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ABSTRACT

The recent corporate trends show a shift towards responsible performance
and increased responsibility disclosures. The reporting of environmental,
social and governance (ESG) factors by a firm has been found to have
positive market valuations. This study empirically analyses the association
of ESG disclosures and market valuations in an emerging market, India.
This study is original as it examines the association between responsibility
disclosure and firm value of family firms with non-family business firms.
This study was conducted with a sample of 245 Indian companies over 5
years and the results show that ESG disclosures do not significantly explain
firm value (measured as Tobin’s q). A significant difference between the
ESG disclosure practices of family and non-family firms was found. The
family firms make higher ESG disclosures. These results document another
advantage of family-ownership in today’s era of responsible investing. The
study has implications for investors in investment decision making and
screening of investments.
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INTRODUCTION

Corporate strategies have started incorporating corporate social
responsibility (CSR) and environmental responsibility in order to align
corporate governance with sustainable development. This change in
corporate strategies has increased investor preference towards investments
that consider environmental, social and governance (ESG) criteria in
investment decision making. Regulators, managers and investors are making
efforts to improve public transparency on economic, social and corporate
governance issues in order to increase the value of a company (Aguilera,
Rupp, Williams, & Ganapathi, 2007).

Many businesses understand that corporations play a key role in
tackling urgent issues that may affect the stakeholders of the business in the
long term. Owners of companies can exert pressure on the management to
conform to the moral expectations of the stakeholders of a business. Many
businesses resist the adoption of a sustainability agenda fearing loss in value
of the firm but sustainable investments focus on environmental and social
performance without compromising their economic results. The existing
literature empirically supports the positive effect of ESG disclosures on
firm value. However, ESG disclosures of family-controlled businesses and
non- family businesses have not been researched convincingly.

Family controlled businesses are different from non-family business
in many ways. Such controlling families often hold large shareholdings and
for the most part have representation at the top management level as well
as on the board. Family businesses are featured by higher commitment to
business, higher trust levels among the owners and management and more
certain succession planning. Theoretically the Stewardship Theory should
hold well in family-owned firms. However, in practice, family-owned firms
also have serious corporate governance problems like succession issues and
family feuds. Thus, family and non-family business might show differences
in terms of ESG disclosures and its effects.

Like many emerging countries, the family-centred style of management
is one of the unique features of India’s ESG scenario. Most of the large
corporations in India are controlled by family groups (Du, Bhattacharya, &
Sen, 2010). This paper empirically examines the level of ESG disclosures
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made by Indian firms and impact of ESG disclosure on the market value of
the firms. The present study extends the literature on the association of ESG
disclosures and firm value by empirically testing for a significant difference
in family and non-family businesses in Indian capital markets.

This study examined whether the family status of companies is
important to voluntary ESG disclosure. The rest of the paper will be
structured as follows: the next section discusses the relevant literature
on the subject. The third section explains the methodology of analysis
implemented in the study, including the data used, and the methods and
tests applied. In the fifth section results are analyzed and discussed. The
results are concluded in the last section.

LITERATURE REVIEW

The large number of the ESG disclosures (ESGD) literature shows the
importance of the theory worldwide. The ties of ESGD as defined by
financial features (size, productivity and firm leverage) have been widely
studied and reported through the management and social science literature
in developing countries (Hillman & Keim, 2001; Amran & Devi, 2008;
Mahadeo, Hanuman, & Oogarah-Soobaroyen, 2011; Crisdstomo, Freire,
& Vasconcellos, 2011).

ESG disclosure is important for an organization. Companies provide
stakeholders with ESG information across a wide range of channels. These
include quarterly reports, corporate blogs, press releases and CSR ads on
an economic, ecological and green basis (Amran & Devi, 2008, Perks,
2015). Such platforms provide ESG documents as the primary resources
to meet investors’ environmental and social information needs (Unerman,
O’Dwyer, Gray, Bebbington, & Collison, 2006; Abu Bakar & Ameer, 2011).
ESG reporting is defined as the “communication process for specific groups
within society and for society as a whole of the social and environmental
impacts of economic activities of organizations” (Panwar, Paul, Nybakk,
Hansen, & Thompson, 2014). ESG is a strategic investment for a company
that aims not only to benefit from its participation in activities of social
responsibility but also its communication with external players concerning
such participation (Arvidsson, 2010; Du et al., 2010; Othman, Darus, &
Arshad, 2011).
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Research has found that higher ESG output could help businesses
develop a credible and honest image and thus gain the support of investors
(Azim, Pruneri, Cocorocchio, Cinieri, Raviele, Bassi, & Peccatori, 2009;
Rim, Yang, & Lee, 2016). The implementation of ESG activities helps
promote stakeholders ‘ confidence in the company and enables the company
to maintain a favorable relationship with its key stakeholders (Menassa,
2010; Park & Levy, 2014). The communication of environmental and social
initiatives by family companies can thus be perceived as impartial and
therefore reduces uncertainty among stakeholders.

