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ABSTRACT

In the evolving landscape of corporate responsibility, sustainability has emerged as a powerful
driving force, captivating the attention of academia, industries, policymakers, and practitioners
alike. Earlier, Corporate Social Responsibility (CSR) had been a major area of study in
academic research. Recently, Environmental, social and governance (ESG) disclosures have
emerged as a comprehensive framework that goes beyond social responsibility and
incorporates important environmental and governance aspects. Since the adoption of
Sustainable Development Goals (SDGs) by the United Nations (UN) and the Paris Agreement
on climate change in 2015, there has been a surge of interest in non-financial performance,
particularly corporate sustainability and the integration of ESG factors. Additionally, the
growing global concern and public demand surrounding sustainability encourage firms to
undertake sustainable initiatives. Therefore, there has been a significant increase in studies on
ESG investigating different arenas, including its drivers, implementation and outcomes. The
ultimate aim of researchers is to comprehend the impact of ESG disclosures on firms and
society. Driven by the dynamic ESG environment, it has become imperative to investigate the

impact of ESG disclosures on firms.

In this backdrop, the present study intends to investigate the impact of ESG disclosures on the
three key financial decisions of firms across 16 emerging markets from 2015 to 2022. . The
final sample comprises of approximately 9981 firm-year observations from 16 emerging
nations over the period 2015 to 2022. First, the study investigates the impact of environment,
social and governance (ESG) disclosures on firm-level investment efficiency in emerging
markets. Second, the study examines the impact of sustainable practices proxied by
environment, social and governance (ESG) disclosures on accounting-based and market-based

leverage ratios. Finally, the study empirically explores the relationship between sustainability

Vi



disclosure by firms and their dividend decisions. Additionally, it explores the moderating
effects of financial reporting quality (FRQ) and financial constraints (FC) on the said
relationships. Further, robustness tests are conducted using alternative measures of dependent
variables, alternative sample and alternative time-periods. Firm-level data is retrieved from
Bloomberg® and data for macroeconomic variables is retrieved from World Development

Indicators (WDI).

Pooled ordinary least squares (POLS), two-stage least squares (2SLS) and a two-step system
generalised methods of moments (GMM) have been applied. The GMM estimator not only
accounts for the dynamic nature of panel data but also corrects for endogeneity, serial
correlation, and heteroscedasticity. Additionally, panel logit estimation has been used when
dealing with the binary dependent variable (likelihood of payment of dividends), and panel
tobit estimation has been employed when the dependent variable is subject to left-censoring

(dividend payouts and dividend yield).

The findings indicate that firms with higher ESG scores exhibit higher investment efficiency,
reducing underinvestment and curbing overinvestment. Additionally, firms with higher ESG
scores have better access of total and long-term debt financing, while reducing the reliance on
short-term debt financing. Finally, these firms have greater likelihood of paying dividends,
higher dividend payouts and dividend growth in emerging market firms. This implies that ESG
disclosures provide additional valuable information to all stakeholders including creditors and
investors that reduces information asymmetry. Importantly, these results remain robust across
various sensitivity analyses involving alternative measures, alternate sample, alternate time
periods, and instrumental variable regression. Additionally, all the three individual dimensions
of ESG positively and significantly impact investment efficiency, leverage ratios and dividends

decisions of firms, with social or governance dimension showing the most substantial effect.
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Finally, the positive association between ESG and financial decisions of firms is more
pronounced for firms with lower financial reporting quality (FRQ) and those facing higher

financial constraints (FC).

These findings hold implications for government authorities, managers, and investors, offering
guidance for sustainable policy formulation, program implementation, and portfolio
management. By examining and integrating corporate finance and sustainability, this study
introduces ESG scores as a novel non-financial driver of financial decisions, thus marking the
pioneering contribution to the ESG literature in emerging nations. This study alleviates
concerns about the potential downsides and costs of sustainability initiatives and encourage
strategic business innovations to harness opportunities associated with ESG. For firms, the
findings underscore the value of enhanced non-financial reporting. Investors should consider
ESG disclosures while making their investment decisions, as they have the potential to impact
the financial decisions of a firm positively. Additionally, the study provides valuable guidance
for regulators and policymakers in emerging markets, supporting the development of ESG
policies tailored to local contexts. Regulators should make efforts to educate the stakeholders
about the potential benefits of ESG reporting. The research also enriches theoretical
perspectives on agency and stakeholder theory. Overall, this international study, conducted
across diverse countries and a crisis period, offers broad policy implications for academia,
managers and regulatory agencies and contributes to advancing knowledge in sustainability,

corporate finance and capital structure.
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HIIRe el & IRd uRked #, fRRAT T el IR Al & U H 3 3,
foram fRignfaat, e, fifa Fafdrell $fik sgaeiidl o1 & 9aH ¥ 3 it fear g
T UET, HIURC JTHTIID STRGIIE (CSR) SHPTCiHb MY H T BT Ub T &
7| BT 8t H, gafavur, JraTiies 3R M (ESG) U 1hRUl Ush TS &fd & =0 § S
& St e e @ ) §1d € 3R Ayl yafaruiig 3R I ygqsi ot wnfira
A & | TGFT Y (UN) GRT Iaqd fIHT Al (SDG) BT UM 3R 2015 F Srerarg ka1
W URE FHEd & 918 9, TR ez, faRy w0 Q SruRke fRRHM 3R ESG HRSI &
THIHRUT H S0 931 51 39 SHfRed, RRAT & aR # Sglt dfyep ffem ofR Frdeies w7
B I RITER Ugd B & oy Wiciifed $dl 8| U, ESG W fafid &=t &1 & &=t
Tl STl H Ieaag I g3 o, o 39 ares, Sraag SR uRumH i B
Meyparell &1 3T e A R THAN W ESG UHIHU &b YU B AT B
=i STHS TR & W U, HH IR SUHS! UHSIHRU & YHIT HI ST HAT
e g T g

