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Abstract. This article attempts to bring quantitative evidence of a firm’s sustainability reporting in 
terms of non-financial voluntary disclosures. The disclosures are made available through the annual 
report and Corporate Social Responsibility (CSR) and Global Reporting Initiatives (GRI) report. 
ESG score is a quantitative measure developed and disseminated by Bloomberg, covering about 120 
Environmental, Social, and Governance aspects. The study’s research problem is to examine the 
effects of non-market transnational sustainability strategy on firm performance. The study presents 
an analysis of nearly 510 firm’s ESG scores across 17 countries for 2010–2018. The descriptive and 
inductive statistical analysis shows that ESG compliance is more pronounced in European compa-
nies. Simultaneously, Asian firms are more disciplined concerning the energy sector, and the Asia-
pacific counterpart is more inclined toward technology firms. The study shows that GRI and non-
GRI companies differ significantly in their accounting performance (ROA and ROE) and market 
valuations (Tobin’s-Q). The environmental dimension appears intimidating across accounting and 
market-based firm performance, while the social dimension contributes adversely, and governance 
positively affects operational efficiency. 

Keywords: environmental, social, governance, ESG score, sustainability, firm performance.

JEL Classification: G30, G32, M41, Q51, Q56.

Introduction 

Environmental, Social, and Governance (ESG) reporting has gained more popularity among 
organizations and socially responsible communities. Stakeholders and fund managers believe 
that firms with high ESG disclosures yield better operating performance, higher returns, and 
lower firm-specific risk. In this article, an attempt has been made to bring some novel quanti-
tative evidence of a firm’s sustainability reporting in the form of non-financial voluntary dis-
closures. The quantitative and qualitative disclosures are made available through the annual 
and Corporate Social Responsibility (CSR) and Global Reporting Initiatives (GRI) reports. 
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ESG score is a quantitative measure developed and disseminated by Bloomberg, covering 
about 120 Environmental, Social, and Governance aspects. The literature and empirical stud-
ies on the relationship between sustainability disclosure (SD) and financial performance (FP) 
have grown exponentially in the last three decades. But still, abundant inconclusive evidence 
attracts sustainability scholars to fill this void concerning SD and FP. The empirical attempt 
is novel in two terms: First, the study considers the large sample across the industries and 
firms belonging to seventeen emerging and developed nations. Second, an analysis has been 
presented based on the GRI compliance and CSR sustainability committee.

The Financial Times Lexicon expresses ESG as “a generic term used in capital markets 
and used by investors to evaluate corporate behaviour and to determine the future financial 
performance of companies”. The analyst and investor frequently consult the ESG scores to 
evaluate the financial performance of the firms. ESG is the non-financial score that tracks the 
company’s sustainability practice in terms of environment, social, and governance reporting. 
ESG score is calculated annually using quantitative and policy-related data from the com-
pany’s annual reports and CSR documents and scaled from 0 to 100. Syed (2017) deliberates 
on the managerial decision-making mechanism by surveying fund managers considering 
ESG related information in the UK and France. Authors find that environmental and social 
responsibility remains the main concern for the French firms while regulating the UK. Fur-
ther, Broadstock et al. (2020) examine CSR choices, ESG implementation strategies, and the 
firm’s innovation capacity, with the convention ESG policies directly impacting operational 
efficiency and market value. A study of around 320 Japanese firms for 2008–2016 shows 
that ESG policies allow firms to engage in innovative activities that turn into better value 
creation and financial performance. The research problem is to examine the effects of non-
market transnational sustainability strategy on the firm’s operational efficiency, profitability, 
and market consideration. Hence, the study aims to present essential quantitative evidence of 
a firm’s sustainability reporting regarding non-financial voluntary disclosures, e.g., corporate 
social responsibility and/or global reporting initiatives. Research questions are twofold: (i) 
Does ESG compliance affect firm performance? (ii) Does Sustainability practice contribute 
positively to the firm value and profitability? 

The study of ESG practice and firm’s performance proceeds as Section “Introduction” 
presents the study’s introduction and motivation. Section 1 presents literature evidence. Sec-
tion 2 describes a method, data sources, and preliminary analysis. Section 3 and 4 sum-
marizes the results and robustness check. Section 5 offers a discussion, and the last section 
elucidates the conclusion.

1. Literature and theoretical framework and hypotheses development 

Schueth (2003) claims that the economic-behavior and rational-choice theory transact with 
the individual’s self-interest in utility maximization and psychological assessment of people’s 
behavior in the decision-making process (Syed, 2017; Broadstock et al., 2020). When looking 
way back to hundred years – CSR activity and ESG policies hold a very long history. Stake-
holder engagement is subject to people’s belief in business’s ethical nature, type of Industry, 
concern for the environment, and social and governance issues (Renneboog et  al., 2007; 
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Waring & Lewer, 2004). US SIF foundation (2020) surveys about 530 institutional investors 
holding a substantial investment in ESG assets – a report highlights that fund managers 
raise their apprehensions about climate change and carbon emissions, affecting around $2.6 
trillion assets class. Also, a report reveals some crucial insights on the investor’s advocacy 
articulated in terms of political activity and corporate lobbying.

