Journal of

Risk and Financial

Management

Article

Determinants of Corporate Environment, Social and
Governance (ESG) Reporting among Asian Firms

Rashidah Abdul Rahman *

check for

updates
Citation: Abdul Rahman, Rashidah,
and Maha Faisal Alsayegh. 2021.
Determinants of Corporate
Environment, Social and Governance
(ESG) Reporting among Asian Firms.
Journal of Risk and Financial
Management 14: 167. https://
doi.org/10.3390/jrfm14040167

Academic Editors: Khaled Hussainey
and Stephen Satchell

Received: 6 March 2021
Accepted: 6 April 2021
Published: 8 April 2021

Publisher’s Note: MDPI stays neutral
with regard to jurisdictional claims in
published maps and institutional affil-

iations.

Copyright: © 2021 by the authors.
Licensee MDPI, Basel, Switzerland.
This article is an open access article
distributed under the terms and
conditions of the Creative Commons
Attribution (CC BY) license (https://
creativecommons.org/licenses /by /
4.0/).

and Maha Faisal Alsayegh

Department of Accounting, Faculty of Economics and Administration, King Abdulaziz University,
Jeddah 21589, Saudi Arabia; mfalsayegh@kau.edu.sa
* Correspondence: rabdulwahid@kau.edu.sa

Abstract: Departing from previous studies, which have mostly focused on Western countries, our
work investigates the determinants of the corporate environment, social and governance (ESG)
reporting among Asian firms. Examining Asian public listed firms from 2005 to 2017, our cross-
sectional model results indicate that firm characteristics (economic performance, profitability, leverage
and size) are found to disclose additional ESG information. The outcome is consistent with the
legitimacy theory, which posits that firms provide higher ESG reporting to legitimize and justify the
firm’s continuous existence. The findings are important for firms, stakeholders and policymakers.
While firms may formulate ways to improve ESG reporting to compete in the international market,
the stakeholders may pressure firms to disclose more information on ESG and policymakers to
designalegal framework on ESG that suits firms in Asia.

Keywords: corporate sustainability reporting; environment; social; governance; Asian companies;

determinants; economic performance

1. Introduction

As the demands for corporate transparency and accountability for the environment,
social and governance (ESG) reporting have dramatically increased over the last few
decades, firms have put in efforts towards internal improvement by adopting sustainable
and socially responsible policies and reporting them to stay competitive. The concept
of environment, social and governance (ESG) reporting has been expressed in various
interchangeable terms, including non-financial reporting, corporate sustainability report
(CSR); corporate social responsibility disclosure (CSRD); economic, governance, social,
ethical, and environmental (EGSEE) report (Hahn and Kuhnen 2013; Rezaee 2016; Jain et al.
2016). The report essentially functions as a communication tool between organizations
and investors, clients and various stakeholder groups in society by providing information
that the organizations integrating environmental, social, governance, ethical, consumer
and human rights concerns into their business strategies and operations, a feature, which
is otherwise not entirely captured in corporate financial statements. ESG reporting is a
means of communicating to the community that the organization is not gearing its business
towards the pursuit of pure profit at the expense of fulfillingitsobligations to its employees,
their customers, the environment and the society at large.

Researchers have claimed that the benefits associated with integrating sustainability
into their business strategy and practices and improving their sustainability reporting
include an increase in transparency, improved reputation and legitimacy, enhanced brand
value, increased employee and customer loyalty, reduced costs, better business practices,
improved firm performance and valuation, and competitive advantage generation (Herzig
and Schaltegger 2006; loannou and Serafeim 2017; Sanchez-Planelles et al. 2021). In fact,
Brooks and Oikonomou (2018) and Xie et al. (2019) have shown a strong correlation between
the companies that provide sustainable reports and firm performance. Our previous study
(Alsayegh et al. 2020) confirmed that Asian corporations that disclosed their ESG practices

J. Risk Financial Manag. 2021, 14, 167. https:/ /doi.org/10.3390/jrfm14040167

https://www.mdpi.com/journal /jrfm


https://www.mdpi.com/journal/jrfm
https://www.mdpi.com
https://orcid.org/0000-0002-6680-3426
https://doi.org/10.3390/jrfm14040167
https://doi.org/10.3390/jrfm14040167
https://creativecommons.org/
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://doi.org/10.3390/jrfm14040167
https://www.mdpi.com/journal/jrfm
https://www.mdpi.com/1911-8074/14/4/167?type=check_update&version=1

