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Abstract: This study investigates the relationship between corporate environmental, social and
governance (ESG) performance disclosure and profitability, highlighting the significant differences
between the financial and non-financial sectors. This study uses an extensive Australian sample
during the 2007–2017 period from Bloomberg’s database. A panel regression model is used to evaluate
the association between the corporate ESG performance disclosure and profitability to conduct an
industry analysis. The robustness of the results is rigorously assessed using several robustness tests
to evaluate the methodological, sample selection, endogeneity and causality issues associated with
corporate ESG performance disclosure. This study finds that higher corporate ESG performance
disclosure is associated with higher company profitability. However, the industry comparison analysis
shows significant differences between financial and non-financial industries. This study finds that for
companies operating in non-financial sectors, except for corporate governance, there is no significant
association between corporate environmental and social elements and a company’s profitability.
Therefore, this study has implications for regulators and corporations. The empirical results of
this study show that improving corporate ESG performance disclosure is beneficial to shareholders
and other stakeholders in the long run. However, the enforcement of environmentally and socially
responsible conduct improves profitability only in the financial industry. This study recommends
that the regulators create a conducive institutional environment to promote ESG performance in
the financial industry. Therefore, it enhances ESG awareness for the borrowers as well as helps
economic development.

Keywords: environmental; social and governance; corporate performance; stakeholder theory

1. Introduction

During the last decade and since the 2008–2009 period of financial turmoil, where the
main driver of the financial crisis initiated from the irresponsible behaviour of the financial
sector, the pursuit of environmental, social and governance (ESG) performance disclosure
has increased globally [1,2]. The significance of responsible conduct for companies that
operate in the financial industry is meaningful when considering the resource allocation
role and its substantial impact on overall economic development [3,4]. Accordingly, the
benefits of developing corporate ESG performance disclosure create a win-win situation
for corporations, stakeholders and the overall economy [5]. However, previous studies on
the association between corporate ESG performance disclosure and the company’s financial
performance are inconclusive or present mixed results. For instance, a review study by
Margolis and Walsh [6] reports some mixed results. Another study by Clacher and Hagen-
dorff [7] provides evidence of a negative association between corporate ESG performance
disclosure and financial performance. In contrast, a meta-analysis by Margolis et al. [8]
reveals a positive association, later supported by other literature [8,9]. Some studies argue
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that the relationship is impacted by endogeneity issues caused by reverse causality [10,11] or
industry characteristics [12]. The inconsistent results of previous studies on the relationship
between corporate ESG performance disclosure and financial performance have left this line
of investigation unresolved, therefore prompting new research questions [3,8].

The importance of having a healthy financial industry for economic development
and sustained prosperity is uncontested [13]. However, few studies have investigated the
implications of corporate ESG performance disclosure in the financial sector compared
with other industries [4,14]. The business operations of a financial company depend on the
confidence of its customers. Therefore, reputation and credibility are significant for financial
companies [15,16]. In the aftermath of the 2008–2009 global financial crisis (GFC), the credi-
bility and reputation of a financial company have become increasingly essential because
the main reason for the GFC was the irresponsible conduct of financial companies [2,17,18].
Improving ESG performance in the financial industry plays a pivotal role in economic
development and results in two positive spillovers [15,19]. First, it improves overall eco-
nomic development due to its critical role in resource allocation. Second, it promotes ESG
awareness among borrowers. Thus, the investigation of ESG performance in the financial
industry is highly relevant and significant, given their important function as lenders and
intermediaries in the economy.

Following the above discussion, this study aims to answer the following research questions:
Research question 1 (RQ1): how much is corporate ESG performance disclosure

associated with financial performance?
Research question 2 (RQ2): are there any differences or similarities in the above

relationship between financial and non-financial industries?
This study responds to the call for further investigation of the relationship using the

sub-elements of corporate ESG performance disclosure by Brogi and Lagasio [4]. Inves-
tigating industry comparisons of corporate ESG performance disclosure across different
industries may help managers and policymakers to incorporate best practices towards
promoting sustainable businesses, thus contributing to economic development [14,15,19].
This study involves the use of several tests, including robustness and sensitivity analysis,
to address concerns regarding differences in industry characteristics [12] or endogeneity
issues [11]. Furthermore, this study performs panel regression analysis, including the
year and industry fixed effects, to negate any concern about unobserved company-specific
variables or missing elements.

This study has several implications for managers, market participants and other stake-
holders as well as regulators. The most attractive implication for corporations is that
improving their ESG performance can result in financial benefits in the long run. Therefore,
corporate ESG performance disclosure is beneficial to shareholders and other stakeholders
and creates a win-win situation. Managers should thus try to improve corporate ESG
performance disclosure to foster sustainable profitability, and corporate governance should
be integrated into long-term corporate strategies to sustain positive implications for finan-
cial performance. The results of this study help market participants and analysts better
understand the economic implications of corporate ESG performance disclosure, particu-
larly for financial companies. By promoting ESG performance, financial companies can
capture new customers and increase deposit intake, which eventually impacts their financial
performance. Regulators must create an institutional environment conducive to promoting
ESG performance in the financial sector. This study recommends that regulators support
the financial industry with active ESG performance and allocate resources to corporations
with improved environmental and social performance.