The Challenges of ESG Disclosure

Organizations face increasing social responsibility pressure from
investors and are expected to communicate their ESG activities (Perks,
Farache, Shukla, & Berry, 2013; Grougiou, Dedoulis, & Leventis, 2016).
The yearly report may be used to enhance the perception of the community
about the response of the organization to certain ESG problems or to divert
attention from unfavorable situations (Deegan, 2002). Such reports are
limited, and provide specific information which is to help shape the image
of the company by shareholders (Kalkanci, Ang, & Plambeck, 2016).

Several studies have shown that the degree of confidentiality of ESG
information provided by firms in their annual reports is controversial. The
lack of ESG reporting standards, particularly with regard to the amount
and type of data reported to investors in the company’s annual reports
makes it extremely difficult and inimitable to report ESG (Cerin, 2002;
Saleh, Zulkifli, & Muhamad, 2010). The fact that the ESG projects have
not reached agreement on what to include (or exclude) leads to confusion in
understanding for the contents of the documents (Margolis & Walsh, 2003).

Some observers who believe that such firms’ motives are less than
sincere, raising the spectre of ‘green washing’ where firms improve social
performance for purely presentational reasons and not to improve underlying
sustainability, thus doing the right thing for the wrong reason (Burritt &
Schaltegger, 2010). Companies may be deliberately advertising good
performance on some aspects of CSR while burying poor performance on
others (Owen, 2005). The company reports generally positive, valuable
information related to ESG (Tagiuri & Davis, 1996). There are thus very few
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opportunities to make ESG reports accessible in places in which the business
is weak in record (Cormier & Gordon, 2001; Rahman, 2011; Aerts, Cormier,
& Magnan, 2008). Most businesses that report on ESG are expanding CSR
investments in print management data volumes and over-reports. ESG’s
coverage is a tactic to affect a company’s public perception and shape the
way certain players perceive the company (Murthy & Abeysekera, 2008;
Perks et al., 2013). Many companies see ESG reporting as a platform for
public relations to build a good image and gain strong market reputation.
(Siregar & Bachtiar, 2010). Companies may use CSR reporting to enhance
stakeholders’ perceptions of the suitability of their companies’ pro-social
and environmental activities (Deegan, 2002; Guidry & Patten, 2010), and
selectively report on positive ESG behavior, which will lead to misleading
and biased reporting.

ESG Disclosure and Market Value

Prior studies have attempted to demonstrate empirically the positive
consequences of ESG disclosure on the market value of a company (Hidayat,
2011; Thorne, Mahoney, Gregory, & Convery, 2017). Many studies
examine the relationship between the reporting level of ESG and cost of
equity capital. Dhaliwal, Radhakrishnan, Tsang, and Yang (2011) showed
that the company’s cost of equity capital decreases with more voluntary
environmental disclosure, but (Guidry & Patten, 2010) and (Richardson &
Welker, 2001) noted that the higher voluntary ESG disclosures raise cost
of capital.

Recent empirical evidence offers mixed results on the association
between market value and ESG coverage, as assessed by its stock price
or market reaction. Although some studies reported a positive association
between the reporting of ESG and the assessment of business (Ferns,
Emelianova, & Sethi, 2008; Wang & Li, 2015; Cahan, De Villiers, Jeter,
Naiker, & Van Staden, 2016), the correlation between the two mechanisms
was not significant (Aerts et al., 2008; Granata & Chirico, 2010). In
comparison, some studies (Melo & Garrido-Morgado, 2011; Jones, Frost,
Loftus, & Laan, 2007) argue that ESG is negatively associated with firm
quality. Such contradictory results raise doubts about the information
provided in volunteer CSR data in the annual reports of companies or in
separate sustainable studies.
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Studies have found different associations between different types of
disclosures and market value. Hillman and Keim (2001) prove that strategic
management issues (relevant to primary stakeholders) add to the market
value of a firm whereas the social issue participations (relevant to secondary
stakeholders) are value destroying. Chang, Kim, and Li (2014) follow the
framework suggested by (Margolis & Walsh, 2003) to find ‘Technical CSR’
(targeting primary stakeholders) is positively associated with both market-
based and accounting-based measures of financial performance.