J. Risk Financial Manag. 2021, 14, 167

20f13

enhance their corporate sustainability performance (economic, environmental and social
(EES) performance). However, little theoretical attention has been placed on understanding
the reasons why corporations behave in a responsible way. Caputo et al. (2017) examined
the forces that drive companies to introduce a sustainability report within SMEs in Italy,
while other studies (example, Jackson et al.; Mion and Adaui 2019) focused on the factors
affecting the quality and the level of non-financial reporting during the transition from a
voluntary to a mandatory, especially due to the increased complexity as a result of the new
legislation. This is the consequence of implementing the Directive 2014/95/EU that makes
it mandatory for all public entities operating in European countries to disclose non-financial
information. As these disclosures are largely voluntary among companies in Asia, the
factors that determine their ESG disclosure remain unclear. Hence, the current study's
primary aim is to empirically investigate the motivations and drivers for corporations
in Asia forengaging in ESG reporting endeavors. Building on this research, our study
contributes new empirical insights about the factors influencing ESG reporting initiation in
Asia. An in-depth understanding of ESG reporting determinants is deemed important to
further improve the development of the ESG reporting framework in Asia.

Our motivation behind the choice of this particular context is our interest in Asia. The
last years have seen an increase in ESG reporting, mainly in developed Western economies,
and that reporting is now becoming increasingly relevant in Asia (Alsayegh et al. 2020).
However, the literature on ESG reporting in Asia remains limited in quantity. Most Asian
economies can be characterized as developing with various stages of development. Japan
is an economically developed country, but some countries, such as Afghanistan, Cambodia
and Nepal, are impoverished. Three Asian countries are includedamong the world’s four
largest economies: Japan, China and India. Excluding Japan, the region’s share of the
global gross domestic product (GDP) rose from approximately 10% in 1980 to 36% in 2019
(GIC Report 2018-2019). As Asia is the rising star of global economic activity, examining
ESG research among Asian companies would be timely.

This study provides a further understanding of the motivations in corporate sus-
tainability reporting among Asian firms. Extensive research has been undertaken in this
particular area, but the related studies have typically tended to focus on the determinants
of CSR reporting in Western countries or in individual countries in Asia. In the literature
review study, Ali et al. (2017) found that determinants of CSR disclosure studies in develop-
ing countries are dominated by single-country studies, including Malaysia, Singapore, and
China. For example, Baba (2017); Haniffa and Cooke (2005) are among studies that have
examined the determinants of CSR disclosure in Malaysia; Hossain and Reaz (2007), Joshi
and Hyderabad (2018) in India; Wang et al. (2013) in China; and Menassa and Dagher (2020)
in the United Arab Emirates. Unlike these studies, our study focuses on the factors driving
ESG disclosure among 1244 companies in 20 Asian countries during the period 2005-2017.
In examining the public listed companies in Asian countries, this work contributes to the
existing ESG disclosure literature in Asia. Further, the philosophical and ideological under-
pinning of ESG reporting is rooted in Anglo-American and European principles of liberal
democratic rights, justice and societal structures. ESG reporting by Asian corporations may
differ from their counterparts in the West as the former is shaped by their colonial and
non-colonial experiences and by their ethnicities and religious diversity.

In addition, previous studies have paid more attention to either environmental dis-
closure or a combination of environment and social disclosure. Similar to the study by
Alsayegh et al. (2020), the present study encompasses all three dimensions of ESG (envi-
ronment, social and governance aspects). By adopting legitimacy theory as the premise
of our theoretical framework, we seek to examine if firm economic performance, prof-
itability, leverage and size may drive management towards voluntary disclosure of ESG
information. Previous research that utilized legitimacy theory (e.g., Haniffa and Cooke
2005; Chih et al. 2010; Cuganesan et al. 2007; Dyduch and Krasodomska 2017; Ali et al.
2017; Magali et al. 2020) in relation to social and environmental or sustainability reporting
indicate that organizations increase corporate reporting when they perceive the existence
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of a legitimacy gap, which is when the needs of the organization are not in compliance
with the expectations and norms of the community. Further, the legitimacy theory has been
adopted to identify the determinants that induce variability in corporate ESG reporting to
legitimize their business, an aspect, which is the focus of this study.