Some recent studies (e.g., Khan, 2019; Fiskerstrand et al., 2020; Stotz, 2021; Torre et al., 
2020) deal with ESG compliance and governance, ESG ratings, and financial performance, 
ESG preferences or commitment, and expected returns. Besides, some notable works (e.g., 
Chen & Yang, 2020; Consolandi et al., 2020; Cornell, 2021; Maiti, 2020) examine the infor-
mation contained in the ESG disclosures and ESG materiality and momentum effects on 
the equity premiums and ESG risk factor in returns forecasting. Hence, unlike the previous 
studies, the study presents international evidence on the sustainability practice and the firm’s 
financial performance. In order to deliberate on the relation between SD and FP, the study 
offers literature and empirical evidence in the following sections.

1.1. Sustainability disclosure and practice

Escrig-Olmedo et al. (2010) explain the importance of socially responsible financial mar-
kets among the investing community. The authors review the sustainability indexes and 
sustainability information providers based on six sustainability indexes and ten ESG agen-
cies. The authors conclude that there is a lot of stringency and a lack of standardization for 
sustainability indices. Likewise, Crews (2010) presents a systematic review of sustainability 
implementation and describes leadership challenges. The author brings the grounded theory 
framework, meta-analysis and questionnaire, and in-depth interviews for the sustainability 
implementation. Also, Pérez-Calderón et al. (2011) studied 122 European firms part of the 
Dow Jones Sustainability Index Europe. They found that firms with the best environmental 
practices have yielded better stakeholders’ economic and financial benefits. Besides, Searcy 
and Elkhawas (2012) performed a content analysis of 24 Canadian firms about sustainability 
implementation with DJSI North America’s logo. They find that firms adopt a wide range of 
sustainability strategies for inclusion in the DJSI index. Further improving the DJSI index, 
authors suggest streamlining the questionnaire, coordinating rating agencies, and enhanc-
ing transparency. Also, Lee and Saen (2012) explain corporate sustainability management 
using data envelopment analysis (DEA) and provide various suggestions to build an optimal 
corporate sustainability strategy. 

Cohen et al. (2012) study the disclosure of non-financial information on the economic 
performance and sustainability for the 50 public companies in the US during 2004. The 
authors report a lack of proper standardization of those indicators in terms of the firm’s size 
and Industry class and argue that such disclosures can benefit if a third party attests. Further, 
Galbreath (2013) analyses Australian Securities Exchange (ASX) listed 300 firms in respect 
of ESG disclosure, taking the time frame of 2002-09 with the support of institutional theory 
prediction and discover that high impact firms outperformed over low impact in terms of 
sustainability practice. Moreover, Orsato et al. (2015) recently reviewed sustainability indexes 
and conducted some interviews with the corporate leaders about joining the sustainability 
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indexes (e.g., ISE, Brazil). Their survey supports the institutional theory and reveals that 
voluntary reporting of non-financial information creates new capabilities, reputational gain, 
better communication of knowledge; firms with all these characteristics are considered ESG 
compliant and sustainability practice firms. More interestingly, Morioka and de Carvalho 
(2016) present a systematic review of sustainability performance over an extended study 
of published literature and propose mainly three critical considerations in sustainability 
performance collective values, processes and practices, and internal and external aspects of 
substantivity. Besides, Hummel and Schlick (2016) study the relationship between sustain-
ability performance and sustainability disclosure and report that high-quality sustainability 
disclosure led to superior sustainability performance, reflecting sustainability performance 
to the market and capital market participation.

1.2. Sustainability practice and firm performance

There have been many studies that document the relationship between sustainability prac-
tice and financial performance. Walley and Whitehead (1994) and Hamilton (1995) report 
that sustainability practice increased operational expenditures and Capex. Scholars Porter 
(1991) and Flammer (2015) find that sustainability disclosures benefit all stakeholders and 
eventually achieve encouraging accounting profitability. However, few studies, for example, 
Hamilton (1995), Khanna and Damon (1999), and Konar and Cohen (2001), show an adverse 
impact of sustainability practice on financial performance. Hence, the abovementioned early 
studies report asymmetric evidence on the effects of the sustainability practice, which allows 
us to perform a further statistical investigation on the relationship between sustainability 
and firm performance. Next paragraph, we present some of the recent studies that analyze 
the SP and FP.