Jones et al. (2007) recognise that different stakeholders have different
economic significance for firms and CSR can increase firm market value
mainly via improved employee welfare and environmental performance.
Thus, previous literature reviews (Margolis & Walsh, 2003; Malik, 2015)
and meta-analyses (Margolis et al., 2009; Orlitzky, 2013; Friede, Busch,
& Bassen, 2015; Lu & Taylor, 2016) document that the majority of studies
show evidence of this positive link, a sizeable number of papers are not able
to find an association and only a very small minority (6-8%) of empirical
work have found a negative relationship between CSR and market value
(Brooks & Oikonomou, 2018).

The Role of Family Involvement

Family businesses possess several outstanding and unique
characteristics that distinguish themselves from non-family businesses as
external stakeholders. Such characteristics can be an important factor in
the evaluation and response to ESG reporting by stakeholders. We also
provide information that shapes the expectations of the companies and the
disclosure of ESG by stakeholders. As far as ESG is concerned, family firms
behave differently from firms without family involvement. The influence
of family involvement generates a range of attitudes that can lead to the
socially responsible behavior of these specific types of companies and to
the adoption of ESG policies. The effect of families and management on
social efficiency, ethics and business has been explored by empirical studies
(Dyer & Whetten 2006; Berrone, Cruz, Gomez-Mejia, & Larraza-Kintana
2010; Othman et al., 2011).

Family members are altruistic towards each other as a result of
kinship obligations that are part of the axiomatically binding normative
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moral order in most cultures (Salvato & Melin, 2008). Strong commitment
towards business in family-controlled business is regarded as an advantage
as compared to non-family firms. Family companies can capitalize on the
positive perception of their stakeholders compared to non-family companies,
since these companies are seen as trustworthy and highly credible (Stanley
& McDowell, 2014).

Family involvement in business has been studied with firm’s financial
performance. Gill and Kaur (2016) found that family involvement in business
is associated with superior financial performance. Furthermore, financial
performance is higher for family companies as compared to non-family
companies. Based on the market performance measure, family companies
appear to be better performers with higher outside board representations.
Family companies had a diverse background and expertise. The impact
of firm size and unaffiliated block-holdings on financial performance was
found to be significantly negative.

Family controlled firms may not face agency problems as management
and owners are strongly connected (Ang, Cole, & Lin, 2000). Theoretically
the Stewardship Theory should hold well in family-owned firms. However,
in practice, family-owned firms also have serious corporate governance
problems like succession issues and family feuds. They are more vigilant
with external investors and less willing to act in ways that breach the
confidence of their business partners (Cennamo, Berrone, Cruz, & Gomez—
Mejia, 2012).

RESEARCH METHODOLOGY
Sample Selection and Variables Measurement

The study is based on the data of top 500 listed Indian companies
included in S&P BSE 500 index from 2013 to 2018. S&P BSE 500 index
represents nearly 93% of the total market capitalization on BSE (formally
Bombay Stock Exchange), a leading stock exchange of India that was
established in 1875. S&P BSE 500 covers all 20 major industries of the
Indian economy. This study further restricts its final sample to all non-
financial firms subject to the availability of data required to estimate the
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regression models discussed in following sections. For obtaining the data on
the variables considered in this study annual reports of sample companies,
Prowess 1Q database (maintained by the Centre for Monitoring Indian
Economy) and BSE website were referred. Table 1 represents the sample
selection criteria from the total 500 Indian companies which form the part
of S&P BSE 500 index. The final sample size consisted of 245 companies
after excluding all banking, financial, central and state enterprises, merged
companies, companies with financial years other than fiscal year and
companies for which database for years 2014-2018 was missing.