Like Alsayegh et al. (2020), we construct an ESG disclosure score from the Bloomberg
ESG database for 1244 Asian firms over 12 years (2005-2017). Data for the firm charac-
teristics of economic performance, profitability, leverage and size were gathered from the
Thomson Reuters Asset 4 dataset. We confirm that Asian firms that are larger and have high
economic performance, higher profitability and higher leverage and affect ESG reporting.
Our results are consistent with the legitimacy theory, which posits that Asian firms report
more ESG information to gain and maintain licenses to operate.

The remainder of this article is organized as follows: The literature review and hy-
potheses development are provided in the next section. The Methodology then follows
in the third section, and the descriptive results and findings are discussed in the fourth
section. The last section summarizesthe key findings of this work with a discussion of
implications.

2. Literature Review and Hypotheses Development

No generally accepted theory exists for explaining voluntary disclosure practices,
but the legitimacy theory is the current dominating perspective in ESG literature to ex-
plain or predict particular managerial sustainability reporting practices (Gray et al. 1995;
Hooghiemstra 2000; Dyduch and Krasodomska 2017; Mousa and Hassan 2015; Deegan
2002; Deegan 2019). Suchman (1995, p. 574) described legitimacy theory as “a generalised
perception or assumption that the actions of an entity are desirable, proper, or appropriate
within some socially constructed system of norms, values, beliefs, and definitions”. That
is, the organization must continuously demonstrate that its actions are seen as “legiti-
mate”and that societies perceive them as operating within the accepted bounds and norms.
Legitimacytheory purports that an organization would voluntarily report on activities as a
communication tool, such as disclosing particular ESG information items if management
perceived that those activities were expected by the societies in which the organization
operates. Researchers employing this legitimacy framework also suggest that ESG dis-
closures are responses to public pressure and negative media attention or social visibility
requirements resulting from major social incidents, such as environmental phenomena,
violation of human rights and lawsuits against the organizations (Walden and Schwartz
1997; Hahn and Kuhnen 2013; Rezaee 2016). As corporate reputation is of prime impor-
tance, the increase in voluntary disclosure represents the organization’s strategy togain
and maintain a license to operate. Further, the organizations should continually seek to
ensure that they operate within the expectations and norms of various stakeholder groups
in society, rather than only in investors” expectations and norms.

Therefore, a central aspect of thelegitimacy theory is the social contract between the
organization and the society or community in which it operates (Guthrie and Parker 1989;
Deegan 2006; Deegan and Samkin 2009). When the community finds that the organization’s
activities do not respect its moral values, the contract may be revoked and may even lead
to the organization’s failure. Deegan (2006) stated that an organization’s survival would
be threatened if a legitimacy gap exists, such that the expectations and norms of society
are incongruent with the needs of the organization. In cases where the community posits
that the organization has breached its social contract, Deegan (2006, p. 163) indicates
the following consequences: consumers may reduce the demand for the organization’s
products; factory suppliers may eliminate the supply of labor and financial capital to
the business; or constituents may lobby government for increased taxes, fines or laws
to prohibit those actions, which do not conform with the expectations of the community.
Hence, the organization must justify its survival through legitimate economic and social
actions that do not jeopardize the existence of the society and the environment in which
it operates.
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When a legitimacy gap exists, one of the ways organizations may take remedial action
to become legitimate is to increase corporate disclosure (Deegan 2006; Cuganesan et al.
2007; Rezaee 2016). Given the significance of ESG reporting for sustainable development
and the success of an organization, various stakeholder groups have demanded more
ESG information. Hence, the legitimacy theory is used in this study as a mechanism
that supports organizations in implementing, developing and voluntarily reporting ESG
information for firms to convince their communities that their organizations are socially
responsible. Firms disclose their sustainability strategy practices establishing that their
products and services are desirable and beneficial to various stakeholder groups, thereby
achieving their legitimacy in society. Compliance with societal expectations is seen as
significant and could result in ensuring continued inflows of capital, labor and customers
(Pteffer and Salancik 1978) and assisting in closing the legitimacy gap. Prior empirical
research (e.g., Haniffa and Cooke 2005; Cuganesan et al. 2007; Dyduch and Krasodomska
2017; Ali et al. 2017) examined legitimacy theory and its applicability to understanding
voluntary disclosure practices of companies. The results of these studies tend to support the
applicability of legitimacy theory to provide insight into management disclosure behavior.