The remainder of this paper is structured as follows. Section 2 discusses the theoretical
framework, literature review and development of the hypotheses. Section 3 describes the
data and methodology used for analysis. Section 4 reports the empirical findings. Section 5
discusses the robustness test results, and the conclusion is presented in Section 6.
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2. Theoretical Framework

There are numerous theoretical and empirical studies on the association between
corporate ESG performance disclosure and financial performance. Friedman, Mackey and
Rodgers [20] propose a theoretical concept that better corporate ESG performance leads
to lower financial performance. This is consistent with the neoclassical economic theory
arguing that corporate commitment to ESG-related activities puts them at a competitive dis-
advantage and causes an unnecessary increase to the operation’s costs [21–23]. Addressing
ESG-related issues is the responsibility of government and not-for-profit organisations [24].
Considering additional responsibilities other than wealth maximisation for companies
complicates a company’s competition for sustainability [23].

The opposing theoretical prediction for the impact of corporate ESG performance
disclosure on financial performance is justified by instrumental stakeholder theory [25],
which predicts a positive association. Based on this theory, companies could enhance their
profitability by satisfying their stakeholder’s expectations [26]. According to this theory,
companies could improve their financial performance by maintaining good relationships
with their key stakeholders [10]. Corporate ESG performance is an intangible asset that
leads to more efficient use of corporate resources. Barnett and Salomon [27] argue that
companies that manage their relationship with their stakeholders can create a valuable
reputation that creates a competitive advantage and protects them during a crisis period.
This cannot be achieved by companies with a lower level of ESG performance. Higher
corporate ESG performance creates a moral reputation capital that connects ESG-related
activities to stakeholders’ values [28,29].

In line with the instrumental viewpoint of stakeholder theory, managing the satisfaction
of different stakeholder groups contributes to corporate financial performance [25,30]. Com-
panies are thus encouraged to improve their ESG performance to enhance their reputation
and maintain accountability [31], which leads to value generation for the company [15,32,33].
From this viewpoint [30,34], Crook, et al. [35] and, more recently, Fatemi, et al. [36], propose
that the socially responsible performance disclosure of a company positively impacts a
company’s financial and market value. A company’s commitment to socially responsible
conduct, a higher standard of transparency and less engagement with bad news speculation
are found to mitigate potential future damage to market value [37]. Fatemi, Fooladi and
Tehranian [36] argue that corporate social performance disclosure improvements tend to
ease the negative impacts of ESG concerns on corporate performance from the investor
perspective. A more recent study by Rodriguez-Fernandez [38] reveals a positive association
between corporate social engagement and financial performance.

Companies in the financial industry are increasingly motivated to move towards
strategic choices regarding sustainability. The financial sector can be a major contributor
to overall economic improvement if it can operate in a favourable political and economic
environment [39,40]. Pursuing responsible conduct within the financial industry enhances
corporate ESG awareness for borrowers and improves overall economic development.
Financial companies are particularly interested in supporting the social and environmental
requirements to build a strong image for sustainable operations [41]. Their compliance
with ESG performance disclosure strongly signals that financial companies take a clear
strategy to address ESG-related risks and increase stakeholders’ benefits [41]. Following the
viewpoint of stakeholder theory that being socially and environmentally responsible leads
to higher stakeholder support, Wu and Shen [42] and Maqbool and Zameer [43] find a posi-
tive relationship between corporate ESG performance disclosure and financial performance
in the financial sector. These authors recommend investigating the association between
different aspects of corporate ESG performance elements and financial performance by
comparing financial and non-financial industries. This study argues that better ESG per-
formance of companies that operate in the financial industry results in superior financial
performance because of two mechanisms. First, a more efficient stakeholder relationship
improves revenue/profit-generating potential. Second, it improves corporate transparency,
thus reducing information asymmetry due to higher ESG performance disclosure. This
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argument is also motivated by the large number of studies that report the positive role of
corporate ESG performance for value generation.

3. Literature Review and Hypotheses Development

Although the most prevalent viewpoint on the association between corporate ESG
performance and financial performance is positive, some contrasting findings exist [44–46].
For instance, in a broad literature review by Brooks and Oikonomou [3], consistent with
most studies, including a meta-analysis by Margolis, Elfenbein and Walsh [44], the as-
sociation between corporate ESG performance disclosure and financial performance is
found to be moderately positive. However, some studies find no significant relation-
ship [21] nor a neutral relationship [47]. Nevertheless, the academic literature leans toward
a modest positive association between corporate ESG performance disclosure and financial
performance [44,45,48–50].

In line with the instrumental viewpoint of the stakeholder theory, in which intangible
resources generate competitive advantages for the corporation, Russo and Fouts [51] and
King and Lenox [52] find that environmental performance is positively related to return
on assets (ROA). Their findings are consistent with some meta-analyses documenting a
positive association between environmental practices and financial performance [53–55].
Kang and Shivdasani [56] examine the role of corporate governance among Japanese
companies and provide evidence that corporate governance improvement impacts financial
performance, which results in higher value for corporations. Corporate governance is the
main driver of sustainable business, and ESG investment must lead by this element [57].

The current study explores the relationship between inclusive and exclusive aspects of
corporate ESG performance disclosure and profitability. Therefore, the first hypothesis is
postulated as follows:

Hypothesis 1 (H1). There is a positive association between corporate ESG performance disclosure
and a company’s profitability over time.