Table 1: Sample Selection
S&P BSE 500 Index companies 500

Less:
Banking companies

(
Financial companies (45)
Central and State government enterprises (37)
Merged companies (30)
Companies with financial year other than fiscal year (1April to 31 March) (45)
Companies for which data for FY 2014-2018 was missing (64)
Usable sample 245

Measurement of Study Variables

Dependent Variable

Firm market value was taken as dependent variable for the analysis.
Prior literature validates the use of Tobin Q as a relevant market-
specific measurement of firm performance for capturing the effect of the
ESG reporting on firm value. The study used Tobin q as a proxy for the
market value of companies for three reasons. First, because it is focused on
the price of the stock market, it is forward-looking. Second, market-based
measures reflect the notion of outside parties and can better capture long-
term value of ESG activities (Orlitzky, Schmidt, & Rynes, 2003). Tobin’s
Q is usually regarded as a reputational impact assessment (Zellweger,
Kellermanns, Eddleston, & Memili, 2012). Third Tobin’s q can also be used
to compare businesses in different industries because it is not influenced by
accounting standards (Hillman & Keim, 2001). Some researchers also claim
that market-based measures are more appropriate than accounting-based
measures to define the financial benefits of CSR. Following many eminent
references, Tobin’s q was calculated as

100



Corporate Sustainability and Fair Market Value

Tobin’s Q = [(market value of common stock + Book value of
preference stock + Book value of borrowings + Book value of current
liabilities) / (Fixed assets + Investment +Current assets)] at the year
end.

Where,

Market value of common stock = Daily market capitalization as on
31 March

Book value of preference stock = Paid up preference share capital
figure as on 31% March

Book value of borrowings =Total borrowings as on 31% March
Book value of current liabilities = Current liabilities as on 31 March

Fixed assets + Investment + Current assets = Total assets as on 31
March

Independent Variable

ESG reporting index was taken as an independent variable. The
measurement of the ESG reporting index is discussed in the following
section.

ESG Disclosure Measurement

ESG disclosure is the voluntary interaction between a company and
its stakeholders about social and environmental issues in the context of a
business (Reverte, 2009). Social reporting, therefore, informs shareholders
and other third parties, in particular, of their involvement in the company
and their level of engagement with society (Slack & Campbell, 2008). ESG
disclosure is defined as “Voluntary disclosure containing information on the
company’s impacts upon a range of social and environmental constituencies
or stakeholders, typical contents include information on human resources,
communities, environmental resource consumption and environmental
impact.”
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In order to measure the richness of the information presented in
annual reports, the content analysis approach was used. The analysis of the
content was defined by Holder-Webb, Cohen, Nath, and Wood (2009) as
“a way to codify text and information in written narratives into classes or
categories that can be done in various ways, in varying complexity”. The
content score represents both the quality and quantity of the disclosure in
contrast to the paragraph, or word count, which only shows how much
information, is provided, whereas the quality of the disclosure is more
important (Hasseldine, Salama, & Toms, 2005).

In order to measure ESG disclosure, we first defined four ESG categories
according to previous literature, which consisted of social performance,
environmental performance, sustainable practices and governance (Gray,
Kouhy, & Lavers, 1995; Deegan & Haque 2009; Scholtens, 2009; Busch &
Hoffmann, 2011; Jizi, Salama, Dixon, & Stratling, 2014; Nekhili, Nagati,
Chtioui, & Rebolledo, 2017). For comparability purposes, it is important
to use similar categories of CSR as in previous studies (Gray et al. 1995).
Each category was classified from 0 to 3 according to the information
richness (Deegan & Haque, 2009; Weinhofer & Hoffmann, 2010; Nekhili
etal., 2017). An index was constructed based on an extensive list of items
(see Appendix A) of social importance and earlier ESGD indices used to
capture India’s specific disclosure items. The following criteria were used
for determining the disclosure where 0 if the item has not been disclosed;
1 if one or less than one sentence has been disclosed; 2 if more than one
sentence has been disclosed.

1. 0 if the item has not been disclosed;
2. 1 if one or less than one sentence has been disclosed;
3. 2 if more than one sentence has been disclosed;

Moderating Variable

Firms are considered to be family firms where the ultimate controlling
shareholder with at least 10% of the shareholding is family-owned and at
least one member of the controlling family is on the board or part of the
top management, otherwise these firms are regarded as non-family firms.
Four types of measures are used for measuring family business. These are
as follows:
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1. Family Ownership (FOWN): ownership to the minimum extent of
10% in the hands of founding family (promoter or the descendant);

2. Family Governance (FGOV): family member (promoter or the
descendant) as CEO (Chief Executive Officer) or MD (Managing
Director);

3.  Family Management (FMGT): number of directors (chairman or
the other directors) on the board from a family (promoter or the
descendant).