Further, management may have different motivations towards legitimation because
of how management themselves perceive society’s opinion about them and also mainly
due to the different perceptions that society has concerningthe organization’s activities. To
achieve legitimization, organizations adopt disclosure policies that may differ according
to their characteristics. Fifka (2013), Hahn and Kuhnen (2013) and Ali et al. (2017) are
among previous studies that review the factors that may cause variability in voluntary
corporate disclosure. In examining 76 empirical research articles, Ali et al. (2017) found
that firm characteristics (company size, industry sector, profitability and corporate gover-
nance mechanisms), specific stakeholders (regulators, shareholders, creditors, investors,
environmentalists and media) and external forces (international buyers, foreign investors,
international media and international regulatory bodies) are perceived to drive the corpo-
rate social reporting agenda. Other studies (e.g., Gamerschlag et al. 2010; Chih et al. 2010;
Fifka 2013; Hahn and Kuhnen 2013; Dyduch and Krasodomska 2017) have also investigated
the motivations that lead companies to disclose corporate sustainability information.

In this study, we analyze the consequences of firm economic sustainability perfor-
mance, firm profitability, leverage and size on ESG reporting.

2.1. Economic (ECN) Sustainability Performance (ESP)

Economic sustainability performance in this study reflects the best use of management
practices in supporting the continued success of the firm’s economic growth in generating
long-term shareholder value without negatively impacting its social, environment and
the community at large. It entails the capability of the organization to maximize long-
term profitability through its operational effectiveness and efficiency. Firms with high
economic sustainability performance will disclose more ESG information to legitimize their
existence. Hummel and Schlick (2016) and Deegan (2002) are among the studies that found
evidence that poor sustainability performance firms disclose low-quality sustainability
disclosure (information that is opaque and superficial) to disguise their poor sustainability
performance whileattempting to remain legitimate.

Based on the legitimacy theory that firms with higher economic sustainability per-
formance disclose more ESG information in congruence with social responsibilities, our
hypothesis is as follows:

Hypothesis 1 (H1). Economic sustainability performance has a positive impact on ESG reporting.

2.2. Profitability

Profitable companies face higher social constraints and public pressure to explain
that their actions are legitimate than less profitable counterparts because being associated
with actions that breach society’s expectation sare costly. Hence, Campbell (2007), Chih
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et al. (2010) and Gamerschlag et al. (2010) indicate that corporations are more likely to
act in socially responsible ways by reporting higher ESG information when their financial
statements reveal favorable financial performance. Further, profitable corporations have
the resources and the ability to bear the costs that are associated with investments in
exposing ESG information more extensively to their community, thereby legitimizing their
existence.

Although empirical studies by Chih et al. (2010) and Dyduch and Krasodomska (2017)
did not find a significant link between corporate financial performance and CSR, studies
by Roberts (1992); Haniffa and Cooke (2005); Gamerschlag et al. (2010) and Menassa and
Dagher (2020) found that companies are more likely to disclose CSR information when
they are experiencing the relatively favorable financial performance.

According to legitimacy theory, which posits that firms with higher financial per-
formance disclose more ESG information in line with societal concerns, we propose the
following hypothesis:

Hypothesis 2 (H2). Firm profitability has a positive impact on ESG reporting.

2.3. Leverage

A survey by the European Leveraged Finance Association indicates that 72% of the
100 leveraged loan and high-yield bond buyers interviewed address ESG considerations as
part of their investment decisions (Ho 2020). Topics of interest among the credit investors
include greenhouse gas emission, detail on off-balance-sheet environmental liabilities, com-
pliance with labor and human rights, and management compensation structure. Further,
Weber (2012) and Herbohn et al. (2019) found evidence that banks provide favorable
financial terms to firms that disclose high carbon risk information to investors. Hummel
and Schlick (2016) also confirmed that loan borrowers prefer firms with higher sustainable
disclosure and that they are unwilling to accept low-quality information. Thus, highly
leverage firmsare prone to be scrutinized by debt holders and pressured to disclose more
ESG information to provide evidence of their legitimacy and assurance on the financial
success of the firm.

Accordingly, we posit the hypothesis below.

Hypothesis 3 (H3). Firm leverage has a positive impact on ESG reporting.