Velte (2017) examines companies listed on the German stock exchange considering ESG 
performance and financial performance for 2010–2014 and found a positive impact on ac-
counting performance but no impact on the market value (Tobin’s Q). Moreover, Li et al. 
(2018) examine FTSE listed 350 firms in relation to ESG disclosure and firm value. The 
authors find that ESG disclosure enhances stakeholder trust improves a firm’s value. And 
further, they report CEO power to contribute positivity to the ESG practice. More recently, 
Yoon et al. (2018) analyse the ESG score to evaluate Korean firms’ CSR performance and 
found that environmentally sensitive Industries contribute less to CSR performance. CSR 
practice shows a favorable impact on the firm’s market value.

Fatemi et al. (2018) investigate the relation between ESG performance and firm value for 
the US firms for the period 2006–2011 in relation to the ESG strengths and weaknesses and 
report an asymmetric effect on the financial performance. The authors say ESG strengths 
enhance the firm value while ESG concerns decline. Most importantly, the authors find that 
governance-induced disclosure shows a more substantial impact than environmental and 
social concerns. Atan et al. (2018) studies the ESG issues and financial performance of Ma-
laysian public limited companies and found a weak association between sustainability report-
ing and profitability and firm value but a positive link with the firm’s cost of capital. Unlike 
the previous studies, Aouadi and Marsat (2018) examine the ESG related controversies and 
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firm value with the data of more than 4000 companies across 58 nations for the timeline 
2002–2011. The authors find that ESG controversies contribute positively to the firm value. 
Still, when ESG and Corporate Social Performance (CSR) are taken together, it shows an 
adverse association, essential insights from the findings are that firms can increase their vis-
ibility through CSP and materialize it in high valuation and better profitability. 

Minutolo et al. (2019) explore the ESG scores of the S&P 500 firms for the period 2009–
2015 based on the stakeholder and legitimacy theory. The authors report that an enhanced 
level of transparency increases the firm value and improves operational efficiency. Further, 
ESG performance substantially affects the large firms concerning Tobin’s-Q and ROA and is 
weak for the smallest firms. Likewise, Duque‑Grisales and Aguilera-Caracuel (2021) examine 
the impact of ESG performance for Latin American companies, e.g., Brazil, Chile, Colombia, 
Mexico, and Peru, with 104 firms for the period 2011–2015. The authors report a significant 
negative association between ESG and firm performance and find that this relation holds due 
to the moderating effects of the financial slack and international geographical diversification. 
Further, a recent quantitative review of Huang (2021) on the link between ESG performance 
and Corporate Financial Performance weight of the empirical evidence reports a positive as-
sociation and finds ESG activity is dubious about being primarily driven by narrow measures 
of financial performance. Hence, a null on the relationship between the various dimension 
of sustainability and firm performance is as

Hypothesis H1: ESG compliance (i.e., ENV, SOC, and GOV) and firm performance is posi-
tively connected

Recent studies, e.g., Cek and Eyupoglu (2020), examine the S&P 500 firms using ESG 
disclosures for the timeline 2010–2015 and show that overall ESG practice brings a signifi-
cant impact on economic performance. Ting et al. (2020) explore the effects of ESG practice 
in the developed and emerging market firms and find that emerging market had high ESG 
scores and firms with ESG controversies affect adversely market valuation, and governance 
remain the leading sustainability indicator for the firm valuation.

There have been many studies (e.g., Crews, 2010; Searcy & Elkhawas, 2012; and Orsato 
et al., 2015; Fatemi et al., 2018; Minutolo et al., 2019; Huang, 2021 and Al Hawaj & Buallay, 
2022) speaks about sustainability implementations, corporate sustainability practice, trends 
in the sustainability reporting, GRI reporting, and strategies for sustainability deployment. 
But still, many divergences and corroborative evidence motivate to analyze the Sustainability 
Disclosure (SD) and Financial Performance (FP). The study fills this gap by referring to the 
global dataset on sustainability reporting and firm performance. Hence, the literature pre-
sented above clearly explains that sustainability disclosures are essential in getting attention 
from the investing community and providing a competitive advantage to be included in the 
sustainability indexes. Studies show that sustainability led to more stakeholder engagement, 
social responsibility, enhanced corporate social responsibility, and more transparency and 
high market valuation. The work also expresses the hypotheses considering GRI compliance 
and constitution of the CSR committee and its impact on the firm performance

Hypothesis H2: Sustainability practice and firm performance is positively connected
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Luo and Bhattacharya (2006) and Hussain et al. (2018) argues that GRI-based governance 
reporting yields better profitability and enhanced market valuation. Moreover, recent studies 
Wang et al. (2014) and Fatemi et al. (2018) show that GRI compliance and CSR sustainability 
appear to be unpretentious with the accounting and market-based performance. Hence, the 
following hypothesis is set

Hypothesis H3: GRI-compliant firms appear with high ESG scores and are positively linked 
with financial performance. 