Prior to the current research, few studies have compared the financial industry with
other industries in the context of sustainability and financial performance. Some studies
provide evidence that good corporate ESG performance disclosure improves a company’s
reputation and operational performance [15,58]. However, limited studies investigate the
impact of ESG performance on profitability in the financial industry. Cornett, et al. [59]
argue that, apart from the overall benefits of being socially responsible, larger financial cor-
porations pursue sustainable business on a greater scale than smaller companies. Dell’Atti,
et al. [60] provide evidence of a positive relationship between a company’s reputation and
social performance in financial companies but a negative relationship for governance and
environmental performance. This is due to the inadequate application of environmental
watchfulness strategies within financial companies. Soana [39] constructs quantitative
ethical metrics for corporate social performance disclosure for companies in the financial
industry and investigates the association with financial performance using market and
accounting measures, finding no statistically significant relationship between corporate
social performance disclosure and financial performance in this sector. Platonova, et al. [61]
develop an index as a proxy for the corporate social responsibility (CSR) performance disclo-
sure of Islamic financial companies in the Gulf region. These proxies include ‘mission and
vision statement’, ‘products’, ‘services’, ‘commitment towards employees’, ‘commitment
towards debtors’ and ‘commitment towards society’. Platonova, Platonova, Asutay, Asutay,
Dixon, Dixon, Mohammad and Mohammad [61] report a positive relationship between
CSR disclosure and financial performance. However, there are no significant results for the
exclusive elements of CSR disclosure except for the mission and vision statement element.
Wu and Shen [42] argue that, across the three motives of strategic choice, altruism and
greenwashing, only the strategic choice of engaging in ESG activities effectively improves
financial performance in the financial sector.
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Following the above discussion, the current study poses the below hypothesis:

Hypothesis 2 (H2). The relationship between corporate ESG performance disclosure and profitabil-
ity differs between financial and non-financial industries over time.

Figure A1 (Appendix C) presents the graph of the hypotheses of this study.

4. Data and Methodology
4.1. Environmental, Social and Governance (ESG)

The primary independent variable in this study is ‘corporate ESG performance dis-
closure (ESG)’. Beyond the compulsory requirement for basic disclosure, ESG disclosure
is predominantly voluntary. The ESG disclosure score reflects a company’s level of non-
financial performance disclosure.

Several databases have recently been developed for evaluating and scoring ESG per-
formance disclosure. The provision of ESG information from data sets, such as Bloomberg,
Asset4 and RepRisk, indicates the significance of stakeholder demand for ESG-related
disclosure. However, a fair degree of inconsistency through awarding different scores
has been found among these databases [62,63]. Bloomberg’s criteria for scoring corporate
ESG performance disclosure are the most consistent measures among the databases [62].
Bloomberg’s score is based on 120 indicators covering three dimensions: environmental,
social and governance activities. The disclosure ranges from a minimum of 0.1 to a maxi-
mum of 100. The elements of corporate ESG performance disclosure (environmental, social
and governance) are evenly weighted for measurement in Bloomberg’s aggregated ESG
disclosure score. Bloomberg has been used in several academic studies, such as Li et al. [64]
and Baldini, et al. [65]. Following Di Giuli and Kostovetsky [66], this study standardises the
ESG measures to obtain a notionally standard scale.

4.2. Sample and Data

This study first collected corporate ESG performance disclosure data and their ele-
ments, that is, environmental (ENV), social (SOC) and governance (GOV) for all publicly
listed Australian companies, from the Bloomberg database from 2007–2017. Companies
have mainly participated in ESG disclosure practices since 2007 due to the 2008–2009
GFC; thus, owing to data availability concerns and increased corporate ESG disclosure
engagement, 2007 was chosen as the starting period in this study. This study excludes
companies from the sample if they have not disclosed one of the ESG components. This
study captures each company’s return on assets (ROA) as the main proxy for corporate
financial performance. The ROA measure is also traditionally used for industry comparison
between companies. This study also collects other financial data for each company, such as
total assets (LNTA); property, plant and equipment (PPE); capital expenditure (Capex); total
revenue (Growth); cash (Cash) and total liabilities (Leverage), as presented in Appendix A.

The primary sample included more than 127,000 observations of Australian-listed
companies from 2007 to 2017. After collecting data on ROA and other financial character-
istics, this study matched them with corporate ESG performance data. After considering
the missing data, this study’s variables of interest were finalised with a total sample of
32,127 observations for 3422 publicly listed companies.

Table 1 shows the composition of the companies in the sample by year and indus-
try specification.
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Table 1. Sample Composition by year and industry.

SCBY SCBI
Year ESG Year Obs. %

2007 244 Basic Materials 754 22%
2008 267 Communications 201 6%
2009 272 Consumer Cyclical 377 11%
2010 283 Consumer Non-Cyclical 595 17%
2011 295 Diversified 18 1%
2012 304 Energy 386 11%
2013 314 Financial 575 17%
2014 340 Industrial 351 10%
2015 364 Technology 108 3%
2016 370 Utilities 57 2%
2017 369 Total 3422 100%

To answer the research questions, this study divides the final sample into two different
subsamples under industry specifications: the financial industry and other non-financial
industries. The industry classification is based on Bloomberg’s Industry Classification Sys-
tems (BICS), which classifies companies’ general business under a proprietary hierarchical
category, as presented in Appendix B. As shown in the second section of Table 1, companies
in the financial industry sample account for 575 (17%) observations across the different
industry specifications. This represents the second-highest number of companies after those
in the basic materials industry, with 754 (22%) observations.