2.4. Size

As mentioned earlier, the main focus of legitimacy theory is the interaction between
corporations and community and the environment in which it operates. Corporations
disclose more non-financial information to satisfy society’s demand as the theory suggests
that failure to comply with social norms endangers a firm legitimacy and its financial
sustainability. Hence, multiple studies over the past decades have analyzed and confirmed
that larger corporations are likely to act more socially responsible and report higher ESG
information as they are subject to closer scrutiny from the public and socially sensitive
special interest groups and are more vulnerable to adverse reactions than smaller corpora-
tions (Meek et al. 1995; Branco and Rodrigues 2008; Hahn and Kuhnen 2013; Magali et al.
2020). As corporate reputation is more significant for larger firms because of their more
diverse interest groups, they must increase ESG reporting to be seen as legitimate and in
line with good corporate citizenship. Unlike smaller firms that lack resources to invest
in analysis and reporting initiatives, larger firms have more resources, more activities to
report and encounter lower cost of preparing ESG report due to economies of scale. As
Hackston and Milne (1996, p. 81) argued, “larger companies undertake more activities,
make a greater impact on society, and have more shareholders who might be concerned
with social programs undertaken by the company”.

Meek et al. (1995); Haniffa and Cooke (2005); Chih et al. (2010); Gamerschlag et al.
(2010); Dyduch and Krasodomska (2017) and Menassa and Dagher (2020) are among previ-
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ous empirical studies that confirm that larger firms report higher sustainability disclosure.
As the public pays more attention to larger firms relative to smaller-sized counterparts, the
former are pressured to disclose more ESG information in demon strating to the public at
large that they are implementing their social responsibilities. Consequently, we posit the
following hypothesis.

Hypothesis 4 (H4). Firm size has a positive impact onESG reporting.

3. Sample, Data and Research Design

Gathered from the Thomas Reuters Datastream, Table 1 highlights the number of
public listed companies in Asian countries in the sample from 2005-2017. Similar to the
sample used by Alsayegh et al. (2020), only 21 out of the total 48 countries in Asia were
found in the datastream. The three Asian countries that rank among the world’s four
largest economies (Japan, China and India) are part of the sample. By excluding subjects
with missing data, 1244 companies with 9954 firm-year observations provide the final
sample for the study.

Table 1. Sample of public listed companies in Asian countries from 2005 to 2017.

Country No. Firm Percentage Firm No. Observation Percentage Observation
Bahrain 6 0.48% 12 0.12%
China 156 12.54% 981 9.86%
Cyprus 1 0.08% 12 0.12%
Hong Kong 119 9.57% 998 10.03%
India 91 7.32% 560 5.63%
Indonesia 34 2.73% 201 2.02%
Israel 16 1.29% 99 0.99%
Japan 399 32.07% 4307 43.27%
Korea (South) 110 8.84% 704 7.07%
Kuwait 7 0.56% 21 0.21%
Macau 3 0.24% 19 0.19%
Malaysia 45 3.62% 290 2.91%
Oman 4 0.32% 7 0.07%
Philippines 21 1.69% 129 1.30%
Qatar 9 0.72% 32 0.32%
Singapore 40 3.22% 411 4.13%
Taiwan 121 9.73% 822 8.26%
Thailand 32 2.57% 168 1.69%
Turkey 20 1.61% 139 1.40%
United Arab Emirates 10 0.80% 42 0.42%
1244 100% 9954 100%

Source: Alsayegh et al. (2020).

Next, we propose appropriate measures to proxy for the determinants of ESG dis-
closure in our empirical work. Previous studies adopt the number of pages or sentences
that contain ESG information in the annual report (e.g., Adams et al. 1998; Haniffa and
Cooke 2005; Weber 2014) or by using the ESG database provided by other providers, such
as Thomson Reuters ESG data; Bloomberg ESG data; MSCI ESG Research; and DowJones
Sustainability Index (Zhao et al. 2018; Taliento et al. 2019), to measure the level of ESG.
Similar to Ioannou and Serafeim (2017), Xie et al. (2019) and Alsayegh et al. (2020), we
obtain the information on ESG disclosure score from the Bloomberg ESG database for
1244 companies for the fiscal years 2006-2017. The Bloomberg ESG database provides
ESG information that originates from companies’ annual reports, sustainability reports,
company websites, press releases and third-party surveys that request information directly
from companies. The transparency of the data can be traced back to their original sources in
company documents. Some data points contribute more “weight” than others due to their
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importance and type of industry. The weighted ESG disclosure score and its sub-scores
(environmental, social, and governance) range from 0.1 to 100. A score of 0.1 is given if the
companies disclose the minimum amount of ESG data. If the companies provide all the
variables required by Bloomberg, then it wasgiven a score of 100.