2. Method and data description and descriptive analysis

2.1. Methodology

The study expresses empirical specification in a panel data set on the relationship between 
a firm’s financial performance and ESG compliance. On the left-hand side, the firm’s per-
formance indicators are considered and calculated in terms of Returns on Assets (ROA), 
Returns on Equity (ROE), and Tobin’s-Q. On the right-hand side, work also encompasses 
various sustainability parameters (ESG) along with control variables.

	
1

2 1
.

k m

it j jit l lit it
i l

FP X Z u
= =

= δ + δ + λ +∑ ∑  	 (1)

Variable description: itFP – A dependent variable denotes the firm’s performance, consid-
ered either ROA, ROE, and Tobin’s Q; 1δ – Intercept coefficient, most of the studies report 
+ve intercept, hence in the stated model it should assume positive sign; jitX  – Vector of 
Sustainability and ESG parameter, e.g., ESG – score – Overall or combined sustainability 
disclosure score (+/–); ENV – score – Environmental disclosure score (+/–); SOC – score – 
Social disclosure score (+/–); GOV – score – Governance disclosure score (+/–); GRI – A 
variable denotes firms following Global Reporting Initiatives, Dummy variable: If YES = 1 
Otherwise = 0; (+/–); CSRSUST – A variable indicates CSR Sustainability Committee, Dum-
my variable: If YES = 1 Otherwise = 0; (+/–); litZ  – Vector of a firm’s control variables, e.g., 
SALGWT – Percentage of Sales Growth (+); CR – Current Ratio (+/–); DTE – Debt to equity 
ratio (+/–); Size – Total Assets, a log-transformed value considered (–); CAP_INT – Capex 
intensity measured as the ratio of capital expenditure to total assets (–); RD_INT – Research 
and development intensity measured as the ratio of development expenditure to total assets 
(–).

The model considers various vectors of sustainability and ESG indicators that act as in-
dependent variables explaining the firm performance (e.g., Jaggi & Freedman, 1992; Judge 
& Douglas, 1998; Siregar & Bachtiar, 2010; Gallego‐Álvarez et al., 2014; Hussain et al., 2018; 
Ting et al., 2020). Considering the H1 slope associated with ESG parameters should appear 
positive and statistically significant. Moreover, evaluating H2 and H3, the coefficient linked to 
GRI and CSRSUST should be estimated positive and significant (e.g., Wagner, 2010; Gregory 
et al., 2016; Wiengarten et al., 2017). Further, the slope coefficient associated with a firm’s 
control variables should be calculated as reported in the literature.
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2.2. Data description and preliminary analysis

The study in relation to a firm’s financial performance (FP) and ESG compliance considers 
the world’s top companies with the highest market cap on their respective stock exchanges. In 
the case of more than 30 stocks listed on the benchmark stock indexes, the top 30 companies 
have been chosen based on their highest market cap (see Appendix). Data annual fiscal has 
been collected from Bloomberg from the period 2010–2018. There are 17 countries in the 
sample from which 30 firms have been chosen, resulting in 4500 longitudinal data points; 
after applying the required filter and outlier removal effectively, there are 3690 observations. 
The work accounts for various ESG parameters and other variables concerning the firm’s 
performance and is controlled with other indicators.

Table 1. Descriptive statistics – ESG reporting and score (source: author’s calculation)

COUNTRY/Equity Index Mean Max. Min. Obs.

Australia S&P/ASX 200 35.43 63.90 9.92 256
Brazil IBOVESPA 47.45 73.14 6.61 268
Canada S&P/TSX 25.06 58.09 9.09 233
China SSE 29.34 55.79 10.33 270
Europe STOXX50 54.70 75.09 34.30 267
France CAC40 52.43 69.01 22.73 265
Germany DAX 47.05 72.31 3.31 250
India NIFTY50 31.88 58.68 9.65 249
Indonesia IDX Composite 24.04 52.48 6.14 160
Italy FTSE MIB 42.69 78.07 3.51 255
Japan Nikkei 225 41.11 62.81 7.85 264
Mexico IPC 33.31 73.55 5.37 221
South Africa ZAR 38.80 59.92 10.53 156
South Korea KOSPI 40.92 66.23 10.74 260
Taiwan TAIEX 41.89 82.02 10.33 270
UK FTSE 47.57 68.46 15.70 267
USA DJIA 42.82 74.79 14.05 249