4.3. Estimation Models

In order to evaluate the first hypothesis of this study and answer the research questions,
this study performs a panel regression analysis on companies in the sample. This study
proposes that the level of corporate ESG performance disclosure is positively related to a
company’s profitability. This study uses the variable ROA to measure corporate profitability.
The ROA measure is not a market-sensitive variable and is commonly used to compare
profitability between different industries. The regression of ROA over the independent
variable, namely, ‘corporate ESG performance disclosure (ESG)’ and its elements of ENV,
SOC and GOV, leads to an understanding of the potential financial impacts of corporate
ESG performance disclosure on a company’s profitability. The separation of the three ESG
elements helps in understanding which of the three dimensions of ESG practice (ENV, SOC
or GOV) has a significant association with corporate profitability:

ROAi,t = α0 + α1ESGi,t + α2LNTAi,t + α3PPEi,t + α4CAPEXi,t + α5GROWTHi,t+

α6CASHi,t + α7LEVERAGEi,t + α8IndustryFixedEffectt + α9YearFixedEffectt + εit
(1)

ROAi,t = β0 + β1ENVi,t + β2LNTAi,t + β3PPEi,t + β4CAPEXi,t + β5GROWTHi,t+

β6CASHi,t + β7LEVERAGEi,t + β8IndustryFixedEffectt + β9YearFixedEffectt + εit
(2)

ROAi,t = γ0 + γ1SOCi,t + γ2LNTAi,t + γ3PPEi,t + γ4CAPEXi,t + γ5GROWTHi,t + γ6CASHi,t+

γ7LEVERAGEi,t + γ8IndustryFixedEffectt + γ9YearFixedEffectt + µit
(3)

ROAi,t = ω0 +ω1GOVi,t +ω2LNTAi,t +ω3PPEi,t +ω4CAPEXi,t +ω5GROWTHi,t+

ω6CASHi,t +ω7LEVERAGEi,t +ω8IndustryFixedEffectt +ω9YearFixedEffectt + τit
(4)

Following the study by Aggarwal et al. [67], the current study includes other financial
characteristics of companies that impact financial performance. In particular, a company’s
size is measured by the natural log of total assets (LNTA); the ratio of property, plant and
equipment to total revenue (PPE); total liabilities divided by total assets measured by debt
ratio (Leverage); capital expenditure ratio (Capex) is measured by capital expenditure di-
vided by total revenue; the revenue percentage change between periods measures revenue
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growth (Growth) and cash ratio (Cash) is measured by cash items divided by total assets.
We ensure that the fixed effects are appropriate in this empirical framework.

To test this study’s second hypothesis, first, a new variable for industry specification
is created and then a value of 1 to all companies in the financial industry and a value of 0 to
others categorised in non-financial industries. This allows the investigation of differences
in the association between corporate ESG performance disclosure, including its elements,
and its financial performance between the financial and non-financial industries. This study
utilises a panel regression analysis to examine the study’s second hypothesis and present
the results in the following section.

5. Results
5.1. Descriptive Statistics

Table 2 presents descriptive statistics for the independent and dependent variables
in this study. The variables are winsorised at the 1% and 99% levels to control for the
impact of outliers. Based on the data provided in Table 2, the average ESG score is 2.92,
with 2.54 at the 25th percentile and 3.18 at the 75th percentile, thus showing sufficient
variation in the ESG disclosure score to examine the impact of corporate ESG performance
on profitability. Table 2 also presents the summary descriptive statistics for companies in
the financial industry and other non-financial industries.

5.2. Main Regression Results
5.2.1. Environmental, Social and Governance (ESG) Performance and Profitability

This study utilises the ROA ratio as the predictor variable and proxy for corporate
profitability and tests the estimation models in this study. The results are reported in Table 3.
The first column reports the results of the corporate ESG performance disclosure score as
an explanatory variable. The estimated coefficient of corporate ESG performance of 0.2675
is statistically significant at the 1% level (t-statistic = 5.16 and standard error [SE] = 0.0518).
Consistent with the first hypothesis, the results show that corporations with a higher ESG
performance disclosure score achieve higher profitability. In other words, a one-standard-
deviation increase in the corporate ESG performance disclosure score results in a 2.44%
increase in a company’s ROA (0.0518 × 0.4711). Thus, this study concludes that companies
with higher ESG performance disclosure perform better and are more profitable. This aligns
with the findings in the recent literature [4,44,68,69]. Therefore, in line with the theoretical
prediction of stakeholder theory, improving corporate ESG performance positively impacts
financial performance, contributing to value creation for diverse groups of stakeholders.

The results for other control variables are also consistent with the existing literature,
with their coefficients following the same direction. Consistent with Aggarwal et al. [67],
negative correlations are found between ROA and company size (LNTA) and the debt ratio
(Leverage). Furthermore, consistent with Konijn et al. [70] and Sola et al. [71], a positive
correlation is found between ROA and the liquidity ratio (Cash), representing the ratio of
cash to total assets. In line with King and Santor’s [72] prediction, a positive correlation is
found between ROA and revenue growth (Growth).