The ESG information in Bloomberg was calculated according to the ESG disclosure
score and its three sub-scores: the environment (E), social (S) and governance (G) scores. For
example, environment data include information on emission reduction, resource reduction
and product innovation, particularly on water, waste, energy and operational policies
around environmental impact. Social data include employment quality, safety and health,
training and development, human rights, and product responsibility that has an impact
on communities. Governance information includes board structure, compensation policy,
shareholder rights, vision and strategy, the company’s political involvement and board
function.

Similar to Jitmaneeroj (2016); Bajic and Yurtoglu (2018), and Alsayegh et al. (2020),
we obtained the information on economic sustainability performance (ECN), profitability,
leverage and size from the Thomas Reuters Datastream. For an in-depth understanding of
the impact of these firm characteristics on ESG reporting, we used a one-period lag of ECN,
profitability, leverage and size, which is for the period 2005-2016.

Table 2 provides the definitions of variables and related data sources for all variables
used in this study.

Table 2. Definitions of variables and corresponding data sources.

Dependent Variable: Definition Data Sources

The composite ESG disclosure score and its sub-scores
(environmental, social, and governance) range from 0.1 to
Environment, social andgovernance disclosure 100. A score of 0.1 is given if the companies disclose the
(ESG) minimum amount of ESG data. If the companies provide all
the variable required by Bloomberg, then it is given a score
of 100 (Ioannou and Serafeim 2017; Alsayegh et al. 2020)

Bloomberg

Independent Variables:
Economic (ECN) sustainability performance data consider

various inputs such as shareholder loyalty, shareholders
Economic sustainability performance performance, client loyalty in generating sustainable growth Thomson Reuters

(ECN) and long-term shareholder value.The ECN performance

score ranges from 0 to 100, indicating from poor to good

performance (Alsayegh et al. 2020)
Profitability Return on assets (ROA) Thomson Reuters
Leverage Leverage (LEV) or debt ratio is megsured by the average Thomson Reuters
debt toequity ratio.

Size The natural logarithm of a firm’s total assets Thomson Reuters

Similar to Chih et al. (2010) and Alsayegh et al. (2020), we used multiple linear
regressions for the sample of 1244 Asian companies (9954 firm-year observations for 2005—-
2017) to test the extent to which firm and financial characteristics have an impact on the
likelihood of firms engaging in ESG disclosure:
Environment, social and governance (ESG) sustainability disclosure = « + LB,ECN

+3,Profitability, + Xp3 LEV; + TB,Size; + ¢, M)

where the dependent variable is expressed as a score of ECG sustainability disclo-
sureandreflects the level of ESG information disclosed by the corporations. The ESG score
obtained from Bloomberg represents the composite components of the environment (E),
social (S) and governance (G) disclosure information practices for a sample of 1244 Asian
companies from 2005 to 2017. The weighted ESG sustainability disclosure score and its
sub-scores (environmental, social, and governance) range from 0.1 to 100. A score of 0.1
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is given if the companies disclose the minimum amount of ESG data. If the companies
provide all the variables required by Bloomberg, then it is given a score of 100.

The determinant variables, economic (ECN) sustainability performance, firm profitabil-
ity, leverage (LEV) andsize, are retrieved from the Thomson Reuters database. Economic
(ECN) sustainability performance data are non-financial based detail. ECN considers
various inputs, such as shareholder loyalty, shareholder performance and client loyalty,
in generating long-term shareholder wealth (Escrig-Olmedo et al. 2017; Jitmaneeroj 2016;
Alsayegh et al. 2020). This variable indicates that through the use of best management
practices, the company can generate sustainable growth and long-term return on invest-
ment. The ECN performance score ranges from 0 to 100, indicating from poor to good
performance.

In this study, firm profitability was measured by return on assets (ROA) as an indicator
of how profitable a company is relative to its total assets (Simnett et al. 2009; Chih et al.
2010). The ROA ratio is used to describe the efficiency of a company isutilizing its assets
for its operational activities.Leverage (LEV) or debt ratiois measured by the average debt-
to-equity ratio (Roberts 1992; Casey and Grenier 2015; Alsayegh et al. 2020) to capture the
importance of creditors as stakeholders relative to equity investors. Similar to Reverte
(2009) and Hossain and Reaz (2007), this work used the natural logarithm of a firm’s total
assets as a proxy for size.