Table 1 summarizes the descriptive statistics of ESG scores across countries. We are 
now looking at the mean level of scores European firms notch on average high 54.70 
while other Indonesian companies score on average low 24.04.  Globally one can see the 
mean ESG measured 39.79, which is quite far away from the maximum level of 100. The 
top ESG level was found to be for Taiwan (82.02); a further second maximum measure-
ment appears for Indonesia (52.48) (e.g., Ting et al., 2020). Lastly, the minimum level of 
ESG reading appears for the European and German firms. Figure 1 exhibits ESG scores 
across countries categorized as ENV-score, SOC-score, and GOV-score. One can see that 
Governance disclosure scores appear on the higher side and are further followed by Social 
and Environment practice. In terms of corporate governance, the UK and USA firms score 
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Figure 2. Industry-wise ESG score (source: author’s calculation)
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highest (64.16 and 63.75). However, firms from Brazil score highest (56.16) concerning the 
social and human aspects of sustainability practice, and it’s low for Canadian firms (24.03). 
Again, European, German, and France companies were found to be more environmentally 
conscious higher in the disclosure scores. At the same time, China and Indonesian firms 
are very low in sustainability practice’s environmental aspect. Figure 2 shows the visual 
displays of ESG scores across the Industry. One can see that Oil and Gas and Cement, 
and Aggregates firms are more active in terms of environmental, social, and governance 
disclosures, and the same is relatively low for the Beverages, Infrastructure project, Telco, 
Cable, and Satellite companies.

Further, analysis has been presented using Kruskal-Wallis KW-stat, which follows the 
chi-squares distribution. The firms that follow the GRI framework for sustainability dis-
closure are designated with indicator variable 1, otherwise 0. The second indicator variable 
is CSRSUST: CSR sustainability committee firms who constituted this committee assigned 
1 otherwise 0. It’s prominent that companies following the GRI and CSRSUST commit-
tee will score higher ESG scores. Hence, the hypothesis is “Firms are more transparent in 
sustainability practice following GRI and CSRSUST”.

Non-parametric tests evidenced that the firms’ median score following the sustain-
ability standards scores higher ESG in total and individually as well. The median score 
of the environmental, social, and governance parameters appears to be higher for those 
firms which are GRI and CSR compliant. The KW-stat across all sustainability indicators 
seems to be statistically significant, which signifies that median disclosure of sustainabil-
ity practice varies significantly companywide when proper sustainability guidelines are 
absent. Further, statistical evidence is presented on sustainability practice and financial 
performance. The statistical hypothesis is that “sustainable firms report better operating 
performance and regard high value in public”. It is clearly apparent that GRI and non-GRI 
companies differ significantly in their accounting performance (ROA and ROE) and mar-
ket valuations (Tobin’s-Q). It is also evident that their median score performance metrics 
are lower for the firms GRI–compliant (e.g., Hamilton, 1995; Khanna & Damon, 1999; 
Konar & Cohen, 2001).

On the other hand, CSR practices do not significantly differ in terms of financial per-
formance (e.g., Pava & Krausz, 1996; King & Lenox, 2001 and Link & Naveh, 2006). Two 
hypotheses are set based on the stakeholder theory perspective, which is partially true in 
terms of sustainability practice (e.g., Hussain et al., 2018) and quite corroborative concern-
ing financial performance. This result is further tested in the next section based on the 
empirical model1.

Table 2 reports spearman’s correlation coefficient between financial and non-financial 
performance metrics. First, we look at the ESG disclosures and financial performance; 
it seems that all sustainability disclosures indicators and accounting and market-based 
firm performance are adversely associated.  The degree of negative association appears to 
be higher (–0.190) for the environmental disclosures and return of assets. Similarly, it is 
inadequately correlated with the return on equity and Tobin’s-Q (–0.164). The social and 
governance compliances also depict adverse associations with financial performance. The 

1	 Due to space constraints results on non-parametric tests are not reported here, can be available on request.
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results support the view of Walley and Whitehead (1994) and Hamilton (1995) that sus-
tainability practice results in a substantial rise in operational overhead. Likewise, authors 
Khanna and Damon (1999), Konar and Cohen (2001), Surroca and Tribó (2008), and 
Orens and Cormier (2010) establishes a negative correlation between sustainability prac-
tice and financial performance and market value. But one can see that sales growth and 
environmental, social, and governance disclosure shows a positive association, scholars, 
for example, Hart and Ahuja (1996), Judge and Douglas (1998), Goll and Rasheed (2004), 
Prado‐Lorenzo et  al. (2008) report encouraging relation between sustainability practice 
and sales growth. Second, the Capex-intensity and R&D-intensity were positive concern-
ing overall ESG compliance. 

3. Results 

Table 3 reports the estimation result for the Eq. (1). ESG is the aggregate score of environ-
mental, social, and governance disclosure practices measured between 0 and 100. It seems 
that the slope of the ESG appears to be negative across all financial performance indicators 
and statistically significant at a 1% level. The adverse estimate signifies that sustainability 
implementation results in decreased ROA and ROE and further lowers the firm’s market 
valuation. Considering the effects of the control variable on the performance – Capex in-
tensity shows a positive impact, while R&D intensity appears to be significantly positive for 
Tobin’s-Q. The firm’s size shows an adverse effect, while sales growth positively contributes to 
return on assets and market value. The firm’s leverage was recorded with a significant nega-
tive impact while sustainable firm’s liquidity encouraged relation with ROA and Tobin’s-Q.