In Table 3, the second, third and fourth columns present the results of utilising the
other three elements of corporate ESG performance disclosure: environmental (ENV),
social (SOC) and governance (GOV), respectively. The coefficient for ENV is positively
correlated with ROA and statistically significant at the 1% level (t-statistic = 2.82). This
is consistent with prior literature, which documents a positive association and supports
the resource-based view theory [51–54]. Similar to the ENV result, the coefficient for GOV
shows a positive relationship with ROA at the same 1% level of statistical significance
(t-statistic = 4.17). This is consistent with the prior literature and the view that considers
corporate governance to be the primary driver of sustainable business [57,73]. Except for
the social element, the overall association between corporate ESG and financial performance
is strong and positive. Therefore, the first hypothesis of this study is supported.
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Table 2. Descriptive statistics—All industries.

Obs. Mean St. Dev. P25 Median P75

All Industries
ESG 3422 2.9293 0.4711 2.5413 2.8639 3.1939
ENV 1315 2.451 1.015 1.537 2.579 3.329
SOC 2020 3.062 0.68 2.759 3.201 3.507
GOV 2411 3.878 0.159 3.758 3.876 3.947
ROA 2422 1.9222 0.9488 1.4338 2.0073 2.5129

LNTA 3422 6.4935 2.147 5.0982 6.2964 7.7873
PPE 3422 0.6598 1.0661 0.0419 0.2241 0.8047

Capex 3422 0.224 0.6353 0.0101 0.0396 0.1545
Growth 3422 0.1074 0.6438 −0.005 0.0443 0.1779

Cash 3422 0.124 0.1424 0.0249 0.0658 0.1686
Leverage 3422 0.4286 0.2613 0.2553 0.4237 0.5757

Financial Industries
ESG 575 3.0161 0.5258 2.595 2.8872 3.4564
ENV 283 2.6907 0.9872 1.9426 2.8824 3.5756
SOC 416 3.0128 0.7373 2.5903 3.1385 3.5566
GOV 516 3.894 0.1798 3.7579 3.8757 3.981
ROA 540 1.7502 0.959 0.8695 1.8614 2.409

LNTA 575 7.9431 2.5803 6.1053 7.388 9.593
PPE 575 0.9347 1.1284 0.0255 0.0703 2.2123

Capex 575 0.1811 0.335 0.0044 0.0195 0.1892
Growth 575 0.1063 0.4742 −0.011 0.0657 0.1717

Cash 575 0.0771 0.1107 0.0098 0.0258 0.0943
Leverage 575 0.5199 0.2697 0.32 0.4757 0.763

Non-financial Industries
ESG 2847 2.8997 0.4569 2.5244 2.86 3.1312
ENV 1032 2.3853 1.0128 1.5371 2.4534 3.2426
SOC 1604 3.0748 0.6644 2.7593 3.2012 3.5066
GOV 1895 3.8734 0.1524 3.7579 3.8757 3.9471
ROA 1882 1.9715 0.9403 1.5162 2.0543 2.5531

LNTA 2847 6.2007 1.9204 4.9542 6.1067 7.5569
PPE 2847 0.6043 1.0445 0.0517 0.2419 0.7061

Capex 2847 0.2327 0.6797 0.0128 0.0434 0.1503
Growth 2847 0.1077 0.673 −0.004 0.0392 0.1786

Cash 2847 0.1334 0.1462 0.0314 0.0742 0.1803
Leverage 2847 0.4102 0.2557 0.2339 0.4175 0.5602

Note: This table presents the descriptive statistics for all variables in the estimation models, including all companies
and industries and financial and non-financial industries. ESG, ENV, SOC and GOV, respectively, reflect corporate
ESG, environmental, social and governance performance scores. The other financial characteristics of companies,
namely, ROA, LNTA, PPE, Leverage, Capex, Growth and Cash, respectively, reflect the return on assets; total
assets; property, plant and equipment; capital expenditure; revenue; cash and total debts. Obs. = observations;
P25 = 25th percentile; P75 = 75th percentile; St. Dev. = standard deviation.
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Table 3. Regression Analysis—All industries.

Variables
ROA

(1) (2) (3) (4)

ESG 0.2675 ***
(0.0518)

ENV 0.0879 ***
(0.0312)

SOC 0.0477
(0.0341)

GOV 0.6176 ***
(0.1483)

LNTA −0.1598 *** −0.1534 *** −0.1349 *** −0.1558 ***
(0.0147) (0.0210) (0.0151) (0.0152)

PPE −0.0351 0.0126 −0.0201 −0.0110
(0.0339) (0.0505) (0.0423) (0.0382)

Capex 0.0810 0.0825 0.0432 0.0245
(0.0720) (0.1614) (0.1124) (0.0986)

Growth 0.1730 *** 0.4433 *** 0.1976 *** 0.1519 ***
(0.0363) (0.0836) (0.0473) (0.0433)

Cash 0.6582 *** 1.5740 *** 1.1819 *** 1.0265 ***
(0.1766) (0.3230) (0.2244) (0.2027)

Leverage −0.4014 *** −0.5310 *** −0.5397 *** −0.5462 ***
(0.0997) (0.1409) (0.1168) (0.1101)

Constant 2.3518 *** 2.9429 *** 2.9160 *** 2.8092 ***
(0.1259) (0.1366) (0.1205) (0.5286)

Industry fixed effect Yes Yes Yes Yes

Year fixed effect Yes Yes Yes Yes

Observations 2422 1097 1641 1918

R-squared 0.1429 0.2093 0.1937 0.1818
Note: This table provides the results of the regression of ROA on corporate ESG performance and other elements
of ESG performance disclosure: environmental (ENV), social (SOC) and governance (GOV). Superscript asterisks
*** indicate significance at the 1% level.