To address the endogeneity problem, we used lagged independent variables in the
regression. It is reasonable to believe that the effect of ECN performance, leverage, size and
firm performance will be reflected in the next year’s ESG sustainability disclosure. Hence,
this study used a one-period lag of ECN performance, leverage, size and firm performance
information, which was for 2005-2016, and for ECG sustainability disclosure data from
2006-2017. Further, the study also applied the three static panel approaches, namely, the
pooled ordinary least squares (OLS), fixed-effects and random-effects model, to address
endogeneity problems.

4. Empirical Results

Table 3 summarizes the descriptive statistics for all variables used for the 9954 firm-
year observations in our sample from 2005 to 2017. As shown in Table 3, there is a significant
panel data variation in the ESG sustainability disclosure for the Asian firms, ranging from
3.43 to 91.20 and with a mean (median) score of 41.79 (38.4). In examining 65 Indian public
listed firms for 2015-2017, Dalal and Thaker (2019) found mean (median) ESG scores of
59.10 (58.0), ranging from 0 to 94. Taliento et al. (2019), however, found a relatively high
ESG mean (median) disclosure score of 71.34 (72.0) among European companies in their
sample.

Table 3. Descriptive statistics.

Variable Mean Median Maximum Minimum Std. Devw. Skewness Kurtosis
ESG 41.79 38.40 91.20 3.43 30.04 0.17 1.48
ECN 46.74 44.41 95.82 2.99 30.10 0.12 1.61
LEVERAGE (%) 0.23 0.21 0.67 0 0.18 0.57 2.52
ROA (%) 0.068 0.05 0.29 (0.05) 0.07 1.26 4.81
SIZE (log) 19.15 19.24 24.73 13.14 2.63 (0.07) 2.64

ESG—economic, social and governance disclosure; ECN—economic performance; ROA—return on assets (firm profitability). Source:

Alsayegh et al. (2020).

Table 4 presents the Spearman correlation matrix for the dependent and independent
variables in our sample. The initial analysis suggests that the ESG disclosure score is
positively correlated to ECN performance, firm accounting performance, leverage and size.
Further, the value for each predictor variable is well within the acceptable upper limit,
thereby signifying that the variables do not have any multicollinearity issues.
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Table 4. Spearman correlations matrix.

Coefficient ESG ECN LEV ROA SIZE
ESG 1
ECN 0.645885 *** 1
(0.0001)
LEV 0.056573 *** —0.029334 *** 1
(0.0001) (0.0016)
ROA 0.049422 *** 0.129146 *** —0.221753 *** 1
(0.0001) (0.0001) (0.0001)
SIZE 0.250733 *** 0.246506 *** 0.071716 *** —0.206179 *** 1
(0.0001) (0.0001) (0.0001) (0.0001)

*** indicatesthat the correlation is significant at the 0.01 levels, respectively (two-tailed).

Table 5 summarizesthe results of the panel data regression to predict the factors
driving ESG disclosure scores according to three-panel approaches—the pooled OLS, the
fixed-effect and the random-effect models.

Table 5. Determinants ofenvironment, social and governance(ESG) sustainability disclosure.

Variable OLS Fixed-Effect Random-Effect
ECN 0.43187 *** 0.43810 *** 0.43198 ***
(23.262) (61.375) (41.273)
Leverage 5.57355 *** 5.24345 *** 5.52729 ***
(31.514) (35.621) (32.312)
Profitability (ROA) 7.61210 *** 11.6920 *** 7.59596 **
(7.234) (9.213) (6.271)
Size 0.431877 *** 0.731119 0.413742 ***
(32.187) (40.823) (33.651)
Intercept 29.9667 *** 68.9101 *** 29.9127 ***
(9.871) (11.564) (9.459)
AutoR(1) 0.924379 *** 0.587107 *** 0.92397 ***
(97.686) (70.485) (96.309)
Cross—sec.tlon No Yes No
dummies
Year dummies Yes Yes Yes
Industry dummies Yes No Yes
R-squared 0.92956 0.948536 0.929565
F-statistic 22,515.54 121.1037 19,298.59
Durbin—Watson 2.107544 2.048509 2.106878
Observations 8700 8700 9954

T-statisticsare shown in brackets.**, *** indicatesthat the correlation is significant at the 0.05 and 0.01 levels,
respectively (two-tailed). ESG—environment, social and governance disclosure; ECN—economic performance.