Table 3. Regression results for the combined ESG score and financial performance

Regressors
ROA ROE Tobin’s–Q

Estimate t – stat Estimate t – stat Estimate t – stat

Intercept 10.0152 6.44 a 72.1841 10.12 a 4.3829 12.10 a

ESG –0.0499 –5.58 a –0.2483 –6.06 a –0.0187 –8.92 a

CAPEX_INT 26.9903 8.31 a 68.0432 4.56 a 3.3896 4.47 a

R&D_INT 0.2072 0.33 –0.8171 –0.28 0.3474 2.36 b

Size –0.4013 –5.48 a –1.8366 –5.46 a –0.1437 –8.42 a

DTE –0.0002 –10.54 a 0.0004 3.69 a –0.0005 –9.43 a

SALGWT 0.0012 4.86 a –0.0025 –2.26 b 0.0013 23.77 a

CR 1.8133 14.83 a –3.2861 –5.86 a 0.3022 10.61 a

Number 3243 3237 3231
R – squared 0.16   0.09  0.35
Firm FE YES YES YES
Time FE YES YES YES

Note: Table shows the regression output for the Eq. (1), showing the link between ESG practice and 
firms’ financial performance. Robust standard errors for the test’s statistics. Significant at a1%, b5%, 
c10% level.
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Table 4 shows an extended version estimation for the Eq. (1) concerning mainly three 
sub-dimensions of ESG disclosure. First, one can see that the environmental dimension 
coefficient, which appears negative across accounting and market-based firm performance. 
The respective estimates are –0.027 (t-stat = –2.66), –0.058(t-stat = –1.19) and –0.0074 (t-
stat = –3.13). Second, the social dimension of sustainability also contributes adversely and 
appears significant for the profitability (–0.19, t-stat = –3.98) and market value (–0.0038, 
t-stat = –1.70) at 1% and 10% levels. Third, the governance dimension is positively as-
sociated with operating efficiency and market value (e.g., Ting et al., 2020). One can see 
that the slope of the governance indicator in an association of return on assets was found 
to be 0.040 with a significant t-stat = 2.47 at a 5% level. Hence, at this point, one can say 
that sustainability practice (SP) and financial performance (FP) are significantly associ-
ated. To achieve and deploy sustainability standards (e.g., GRI standards) requires more 
Capex and R&D. One can see that, along with sustainability dimensions, Capex intensity 
and R&D intensity show a significant association with the firm’s performance. But only 
Capex intensity shows positive effects while research and development show weak rela-
tions. Again, the firm’s size was found to be adversely related to all three FP measures. The 
sales growth and liquidity show a positive impact, while leverage contributes adversely 
to ROA and Tobin’s-Q. 

Table 4. Regression results for the sub-dimension of ESG score and financial performance

Regressors
ROA ROE Tobin’s–Q

Estimate t – stat Estimate t – stat Estimate t – stat

Intercept 8.7025 4.99 a 71.8191 8.57 a 3.9452 10.12 a

ENV –0.0271 –2.66 a –0.0583 –1.19 –0.0071 –3.13 a

SOC –0.0140 –1.40 –0.1922 –3.98 a –0.0038 –1.70 c

GOV 0.0400 2.47 a 0.1191 1.53 0.0009 0.26

CAPEX_INT 26.3685 8.13 a 76.0378 4.88 a 3.0168 4.16 a

R&D_INT –0.0423 –0.07 0.0938 0.03 0.0936 0.67

Size –0.4775 –6.39 a –2.1688 –6.03 a –0.1410 –8.44 a

DTE –0.0003 –11.58 a 0.0004 3.54 a –0.0001 –12.10 a

SALGWT 0.0012 5.35 a –0.0022 –1.95 c 0.0014 26.29 a

CR 1.8905 15.31 a –3.1378 –5.29 a 0.3521 12.75 a

Number 3026 3021 3019

R – squared 0.18 0.09 0.40

Firm FE YES YES YES

Time FE YES YES YES

Note: Table shows the regression output for the Eq. (1), showing the link between the sub-dimension of 
ESG practice and firms’ financial performance. Robust standard errors for the test’s statistics. Significant 
at a1%, b5%, c10% level.
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Table 5. Regression results for the sub-dimension of ESG score and financial performance mediated 
with GRI and CSR sustainability