5.2.2. Industry Analysis

Table 4 presents the results of industry comparison for companies in the financial
industry (column a) and companies in non-financial industries (column b). Column (a)
results show that, in the financial industry, companies with higher ESG performance dis-
closure achieve higher profitability. Column (b) shows the same results for non-financial
industries. However, the association between corporate ESG performance disclosure (ESG)
and profitability (ROA) is moderately stronger in the financial industry, with a statistical
significance level of 5% compared with 10% for non-financial industries. In other words,
one standard deviation increases in ESG performance disclosure (ESG) results in a 4%
increase (0.0742 × 0.5258) in profitability (ROA) in the financial industry and a 3% increase
(0.0665 × 0.4569) in profitability (ROA) of a company in non-financial industries. This is
consistent with the theoretical discussion of this study that financial sectors particularly
take a stronger strategy in promoting sustainable behaviour due to their important role
in overall economic development and also to enhance their reputation and maintain their
accountability. This results in a stronger stakeholder relationship, increased market oppor-
tunities and reduced transaction cost, which eventually improves financial performance.

The results for other elements of corporate ESG performance disclosure are presented
in Table 4. They show a strong association between corporate environmental (ENV), social
(SOC) and governance (GOV) elements and ROA in the financial industry (column a) at a
significance level of 1%. However, except for the governance (GOV) element, running the
same model for companies in the non-financial sector does not show a significant association.
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Table 4. Regression Analysis—Industry comparison.

Variables
ROA

(a) (b) (a) (b) (a) (b) (a) (b)

ESG 0.1855 ** 0.1198 *
(0.0742) (0.0665)

ENV 0.1063 *** 0.0084
(0.0429) (0.0379)

SOC 0.1332 *** 0.0515
(0.0476) (0.0415)

GOV 0.8805 *** 0.2872 *
(0.2230) (0.1783)

LNTA −0.1227 *** −0.0822 *** −0.0980 *** −0.0602 ** −0.1171 *** −0.0499 ** −0.1441 *** −0.0724 ***
(0.0221) (0.0198) (0.0328) (0.0268) (0.0228) (0.0195) (0.0232) (0.0196)

PPE −0.0222 −0.3036 *** 0.0701 −0.5528 *** 0.0262 −0.5382 *** −0.0012 −0.4954 ***
(0.0400) (0.0561) (0.0525) (0.0911) (0.0445) (0.0779) (0.0406) (0.0756)

Capex 0.1214 0.3876 *** −0.0916 0.8682 *** −0.1441 0.7532 *** 0.0490 0.5879 ***
(0.1110) (0.0955) (0.1394) (0.2761) (0.1311) (0.1608) (0.1136) (0.1508)

Growth 0.1678 ** 0.1812 *** 0.2998 ** 0.4157 *** 0.1176 * 0.2341 *** 0.1177 * 0.1837 ***
(0.0660) (0.0415) (0.1422) (0.0951) (0.0636) (0.0580) (0.0651) (0.0523)

Cash 0.8334 ** 0.8497 *** 2.1842 *** 1.4558 *** 1.2503 *** 1.2927 *** 0.9635 *** 1.2323 ***
(0.3284) (0.2020) (0.5483) (0.3699) (0.3927) (0.2537) (0.3481) (0.2339)

Leverage −1.5037 *** 0.1416 −1.6168 *** −0.0580 −1.6245 *** 0.1356 −1.6076 *** 0.1215
(0.1800) (0.1175) (0.2611) (0.1646) (0.1962) (0.1384) (0.1816) (0.1324)

Constant 2.8638 *** 2.0783 *** 2.9135 *** 2.3435 *** 3.0889 *** 2.4293 *** 0.2071 1.3147 ***
(0.2016) (0.1504) (0.2070) (0.1719) (0.1766) (0.1507) (0.7964) (0.6323)

Industry fixed effect Yes Yes Yes Yes Yes Yes Yes Yes

Year fixed effect Yes Yes Yes Yes Yes Yes Yes Yes

Observations 540 1882 275 822 401 1240 489 1429

R-squared 0.5344 0.1699 0.6883 0.1295 0.6303 0.1251 0.5769 0.1295

Note: This table provides the results of the regression of ROA on corporate ESG performance and the other
elements of the ESG score, environmental (ENV), social (SOC) and governance (GOV), across the two different
sectors: the financial industry (column a) and non-financial industries (column b). Superscript asterisks ***, ** and *
indicate significance at the 1%, 5% and 10% levels, respectively.

Consistent with prior studies by Nizam et al. [74] and Brogi and Lagasio [4], these
results support the viewpoint of a significant and positive relationship between corporate
ENV, SOC and GOV performance and profitability (ROA) in the financial sector. However,
for companies operating in the non-financial sector, the results are different. The latter re-
sults show that the governance (GOV) element is mainly responsible for the overall positive
association between corporate ESG performance disclosure and companies’ profitability
in the non-financial sector. The results show no significant association between social
(SOC) and environmental (ENV) performance and companies’ profitability (ROA) in the
non-financial sector. This is consistent with findings in prior studies by Dalton et al. [73]
and later by Nollet et al. [57] that corporate governance is the main driver of corporate ESG
performance disclosure that could also impact corporate financial performance.