The results in columns 1 (OLS), 2 (fixed effect) and 3 (random effect) in Table 5 provide
evidence that the economic (ECN) performance in our Asian sample firms is statistically
significant in influencing the level of ESG sustainability disclosure, thereby validating
the first hypothesis (H;). The ECN sustainability performance shows highly significant
coefficients of 0.43, 0.44 and 0.43 with the Adjusted R-squared values of 0.93, 0.94 and 0.93
for the three-panel approaches (OLS, fixed effect and random effect), respectively. Similar
to the findings by Hummel and Schlick (2016) and Deegan (2002), our study provides
evidence that firms with higher economic sustainability performance disclose more ESG
information to remain legitimate and in line with social responsibilities.

Concerningthe second hypothesis (H;), corporate financial performance (ROA) is also
found to be significantly positive with ESG disclosure. Unlike studies by Chih et al. (2010)
and Dyduch and Krasodomska (2017) that did not find a significant link between corporate
financial performance and CSR, the positive ROA-ESG disclosure relationship found in
this study is similar to the results found by Roberts (1992); Haniffa and Cooke (2005);
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Gamerschlag et al. (2010) and Menassa and Dagher (2020). As expected, organizations
with relatively high financial performances disclose more ESG information to legitimize
themselves and to minimize the possibility of adverse selection.

The study by Dyduch and Krasodomska (2017) found that leverage cannot explain
differences in CSR disclosure initiatives. However, Table 5 in our study suggests that
more highly leveraged firms disclose higher ESG information, thereby validating the
third hypothesis (Hs). Similar to the findings found by Hummel and Schlick (2016), the
positive LEV-ESG disclosure relationship in this study indicates that corporations with
high leverage tend to disclose more ESG information. As Asian firms with higher debt
financing are prone to be analyzedby debt holders, this situation will motivate them to be
more efficient in their operational and organizational practices.

Following the results found in previous studies (namely, Bouten et al. 2011; Ali et al.
2017; Dyduch and Krasodomska 2017; Menassa and Dagher 2020), size also has a significant
positive relationship with ESG disclosure, thereby validating the fourth hypothesis (Hy).
Relative to smaller firms, large firms with more financial resources due to economies of
scale can disclose their ESG practices more extensively. Large firm sizecould also be a factor
to generate mimetic pressure because of more stakeholder groups to whom such firms are
accountable. As larger firms are also more prone to be scrutinizedby various stakeholder
groups, they are willing to voluntarily report more ESG information to reduce this coercive
pressure.

In summary, our analysis provides evidence that firm characteristics (ECN perfor-
mance, profitability, leverage and size) have an impact on the likelihood of Asian firms
engaging in ESG sustainability disclosure. Asian firms with high economic performance,
higher profitability, higher leverage and larger sizes are found to be more ESG disclosure-
minded. The significant results, as captured by variables related to social visibility, are
consistent with the legitimacy theory that Asian firms disclose ESG information to legit-
imize their operations, thereby justifying their continued existence.

5. Conclusions

This paper examines the conditions that drive the ESG disclosure agenda among
public listed firms in Asia. The findings reveal that highly socially visible organizations
(i.e., in terms of economic performance, firm profitability, leverage and size) are usually
prone to various pressures from the media, regulators and society at large. Hence, these
organizations disclose more ESG information not only to discharge their accountability to
various stakeholder groups that could hold them socially responsible but also to communi-
cate and convince the public that they are meeting the social expectations of the latter to
lessen those pressures. Firms disclose their sustainability practices to establish that their
products and services are desirable and beneficial to different stakeholder groups, thereby
achieving legitimate status in society.

Our findings provide valuable insights to corporate managers interested in exploiting
strategies to legitimize ESG activities, particularly on factors that guide companies” ESG
reporting. The results of this work are also useful for Asian policy regulators in formulating
guidelines or regulations to further improve developing ESG reporting frameworks. Policy
regulators in Asia may cooperate and establish a consensus on the ESG information to be
reported to reduce the vast variation in ESG reporting among Asian publicly listed firms.

Our findings indicate important directions for future research. Besides examining the
level of ESG reporting, future research may examine both the quantity and quality of ESG
disclosure and its determinants. Future research can also examine the role of independent
media and other stakeholders and of community and government regulators in driving
the motivations for organizations to disclose ESG information. This aspect is deemed
important because an organization’s sustainability strategies and their ESG information
disclosure is bounded by the institutional environment and by accountability requirements,
a feature, which will influence the legitimacy status of firms. The role of these various



J. Risk Financial Manag. 2021, 14, 167 11 of 13

stakeholder groups should promote an organization's image and reputation, not cause
aloss of legitimacy.
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