Regressors
ROA ROE Tobin’s–Q

Estimate t – stat Estimate t – stat Estimate t – stat

Intercept 8.0180 4.50 a 62.7105 7.43 a 3.7991 9.43 a

ENV –0.0224 –2.13 b –0.0464 –0.93 –0.0067 –2.81 a

SOC –0.0122 –1.19 –0.1570 –3.24 a –0.0031 –1.36

GOV 0.0566 3.22 a 0.2842 3.42 a 0.0037 0.92

GRI –0.5844 –1.67 c –3.6887 –2.22 b –0.1405 –1.77 c

CSRSUST –0.3220 –1.15 –3.5622 –2.69 a 0.0179 0.28

CAPEX_INT 24.5508 7.52 a 69.0869 4.47 a 2.8714 3.89 a

R&D_INT –0.0456 –0.07 0.1935 0.07 0.0946 0.67

Size –0.4587 –6.10 a –1.9851 –5.57 a –0.1371 –8.06 a

DTE –0.0003 –11.44 a 0.0004 3.38 a –0.0001 –12.00 a

SALGWT 0.0012 5.27 a –0.0021 –1.96 b 0.0014 26.11 a

CR 1.8295 14.79 a –3.3445 –5.71 a 0.3480 12.44 a

Number 2971 2966 2965

R – squared 0.18 0.10 0.41

Firm FE YES YES YES

Time FE YES YES YES

Note: Table shows the regression output for the Eq. (1), showing the link between sub-dimension of 
ESG practice and firms’ financial performance mediated with GRI and CSR sustainability, GRI and 
SCRSUST are the indicator variables that assume 1 for sustainability practice otherwise 0. Robust 
standard errors for the test’s statistics. Significant at a1%, b5%, c10% level.

Table 5 describes the result by including two more sustainability practice indicators ex-
pressed in terms of the dummy variable. GRI is the dummy variable that assumes one for 
the companies following and implementing the GRI standards (e.g., GRI citing, G1.0, G2.0, 
G3.0, G3.1, and G4), otherwise zero. CSRSUST is the dummy variable that assumes one for 
the firm’s CSR committee practicing sustainability activities, otherwise zero. It is seen that 
the respective estimates of GRI (ROA = –.0.58, t-stat = –1.67; ROE = –3.69, t-stat = –2.22; 
TQ  =  –0.14, t-stat  =  –1.77) calculated negative and statistically significant. For example, 
Hussain et  al. (2018) report a negative association between sub-dimension (Economic-
aspect_EC_GRI3.0) sustainability and financial performance, while in other aspects (e.g., 
Environmental and Social), it shows positive results. Let measure CSR sustainability’s effects 
on the market value, which appears positive while it brings a lower return on equity. Further, 
environmental and social disclosures on firm performance appear adversely, but governance 
positively impacts profitability and market value. Other control variables show similar results 
reported in the previous paragraphs. 
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4. Robustness check

4.1. GRI Compliance and ESG disclosures

This section deliberates on the statistical evidence and their robustness, experimenting with 
alternative regression specifications, and considering other proxies for the financial perfor-
mance. The regression model has been expressed with GRI, as an interaction term,

	
1

2 1
,

k m

it j jit jit l lit it
j l

FP X GRI Z u
= =

′= δ + δ + λ +∑ ∑
	

(2)

where jitX jitGRI  – is the interaction term in relation to ESG parameters and GRI compli-
ance. The interaction dummy indicator measures the magnitude of GRI compliance among 
the firms depicted in terms of enhanced disclosures on the environment, social, and gover-
nance issues. GRI is the dummy variable that assumes one for the GRI compliance, otherwise 
zero. The empirical hypothesis H3: GRI compliant firms appear with high ESG scores and are 
positively linked with financial performance. 

The Eq. (2) has been expressed as an interaction dummy variable based on GRI compli-
ance and all three sustainability practice dimensions. Again, the results are in line with the 
previous outcomes and literature evidence. The environmental and social disclosures score 
with GRI compliance brings an adverse impact on the firm’s performance. The GRI-based 
governance reporting yields better profitability and enhanced market valuation (e.g., Luo 
& Bhattacharya, 2006; Hussain et al., 2018). Importantly one can see that GRI compliance 
and CSR sustainability appear to be downbeat with the accounting-based performance 
and market-based performance (e.g., Wagner et al., 2002; Brammer et al., 2006; Surroca 
& Tribo, 2008; Wang et  al., 2014; Fatemi et  al., 2018). The Capex intensity seems to be 
encouraging for all performance indicators, but R&D explains the firm’s market value posi-
tively. Further, sales growth contributes positively to the return on assets and Tobin’s-Q but 
adversely with the return on equity2. 

4.2. ESG and financial performance (networth and net profit margin)

In order to check the robustness of regression results of the Eq. (1) the study considers  = 
either Return on Networth (RONWT) or Net Profit Margin (NETPRFT). ESG disclosure 
shows an adverse effect on the returns on the networth and profitability but is not signifi-
cant (e.g., Jaggi & Freedman, 1992). One of the essential findings reported here is that GRI-
compliance shows a considerable positive contribution to stakeholder’s wealth creation and 
net earnings (e.g., Judge & Douglas, 1998). But CSR practice depicts a weak association 
with networth and net profitability. The R&D intensity causes negatively to the networth but 
encouraging impact on the net profit margin. Further, sales growth and leverage contribute 
positivity to both financial performance metrics2.