4.  Family Composite (FCOMP): if any company fulfills all above
conditions.

Control Variables

The relation between market value and the disclosure of CSR may be
affected by a variety of other variables that we need to control. ESG reporting
may also be influenced by Board characteristics. Five characteristics of the
board were considered in our study: presence of board size, independence,
meeting, CEO-duality and multiple directorships. Giannarakis (2014) argues
larger boards allow companies to gain more diverse and valuable resources
to carry out ESG activities. Cuadrado-Ballesteros, Rodriguez-Ariza, and
Garcia-Sanchez (2015) and Khan, Muttakin, and Siddiqui (2013) find that
independent directors made a positive contribution to increasing the level
of ESG disclosure.

The number of board meetings shows the concerns of directors about
the needs of stakeholders, such as the position of ESG duties. With its power
concentration, it may affect the efficiency of boarder oversight, which
may contribute to failures of additional involvement in social activities
and thus to a lesser level of reporting on those activities, because a single
person holds the dual functions of Chairman of the Board of Directors and
CEO (Khan et al., 2013).

We also controlled other firm characteristics. More profitable firms
are motivated to consider the creditors’ expectations regarding ESG-related
information. In addition, large firms are faced with a higher demand
for communication and therefore have more incentives to apply ESG
disclosure. We also controlled companies with sales intensity because it
complements ESG by giving firms a competitive advantage. Relatively
old firms are economically stable and spend more in socially responsible
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practices. Eventually, industry is widely viewed as an important factor in
the implementation and monitoring of CSR activities. To code the industry,
we used the National Industrial Classification (NIC). Table 2 summarizes
the variables used and their measurements in our model.

Table 2: Summary of the Measures of Variables
Variables Measurements
Dependent Variable

[(market value of common stock + Book value of preference stock
Tobin’s Q + Book value of borrowings + Book value of current liabilities) /
(Fixed assets + Investment +Current assets)] at the year end.

Independent Variable

ESG reporting environment social governance reporting index
as the ratio of the assigned total score to the maximum score.

Moderating Variable

ESG reporting

Family firms are deemed to be family firms if the ultimate
controlling shareholder with at least 10 percent equity is a family

Family firms and at least one member of the controlling family is in the board or
part of the top management, otherwise these firms are considered
to be non-family firms

Governance Related Control Variables

The number of directors

Board size

Board Percentage of independent directors to total directors on the board
independence

Board Total number of meetings conducted in a year

meetings

CEO duality Dummy=1 if CEO-Chairman roles are combined, otherwise 0,
Multiple Proportion of board members with more than two outside

directorships  directorships to total directors on board.
Other Control Variables

Profitability Return on assets
Firm Size Natural logarithm of the total assets
Sales Growth  The percentage of annual growth in total sales

Age Difference between latest year and incorporation year of company

Industry Binary variable that takes the value according to the

Industry codes industry classification code issued by NIC
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EMPIRICAL ANALYSIS AND DISCUSSION

First, we present descriptive statistics on all the variables considered in our
study, followed by a correlation between these variables. First, multivariate
regression measures the effect of ESG coverage on market-based results for
the entire sample, and then for family and non-family companies separately.
The model encompasses the lagged effect of market-based performance.
Ownership, governance and other firm characteristics served as controls.
Table 3 reports the composition of the sample, which consisted of 1225
firm years from 245 firms in the S&P BSE 500 index covering the period
2014-2018. This study classifies the total 245 firms into 114 family firms
and 131 non-family firms on the basis of family composite.

Table 3: Composition of the Sample Firms

Firms Firm years
Number Percent Number Percent
Total 245 100% 1715 100%

Composition of the sample firms by
ownership**

Family firms 214 87.35 1498 87.35
Non family firms 31* 12.65 217 12.65
Composition of the sample firms by

governance***

Family firms 147 60 1029 60
Non family firms 98 40 686 40
Composition of the sample firms by

management****

Family firms 181 73.88 1267 73.88
Non family firms 64 26.12 448 26.12

Composition of the sample firms by family
composite*****

Family firms 114 46.53 798 46.53
Non family firms 131 53.47 917 53.47

*Non family firms were 31 in 2010-2013 but 2014 onwards the number became 30 as Page Industries started falling in family
firms instead of non-family firms due to change in ownership structure.