For the other control variables, the company’s size (LNTA), with a strong negative co-
efficient, shows the same result for both the financial and non-financial industries. Revenue
growth (Growth) and liquidity (Cash) are positively related to ROA in both the financial
and non-financial industries. While the property, plant and equipment ratio (PPE) and cap-
ital expenditure ratio (Capex) for non-financial industries receive a negative and positive
association, no significant association is witnessed in the financial industry. Furthermore,
the debt ratio (Leverage) is negatively associated with profitability (ROA) at the level of 1%
statistical significance for the financial industry. In contrast, the results for companies in
non-financial industries are not significant. The results for all other control variables are
consistent across both industry sectors.

The results show significant variances in the relationship between corporate ESG
performance disclosure and its elements with financial performance between the financial
and non-financial industries. Therefore, the study’s second hypothesis is supported.
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5.2.3. Sensitivity Test

Following the previous study by Gupta [75], this study calculates alternative metrics
for corporate ESG performance disclosure to perform a sensitivity analysis. This study
benchmarks the individual corporate ESG performance disclosure score and its elements,
ENV, SOC and GOV, relative to companies’ total sample and beyond their respective indus-
try sectors. This method includes standardising the performance scores for each company
(each industry) by subtracting the mean of measures for the total sample of companies
(each industry), then dividing by the standard deviation of the total sample of companies
(each industry). This approach addresses the concern that corporate ESG performance
disclosure within these two industry sectors may not be comparable. Corporate ESG perfor-
mance disclosure and additional sustainability engagement are more important in certain
industry sectors such as mining, utilities or the chemical industry. Furthermore, traditional
measures of financial performance have been criticised recently for inconsistency in eval-
uating corporate financial performance due to inability to include both economic capital
and economic profit into the measurement [76–79]. Thus, this study utilises alternative
metrics of corporate financial performance as economic value added (EVA). EVA has been
recommended in prior studies as a true corporate financial measure which considers net
profitability over the cost of capital invested [80].

This study performed sensitivity tests for all main models in this study. The results
continue to mirror the main findings, including the findings for all variables of interest,
but they are not presented in this paper for reasons of brevity. The findings indicate a
robust positive association between the adjusted ESG, ENV and GOV performance scores
and profitability (ROA and EVA). A significant positive association is shown between
corporate ESG performance disclosure, with its elements, and ROA in the financial industry.
However, except for the aggregated ESG and GOV scores, no significant association is
found between corporate ENV with SOC performance and ROA for companies operating
in non-financial industries. Overall, the results remain robust across all sensitivity analyses,
indicating that the preliminary results of the study’s estimation models are supported.

6. Robustness Tests

This study ran several robustness tests to examine the authenticity of the main re-
sults in which the level of corporate ESG performance disclosure is positively associated
with profitability.

We follow the existing empirical literature [64,81–83] in utilising an instrumental
variable (IV) approach to re-examine the main estimation models and then report the results.
This issue is addressed appropriately by including the year and industry fixed effect, thus
considering time-invariant unobservable heterogeneity. In addition, this study performs
extra endogeneity tests to negate these issues. Following prior studies by Cheng et al. [84]
and Gupta [75], this study used the simultaneous equation system to find the appropriate
instrument. This study uses the yearly company mean of corporate ESG performance
disclosure as an instrument, consistent with previous studies by Cheng et al. [85]. For the
sake of brevity, we do not report these results; however, these results are available from the
authors upon request.

Consistent with the main findings, the robustness results show that the level of
corporate ESG performance disclosure is positively correlated with profitability (ROA)
(t-statistic = 5.02) at the significance level of 1%. This indicates that endogeneity does not
steer the main results. The robustness analysis for the other three corporate ESG perfor-
mance elements is also consistent with the main findings in the estimation models.

The results of the robustness analysis for the industry comparison are all consistent
with the results presented in Table 4.

7. Conclusions, Policy Implications and Limitations

This study investigated whether corporate ESG performance disclosure is associated
with financial performance and whether this relationship differs between the financial and
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non-financial industries. This study sheds new light on the significance of corporate ESG
performance disclosure to improve sustainable development globally.

This study utilises the Bloomberg database and includes the corporate ESG perfor-
mance disclosure of all Australian-listed companies from 2007–2017. The analyses include
three corporate ESG performance elements (environmental, social and governance) to
understand the association better. This study also performed panel regression analysis,
including years and industry fixed effects, for the estimation models to address any concern
about unobserved time-invariant or missing elements. Furthermore, it used alternative
measures for corporate ESG performance disclosure and performs sensitivity analysis to
address concerns regarding the comparability of performance disclosure across industry
sectors. After conducting several robustness tests, the results remain consistent and are
strongly confirmed using the IV approach and VIF analysis.