2	 Due to space constraints results on robustness check are not reported here, can be available on request. 
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5. Discussion and its implications 

One of the interesting observations based on the institutional theory is that only European 
firms are more concerned about voluntary environmental, social, and governance disclosures. 
It also implies that in the sustainability practice (SP), the firm’s governance remains the 
main concern for voluntary disclosures second consideration is social responsibility. Look-
ing through the lens of stakeholder and legitimacy theory – Socially responsible companies 
nowadays voluntarily practicing GRI standards and constituting a CSR sustainability com-
mittee to address various environmental, social, and governance issues. GRI is the global 
sustainability practice standard issued by a global reporting organization headquartered in 
Amsterdam, Netherlands. GRI standards are formulated based on stakeholder’s perspectives 
and public interest, more statistical evidence and discussion on GRI compliance are pre-
sented in the next section. It enables companies to communicate critical sustainability issues 
such as environment, human rights, social wellbeing, and governance. The statistical evidence 
shows that environmental disclosure and return on assets are adversely associated while 
it’s weak in terms of market-linked performance Tobin’s-Q. Further, social and governance 
compliances also depict adverse associations with financial performance. 

It’s evident that when companies decide to practice sustainability need to employ more 
financial resources in terms of non-monetary assets, which results in an increased amount 
of Capex considerable amount of operational overhead. During the initial fiscal years of 
sustainability practice, the undertaking’s profitability shrinks due to increased overheads. 
Hence, one can see that ESG shows an adverse impact on the accounting-based perfor-
mance metrics and similar market-linked performance effects. The empirical outcomes 
reported are consistent with the studies of Makni et al. (2009) and Hussain et al. (2018) 
based on the stakeholder theory; hence study’s notion is against hypotheses H1 and H2. 
The environmental and social disclosures contribute adversely, while governance practice 
remains more encouraging for the firm performance. One of the essential findings appar-
ent from the results is that Corporate Governance (CG) and enhanced transparency in the 
governance structure and board diversity matter for sustainability and contribute positively 
to the firm’s operational efficiency and market valuation.

Conclusions

The study aimed to explain the relationship between sustainability disclosures (SD) and the 
firm’s financial performance (FP). The empirical convention set for the work is that firms 
moving toward instantaneous sustainability disclosure, getting more attention and regards 
from the stakeholders, outperforming in the long run with improved profitability and market 
value. The study explains the importance of voluntary reporting of non-financial indicators 
and a firm’s accountability toward stakeholders, reflecting the firm’s financial performance. 
Researchers and analysts find ESG assessment more relevant due to stakeholder’s growing 
interest in ESG firms and their financial performance. Hence, the firm’s ESG focus and going 
net-zero are the companies’ exceptional commitment through carbon reduction and further 
achieving the goal of the Paris agreement for sustainable development.
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The adverse estimate of the ESG signifies that sustainability implementation results in a 
decline of ROA and ROE and further lower market valuation of the firm. The Capex intensity 
shows a positive impact, while R&D intensity appears to be significantly positive for Tobin’s-
Q. The firm’s size shows an adverse effect, while sales growth positively contributes to return 
on assets and market value. The firms’ leverage was recorded with significant adverse impact 
while sustainable firms’ liquidity with an encouraging relation with ROA and Tobin’s-Q. The 
environmental dimension appears negative across accounting and market-based firm perfor-
mance. Also, the social dimension of sustainability contributes adversely. It seems significant 
for profitability. But the governance dimension depicts a positive association with the operat-
ing efficiency and the firm’s market value. Thus, empirical results evidence that sustainability 
practice (SP) and financial performance (FP) are significantly associated. 

Policy implication/practical recommendations: (i) Firms must ensure higher GRI compli-
ance by introducing Industry-leading practices like independent committees (ii) In order to 
have a swift implementation of sustainability standards; firms can constitute sub-dimension 
committees broadly covering various aspects of Economic, Environmental, Labour, Human 
rights, Society and Product responsibility. (iii) The empirical outcome shows that a firm’s 
performance responds positively to the governance aspects; hence board diversity, executive 
compensation, board meetings, and board independence should have enhanced the report-
ing. The study contributes to the relevant literature on sustainability practice and its relative 
advantages in risk management and strategy building. But the work is limited up to ESG 
disclosures and their determinants. Hence, the result can be further extended in terms of 
sustainability performance and indicators of sustainability practice.
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APPENDIX

Countries Benchmark Stock Index #companies

Australia S&P/ASX 200 30
Brazil IBOVESPA 30

Canada S&P/TSX 30
China SSE 30
Europe STOXX50 30
France CAC40 30

Germany DAX 30
India NIFTY 30

Indonesia IDX Composite 30
Italy FTSE MIB 30

Japan Nikkei 225 30
Mexico IPC 30

South Africa ZAR 30
South Korea KOSPI 30

Taiwan TAIEX 30
UK FTSE 30

USA DJIA 30
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