** Ownership to the minimum extent of 10% in the hands of founding family (promoter or the descendant)

*** Family member (promoter or descendant) as CEO (Chief Executive Officer)/MD (Managing Director)

**** Number of directors (chairman or directors) on the board from a family (promoter or descendants).

***** If all the conditions with regard to ownership, governance and management are met
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Univariate Analysis

Table 4 provides descriptive statistics for all the variables. The average
Tobin’s Q was 3.0603 while maximum value of Tobin’s Q is 69.839. Our
sampled firm-years report ESG disclosure on average 15% on total items
included in our study. We identified as family-controlled companies 655
of a total of 1225 observations (53.5 per cent of total sampled firm-year
observations). The average family ownership value was 49.90%. The boards
comprised on average of 12 members, and 5 were independent. The Boards
met seven times a year. Moreover, approximately 8% of the directors had
multiple directorships in other companies, and 30.1% of the CEO’s are on
boards of other companies. The average level return on assets of the firms
was 7.624%. The average firm size was measured as the log of total assets
is 4.558 where as sales growth represents 11.47% of the total sales.

Table 4: Descriptive Data for the Sample Companies

Variables Mean Star_ld?rd Minimum  Maximum
deviation
Tobin’s Q 3.060 3.449 0.000 69.839
FCOMP 0.535 0.499 0.000 1.000
Lag Tobin’s Q 2.785 3.278 0.000 69.839
Lag ESG score 13.226 7.860 0.000 39.000
ESG score 15.057 7.878 0.000 39.000
Board size 0.962 0.121 0.000 1.301
Board Independence 0.542 0.192 0.125 6.000
Board Meetings 0.739 0.115 0.477 1.114
CEO-Duality 0.301 0.459 0.000 1.000
Multiple Directorships 0.815 0.303 0.000 8.000
Profitability 7.626 8.547 -78.430 47.500
Firm size 4.558 0.562 -0.046 6.338
Age 42.241 24.984 7.000 155.000
Sales growth 0.115 0.565 -1.000 11.285

Table 5 describes the mean difference of variables between the family
and non-family companies. Non-family firms showed better financial
performance as calculated by Tobin’s Q (3.3156) than did family firms
(2.9252), but the difference was not statistically significant. Similarly,
the lagged Tobin’s Q was also not statistically different between family
and non-family firms. Results show a statistically significant difference in
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ESG disclosure score of family firms (.2528) and non-family firms (.2489).
Family firms had better ESG reporting practices as compared to non-family
firms. The difference between the future ESG scores also confirm the
statistically higher mean of family firms (13.2656) compared to non-family
firms (13.1807).

Table 5: Mean Difference of Variables Between Family and Nonfamily Firms

Family firms Non-Family firms

VEITELD Z0 (114 firms) (131 firms) BVEIDD
Tobin’s Q 2.9252 3.2156 1.470
Lag Tobin’s Q 2.6504 2.9386 1.535
ESG score .2528 .2489 -.519*
Lag ESG score 13.2656 13.1807 -.189*
Board size 9745 .2528 -4.082***
Board Independence .5590 5234 -3.249*
Board Meetings .7236 .7557 -4.924***
CEO-Duality 4977 .0754 -18.072
Multiple Directorships .8157 .8144 -.076™**
Profitability 7.2635 8.0424 1.592
Firm size 4.5494 4.5689 .B07***
Age 39.3511 45.5614 4.372***
Sales growth 1211 1074 -422

**+5<0.01;*p<0.05;*p<0.10

All governance related control variables showed statistically significant
difference between family and non-family firms except CEO duality. Family
firms had a bigger board size, more independent directors, hold slightly
lower number of board meetings, and their directors hold more multiple
directorships than non-family firms. Moreover, the sales growth of family
firms (.1211) was better than non-family firms (.1074). Firm specific control
variables also showed statistically significant differences between family and
non-family firms except profitability and sales growth. Sample family firms
had a bigger firm size and are younger than the sample of non-family firms.