The results show that the overall association between corporate ESG performance
disclosure and companies’ profitability is strong and positive across all industry sectors.
However, the results of the industry comparison analyses show significant differences
between financial and non-financial industries. All corporate ESG performance disclosure
elements (ENV, SOC and GOV) are positively associated with corporate profitability for
companies that operate in the financial industry. Remarkably, for companies operating in
non-financial sectors, except for corporate governance, there is no significant association
between corporate environmental and social elements and a company’s profitability. Thus,
enforcement of environmentally and socially responsible conduct fosters corporate prof-
itability only in the financial industry. This result is consistent with the findings of the prior
studies by Dalton et al. [73] and later by Nollet et al. [57] that corporate governance is the
main driver of corporate ESG performance disclosure.

The findings of this study have practical implications for corporations, managers,
other stakeholders and regulators. Improvement in corporate ESG performance disclosure
benefits a company’s financial performance and thus is also beneficial for shareholders and
other stakeholders in the long run. Corporate managers should target improvements in
ESG performance disclosure to improve business sustainability. In particular, integrating
corporate governance into long-term corporate strategies benefits companies financially.
Companies that place sustainability at the core of their business operations are attractive
for investors as they are perceived as incipient market opportunities. Corporate man-
agers can develop competitive advantages for their companies through ESG performance
disclosure [74].

Regulators should continue to promote responsible conduct within the financial in-
dustry to enhance ESG awareness among borrowers and help economic development.
Regulators should try to create an institutional environment conducive to promoting ESG
performance in the financial industry. As Ng [85] points out, the financial industry could
play an important role in overall economic improvement if it operates in an appropriate
political and economic environment. This study recommends that regulators advocate for
responsible conduct in the financial industry and allocate resources based on corporate en-
vironmental and social performance. Furthermore, regulators should support a company’s
ESG performance disclosure by adopting requirements for corporate disclosure on socially
and environmentally responsible behaviour and standards.

As one of the critical players in the economy, the financial industry has been adopting
a more pragmatic approach to social and environmental stability. This indicates that the
financial industry aims to control any potential risk of misconduct significantly, thus en-
couraging corporations to leave an ecological footprint and drive environmental awareness.
Such effort could be extended by increasing investment in companies with higher ESG
performance, sustainable activities, new product designs with ESG-related features and
greater stakeholder interaction.

This study is not without limitations. This study includes financial characteristics
such as LNTA, PPE, cash and leverage. However, moderating variables such as ownership
structure, the existence of an ESG committee (or a corporate governance committee) and
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market competition could also influence corporate ESG performance. Additionally, the
sample includes only publicly listed companies due to the data set’s limitations, which
impedes the generalisability of the findings. Future studies could expand to non-listed
companies or small and medium-sized companies with different reputational perspectives
from those of large companies. Future studies could also investigate the different economic
conditions under different financial industry structures, such as those in developed or
developing economies. Cross-sectional analysis of the findings of this study between
different countries with diverse economic contexts would be interesting. It is also valuable
to develop and investigate similar studies using a developing disclosure index that focuses
on particular aspects of the financial and non-financial sector and its ESG disclosure.
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Appendix A

Table A1. Variable definitions, measurement and sources.

Category Measure Definition/Measurement

Environmental, social and
governance disclosure

ESG

As measured based on a total of 120 indicators, covering three aspects: environmental,
social and governance

The aggregated ESG score ranges from 0.1 for the minimum ESG data disclosure to
100 maximum for those that disclose all data points

ENV The environmental score includes energy, water, biodiversity, emissions, products and
services and compliance

SOC The social score includes: labour practices and decent work, human rights, society and
product responsibility

GOV The governance score includes over-boarding and executive compensation

Operating profitability and
financial performance ROA

The indicator of a company’s profitability, as a percentage
Return on assets is the ratio of earnings before interest and taxes (EBIT) to total assets (TA)

ROA = EBIT
TA

Company characteristics:

Company size LNTA The natural logarithm of total assets

Debt or leverage Leverage The leverage or total debt ratio measured as total debts divided by total assets

Property, plant and equipment PPE The ratio of property, plant and equipment to total sales

Capital expenditure Capex Capital expenditure divided by total sales

Sales growth Growth Percentage change in sales over the prior year

Cash Cash Cash divided by total assets

Source: Bloomberg database.
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Appendix B

Table A2. Industry definition and source.

Category Definition/Measurement

Communications Telecommunication Services
Media and entertainment

Consumer Cyclical
(Discretionary)

Food and Staples Retailing
Home and Office Products
Leisure Products
Recreation Facilities and Services
Retail Discretionary
Travel, Lodging and Dining
Automotive
Distributors

Consumer Non-Cyclical (Staples)
Retail Staples
Health Care Equipment and Services
Pharmaceuticals, Biotechnology and Life Sciences

Energy Oil, Gas and Coal
Renewable Energy

Financial

Asset Management
Banking
Institutional Financial Services
Insurance
Specialty Finance

Diversified (Health Care)
Biotech and Pharma
Health Care Facilities and Services
Medical Equipment Devices

Industrial

Aerospace and Defence
Electrical Equipment
Engineering and Construction Services
Industrial Distribution
Machinery
Manufactured Goods
Transportation and Logistics
Waste and Environmental Service Equipment and Facilities

Basic Materials

Chemicals
Construction Materials
Containers and Packaging
Metals and Mining
Forest and Paper Products
Iron and Steel

Technology
Technology Hardware adn Equipment
Semiconductors and Semiconductor Equipment
Software and Services

Utilities Utilities
Source: Bloomberg Industry Classification System (BICS).
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