechter et al. (2022) show an improvement in 

overall sustainability performance for EU firms 
following the NFRD relative to U.S. firms

• Research gap: Dechow (2023); Wang et al. (2025)

• Should we follow a single or double materiality 
approach in sustainability reporting 
(ISSB vs. NFRD/CSRD)?

• Omnibus (2025) discussions in the EU that 
considered dropping the double materiality 
perspective

➢ RQ: How does the passage of the NFRD –
introducing double materiality – influence firms' 
impact-material sustainability performance?

Introduction of 
double materiality
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Theory and Hypothesis
• Definition of materiality in sustainability reporting 

(EFRAG, 2024)

o Financial materiality:

➢ Outside-in perspective: How sustainability 
issues affect firm performance and value

➢ Pertains to the material information about 
risks and opportunities related to 
sustainability topics

o Impact materiality: 

➢ Inside-out perspective: firms’ impact on 
people and the environment  

➢ Pertains to the material information about 
the undertaking’s impacts on people or 
the environment related to sustainability 
topics

Source EFRAG, 2024: https://www.efrag.org/en/projects/esrs-implementation-guidance-documents

Outside-in 

perspective
Inside-out 

perspective
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Theory and Hypothesis
• The materiality matrix – the result of the materiality assessment process

Source Göttsche, Habermann, Schiemann & Steindl (2024) in Sustainability Reporting, IDW

Impact

Double

Financial

1 2 3 4 5

Following the 
NFRD, we expect 
EU firms to pay 

more attention to 
topics in the dark 

blue rectangle Both EU and U.S. 
firms are incentivized

to focus on topics
that are financial-

material as they affect
firm value
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Theory and Hypothesis
Change in EU 

firms’ 
reporting 
behavior

Stakeholders are 
getting (more) 

aware of 
impact-material 

topics

Managers are 
pressured 

(or anticipate pressure) 
to focus also on 

impact-material topics

Lower 
impact-material 

incidents

Resource 
allocation toward 
impact-material 

topics

First-order effect of reporting mandates
- Reduced information asymmetries

- Increased stakeholder pressure
(Christensen, et al., 2017; Christensen, et al., 2021; 

Healy & Palepu, 2001)

Second-order effect
Additional analysis

NFRD 
introduces 

“double 
materiality”

Third-order effect
H1

Hypothesis 1: 
Firms subject to the NFRD improve their performance on impact-material sustainability 
topics to a higher extent than firms not subject to the NFRD.
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Anecdotal Evidence of First-order Effects 

• Changes in EU firms’ sustainability reporting behavior – the case of Taylor Wimpey

2014 Report
Clear focus on risk and opportunities 
> Financial materiality

2016 Report
Next to the focus on risk and opportunities, also 
focus on impacts
> Double materiality (including impact materiality)
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Anecdotal Evidence of First-order Effects 

• Big4 auditing firms start to include impact materiality 
perspective (as of 2014)
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Data and Methodology
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Data and Methodology
• How to measure real effects? RepRisk Incident (RRI) Score

➢ Rules-based methodology: the scores are updated daily by screening over 100,000 public sources 
(e.g., print and online media, newsletters, and government bodies) in 23 languages; each incident is 
evaluated based on three parameters: severity, reach, and novelty

➢ RRI covers 28 ESG issues spanning over the ESG pillars 

➢ RRI is a score that ranges from zero to 100, where zero is the best possible performance (i.e., there 
were no ESG incidents for a respective firm) while 100 is the worst performance

➢ RRI can be aligned with SASB Standards = financial material and immaterial RRIs (i.e., ESG incidents)

„Dieselgate“
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Data and Methodology
• What can we measure with RepRisk

Incident Scores?
➢ FinancialESGIncident captures all SASB financial-

material topics (i.e., the black boxes)

➢ ImpactESGIncident captures all remaining 
topics (including impact-material topics) 

Impact

Double

Financial
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• We test our hypotheses with the model that is denoted by Eq. (1) 
(firm and time subscripts omitted):

• ImpactESGIncident is the dependent variable

• EU FIRMS is an indicator variable that is one for EU firms and zero for U.S. firms. AFTER is 1 if YEAR > 2013.

• We test the average treatment effect with EU FIRMS × AFTER

• Further, YEAR is a factor variable (2011 to 2021) with 2013 as the base year (i.e., the coefficient is zero by construction) 

• The interaction EU FIRMS × YEAR shows the yearly treatment effects (YEAR > 2013)

• The vector X includes time-variant firm-level controls, such as firm size and profitability

• 𝛿 are firm fixed effects, 𝜑 are time fixed effects, and 𝜀 depicts the error term

Data and Methodology
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Main results
Post-NFRD:

• Lower impact-material ESG incidents

• No change in financial-material ESG 
incidents

• Treatment effect is statistically 
different for impact and financial-
material ESG incidents
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Parallel Trends
• Dynamic DiD impact-material 

sustainability performance
➢ Significantly lower impact-material incidents 

in the post period.

➢ In the pre-period, coefficients are small in 
magnitude and statistically insignificant
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EU Firms and Countries’ Legal Origin

• Following Liang & Renneboog (2017; JoF), common law countries 
have lower sustainability performance (due to stronger 
shareholder focus) than civil law countries

• We anticipate greater learning opportunities and a larger scope 
for improvement among firms in EU common law countries 

• We test this expectation by splitting the treated group into EU 
common law countries (UK and Ireland) and the remaining EU 
sample firms (green and orange)

• U.S. firms form the control group

• We further conduct a within EU test

We keep UK firms in the sample as the BREXIT was in 2021 and as the national NFRD law was still in place in the UK in 2021. The UK 
transposed the NFRD with the Companies, Partnerships and Groups (Accounts and Non-Financial Reporting) Regulations 2016 (SI 2016/1245) 
by including Sections s414CA and s414CB into the Companies Act 2006.
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EU Countries’ Legal Origin

Post-NFRD:

• Main effect is concentrated in 
common law countries (Col. 1)

• And not in civil law countries (Col. 2)

• Comparing EU firms in common vs. 
civil law countries support our main 
findings (Col. 3) 
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Pre-NFRD Firm-level Differences

• We test whether we find plausible heterogeneity in the treatment effect based on (i.) the scope of non-
financial disclosure, (ii.) the voluntary adoption of the Global Reporting Initiative (GRI) standards, and 
(iii.) the existence of a stakeholder engagement process
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NFRD Disclosure Topics and Internal Firm Changes

• Test of the second-order effect: internal resource allocation
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Conclusions
• This study:

o expands the knowledge on the concept of materiality (Bochkay et al., 2022; Göttsche et al., 2023; Grewal et 
al., 2021; Spandel et al., 2022) as we shift the focus from financial materiality to double materiality.

o addresses the call to investigate the underlying mechanisms that drive the real effects of non-financial 
disclosure mandates (Christensen et al., 2017; Dechow, 2023; Wang et al., 2025) by uncovering a previously 
unexplored mechanism: the introduction of mandatory double materiality disclosure.

o given the private sector’s important role in the transition to a more sustainable economy (Friedmann & 
Ormazabal, 2024), non-financial reporting mandates should incorporate double rather than single (financial) 
materiality.

o provides important implications for policymakers: an exclusive focus on financial materiality in non-financial 
reporting means that potential positive impacts on the environment and society are left on the table (but 
our study cannot speak to the cost side).

o Further research, using our methodological setting, can examine how the introduction of a non-financial 
disclosure mandate following financial/impact/double materiality can also lead to impact-material 
sustainability outcomes
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