Multivariate Analysis
The correlations between the various variables are shown in Table

6. The matrix for pair-wise correlation shows that no correlation between
independent and control variables reaches the 0.5 value. Therefore, the
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statistical characteristics of the numerical variables indicate that our
multivariate analysis did not contain significant multicollinearity problems.
A multivariate regression analysis was used to examine the relationship
between ESG disclosure and market value of the firms and to analyze
whether this relationship is affected by the family and non-family context
of business. To check for fixed-effects in the model, the likelihood ratio
test was used. The statistical p-values firmly rejected the null hypothesis
that the fixed effects represented strong cross-sectional and period effects.
Therefore, for the current evaluation, the pooled OLS model was found
to be inappropriate. The Hausman specification test was implemented to
determine whether the fixed-effect or random-effect model is appropriate.
The chi-square was significant (p = 0.000), therefore, the fixed-effect model
was estimated for analysis.

Table 7 presents the results of regression analysis for the whole sample
(1225 firm-year observations). The results indicated that ESG reporting has
insignificant impact on firm performance based on Tobin’s Q. The value of
adjusted R square of total sample was equal to 56.73%. The model was a
good fit as the independent variables explains approximately 56% variation
in firm market value (Tobin’s Q). Neither family composite nor lagged ESG
scores had a significant association with firm market value.

On splitting the sample into family and non-family firms on the basis
of ownership and governance, the regression results for family as well as
non-family firms did not document a significant association between firm
market value and ESG disclosures.

Table 8 presents the results of ordinary least squares (OLS) regression
estimating the effects of ESG disclosure of family firms on the firm market
value, where ESG disclosure is exogenously determined. The regression
model was a moderate fit as it explains 56% variation in the firm market
value (dependent variable). The regression coefficient of lagged ESG
disclosure score was positive but not statistically significant.
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Table 7: Results of Regression Analysis
(Fixed Effect Model) For the Whole Sample

Sampe Firms=245

Variables Coefficients t-statistics Prob.
Constant 3.5347 4.1308 0.0000***
ESG Score 0.9969 1.0381 0.2994
Lag ESG Score 0.0029 0.1862 0.8523
FCOMP -0.1386 -0.9077 0.3642
Board Size 0.2721 0.4555 0.6488
Board Independence 0.1847 0.4092 0.6824
Board Meetings -0.2047 -0.3489 0.7272
CEO-Duality 0.0642 0.3987 0.6902
Multiple Directorships -0.0078 -0.0278 0.9904
Profitability 0.0254 3.1545 0.0016***
Firm Size -0.6771 -5.2357 0.0000***
Industry Codes -0.0032 -0.7858 0.4321
Age -0.0002 -0.091 0.9275
Sales Growth 0.1438 1.241 0.2148
Hausaman test 915.468
F-value 115.64
R? 0.5723
Adjusted R? 0.5673
N 1225

#r%p<().01;%*p<0.05;*p<0.10

Table 8: Results of Regression Analysis

(Fixed Effect Model) For the Family Firms

Sample Firms=114
Variables Coefficients t-statistics Prob.

Constant 6.1893 3.9905 0.0001***
ESG Score 1.4741 0.9933 0.3209
Lag ESG Score 0.0005 0.01897 0.9849
Board Size 0.3555 0.4033 0.6869
Board Independence -0.3444 -0.3357 0.7372
Board Meetings -0.6069 -0.6374 0.5241
CEO-Duality 0.0645 0.3137 0.7538
Multiple Directorships 0.2091 0.4520 0.6514
Profitability -0.0027 -0.2152 0.8297
Firm Size -1.1215 -5.1653 0.0000***
Industry Codes -0.0063 -0.9557 0.3396
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Sample Firms=114

Variables Coefficients t-statistics Prob.
Age -0.0056 -1.1820 0.2376
Sales Growth 0.2492 1.2731 0.2034
Hausaman test 476.18
F-value 65.334
R? 0.5699
Adjusted R? 0.5612
N 655

k<), 01;%%p<0.05;*p<0.10

Table 9 presents the regression results estimating the effects of ESG
disclosure of non-family firms on firm market value. The regression model
was a moderate fit as it explained a 60% variation in the firm market value
(dependent variable). ESG disclosure score was a significant determinant
of Tobin’s Q (proxy for firm value).