T YSYH H IaHM 30T BT 3= 2015 J 2022 dF 16 IR SSIRI # BHI & diF
T fa<iig fofal oR ESG U ElanRur o UHTa &t Sffd &1 8 | 3ifad 993 § 2015 ¥ 2022
B Sfafd T 16 IHRA =T F TIHIT 9981 HH-aY a1 WM & | T Ugd, 3T
IR TOIRT H BH-TRY Y &l IR Gaiarvl, QAT 3R AT (ESG) TheIdrul
& THUTE B ST HAT | ORI, T Ah-3MIRA 3R FOIR-3MURT Iirer
3Tl IR YaTaRul, WIS 3R IR (ESG) UHTaUl gRT Uefid Ty gurstt &

UG Pt S Bl g1 3fd B, L A 0 I BH gRT FURfGd Tt
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3R Fop AU Fufal & o dael BT Tl HRal g1 3P IR, Tg Iad Jae W
farita R Tqora (FRQ) SR faita aensft (FC) & Tea=y quTal Bt @ISl Rl § | TP
3T, S TR, dbic® T 3R ahfcud THI-MAR & ddicdd IU BT SUIN
PP Holge TR0 6T Sd &1 BH-TRIT a1 sEeie J U fhar S § S8R
HehIgP It TR & forg St fay A Harded (WD) ¥ U T ST 5|

Ues TSR TRe WHaR (POLS), T-XH T WhIR (25LS) 3R g-X U Ried TRz
YT 3{Tth MHe (GMM) B AL fHa1 T8 | GMM STHM® - $had U-d Sl &1 TraRid
THTd DI & B 9l 5, e SfasiidaT, HiHd Tgay 3R favadr & foag of guR wan
21 3% HfANad, ITZRT ST TR (U & YA Pt YU F Ageq & SRE T9d
TAIRTE 3FIHT &1 YA foham a1 €, 3R Ud Slfae SIIHM &1 SUINT a4 a1 71 § o/

ST TR STE-FIRAT (@HIRT YT 3R AR Iuo) & S ]

e T € 6 = ESG TR aTei B 3= 3w gern uefid Rl 8 4 faw &I
HH B § 3R SfH Y W e ANt 81 39 AR, 3= ESG WhR aTelt AT

& U $d 3R drdaplierd BT [aqUIN d% 9gaR Ugd Bl &, SIaih Headbiicid Ul

faquiyor R yRar HH gidt g1 3fd | 39 BHf b U IR IR BH! | ATHE, I

TATHIRT YA 3R AU g BT YT HRA Bt 1T JUTEHT § | SHHT AT § [ ESG
JhCIhRUT THGRI 3R o] dfgd 9t fequre! &1 sifaRed Hega™ SHaR! UaH
HRAT & S I fauHd &1 &9 &l g1 Heayul U J, T gRumy defeds Iur,
depetieh T, debfetich THY 3(aftl SR SeHed dRuad RIwH & o faftrs Gaemsierd
fazayon & Togd 99 8T 81 39 SHfaRad, ESG & Tt A SaT-3IenT ST WHT @
fYa=T gera, I SruTd SR i fofl & THRIEAS SR Aedqul ©0 § yHIdd




B o, s Iranfores a1 I S Jed 31 yHTd feard 21 3id &, ESG 3R waf
& foxita fvfal & o TeRE® dey w4 foxita KA o (FrQ) arelt wHf 3R 3=
faxita STeTalt (FC) T ITHAT B34 Tl BH! & forg 31fde Wy B

3 spy MR SIS, Ueitiep! 3R Fdwa! & forg Rfgard v@d 8, o wirdt fifa
fmior, SrisH Braf-au SR UICHIfe™l Tdey= & it ArfeR yar #3d §1 HIuRe fad
3R FRRAT 1 T4 3R TH IR B, Tg 31eaa faxiia Fofdl o wa U IR-fa<ita e
& U T ESG TR U Pl &, 39 UBR I o=l H ESG Hifed # 3proft ANeH &1
fafed a1 T8 ST RRTT Ugall & JHTId I 3R ARTdl & IR H fiarst &l
HH BT § 3R ESG U T[S SAIR] BT GIg- B & (a4 M adTie TardR! ol
TicIed T g1 AT & forg, e 9gt g IR-foxfia R & gea &1 Xaifed s
& | A=l &1 oru= a1 Fofd dd I ESG Uahc 1avul IR fIaR ST Afeq, Hifes 378
w & faia Fofdl & SeRIes w0 3 gHIfad TR 3T &mar gk 31 39 sifala,
31E0T IHRA SOIRT H Famaest &R <ifa fafarsit & forg gegar anfee= vem #=ar g,
S R el & ST ESG ifadl & fawr &1 Iud= a1 81 et &Y ESG
fRaifén & Fufaa andt & IR & feauRe! & Riféa Fx & T H=- A1 =iy Tord
IR RauR® Rigid R Vgifas =B &t g w1 81 $a fHrames, faftm o= o
The HTA P GRM (a1 T I SRIPT reaa g SiTd, Teive! ok Fame o
& forg aamaes fifarrd ffgand vgd FRar 8 aut FRRd, idiRe faxd SR Yot WRe=1 § 34
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