Table 9: Results of Regression Analysis
(Fixed Effect Model) For Sample of Non-Family Firms

Sample Firms=131

Variables Coefficients t-statistics Prob.
Constant 1.6862 1.7096 0.0879*
ESG Score 0.2301 0.1997 0.8418
Lag ESG Score 0.0070 0.3647 0.7154
Board Size 0.5056 0.6491 0.5165
Board Independence 0.4865 1.0254 0.3056
Board Meetings 0.0249 0.0369 0.9706
CEO-Duality -0.2493 -0.8176 0.4139
Multiple Directorships -0.2956 -0.8808 0.3788
Profitability 0.0807 6.7990 0.0000***
Firm Size -0.3589 -2.4254 0.0156**
Industry Codes -0.0016 -0.3346 0.7380
Age 0.0012 0.3794 0.7045
Sales Growth 0.1136 0.8934 0.3720
Hausaman test 452.75
F-value 66.270
R? 0.6078
Adjusted R? 0.5986
N 570

***p<0.01;**p<0.05;*p<0.10
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CONCLUSION

The impact of ESG reporting on a company’s market value was examined
in this paper for a sample of family and non-family firms. The study was
based on a sample on 245 Indian firms included in the S&P BSE 500 index
from 2014 to 2018 (1225 firm-year observations). The results demonstrated
that family firms published more information on ESG reporting than non-
family firms. These results are contrary to the results of Nekhili et al. (2017).
Indian family firms are responsible investments.

Unlike Anderson and Reeb (2003) and Villalonga and Amit (2006)
the Tobin’s Q was not found to be significantly different in case of family
firms and nonfamily firms. This implies that market participants in India
do not consider family status in their investment decisions.

Contrary to the results of related prior studies, this study did not find
a significant association between firm value and ESG disclosure practices.
Nekhili et al. (2017) conducted a study in France and found that Tobin’s q
was positively related to ESG reporting in family companies and negatively
related ESG disclosure in non-family companies. The results of this study for
the total sample, family firms and non- family firms confirm unrelatedness
between ESG disclosure index and firm market value (measured as Tobin’s
Q). The family status of a firm does not affect the relationship between firm
value and ESG disclosure practices. This implies that market participants
in India do not consider sustainability disclosures while making investment
decisions. Indian capital markets are unique in many ways and informational
inefficiency is an important distinguishing feature.

This research also has some significant implications for management,
theory, researchers, policymakers and users of financial statements. The
findings of this study will redound to the benefit of the investors and
managers considering that ESG plays an important role to corporations
today. It would also be a promising path of research to compare ESG
commitment of companies to the different stakeholders, including regulatory
bodies, NGOs, community and employees. Companies disclose their ESG
activities to different groups of stakeholders, which do not require the same
information level (Aguilera et al., 2007; Aerts et al., 2008).
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This study has several limitations. The influence of family participation
may differ from one dimension to another (employee relations, climate,
consumer aspects, public relationships, etc.). In some ESG ways, family
businesses may be socially responsible but, in others, socially irresponsible.
Future research should address this issue by creating a disclosure index that
not only adds score for each ESG disclosure item but also reduces score by
considering non-responsible actions reported by the firms.
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APPENDIX A: ESG INDEX

DISCLOSURE CATEGORIES

I-Social Performance

1.
2.
3.
4

5.

Promotion of education through donations, scholarships
Sponsorship of public health projects/medical camps
Establishment/maintenance of educational institutions

Supporting the development of local industries or community programs and
activities.

Participation in social government schemes and campaigns

ll-Environmental Performance

o~ wbd

Environmental awards Received

Environmental programs Response to environmental audits
Environmental Awareness Training

Presence of Environmental Management System (EMS)
Amount spent on environmental protection

lll-Sustainable Practices

1.
2.
3.

5.

Prevention, reduction and fixing of air/water/soil emissions
Recycling of waste material

Energy consumption and measures to improve energy efficiency-use of
renewable energy

Consumption of raw materials and measures taken to improve the efficiency
of raw material use

Measures to reduce greenhouse gas emissions

IV- Governance

A e

5.

Board size

Board Independence
Board Meetings
CEO-Duality

Multiple Directorships

Source: Developed from Deegan and Haque (2009), Weinhofer and Hoffmann (2010) studies and authors’ own compilation
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