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Abstract

The absence of any consensus regarding the economic implications of social, environmental
and governance (ESG) practices as well as the introduction of a new index in Egypt with
regard to ESG activities provides the initial impetus for the current paper. The purpose of the
current study is to examine the association between ESG performance, financial performance
and firm valueafter taking account of control variablesusing data for a sample of Egyptian
listed firms. The sample consists ofall companies listed on the Egyptian Exchange (EGX).
Univariate and multivariate analyses have been employed to examine the impact of ESG
activities on firm performance and firm value. The results of the multivariate analysis were
consistentwith the findings of the univariate analysis, which reported a significant positive
association between ESG and firm value, while a negative association was revealed
concerning firm performance, but no statistical significance was resulted. With respect to
control variables, the findings revealed a positive association concerning company size and
leverage, while a negative relationship was reported in the case of growth and liquidity. The
results of the current study highlighted the impact ofESG on firm’s financial performance,
which in turn could affect company’s decision whether or not to engage in ESG practices.The
findings have implications for regulators and standards setters tasked with developing

accounting standards to control ESG practices in a developing country, such as Egypt.
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1. Introduction

McWilliams and Siegel (2001) suggest that corporate social responsibility (CSR) revolves
around ““actions that appear to further some social good, beyond the interest of the firm and
that which is required by law” (p. 117). In recent years, there has been a growing demand
among some customers, employees, communities, governments and shareholders for
companies to adopt policies regarding social and environmental issues (McWilliams and
Siegel, 2000).At the same time, global investments managed according to social and
environmentally responsible principles have expanded dramatically, rising from $13.3 trillion
in 2012to $21.4 trillion in 2014 (Global Sustainable Investment Alliance, 2014).Not
surprisingly, therefore, various attempts have been made to investigate the economic
implications of CSR practices; however the results, to date, have not been conclusive
(Cochranand Wood, 1984; McGuire et al., 1988; Clarkson et al., 2011). Such
inconclusiveness has led to calls for further research in this area (Mishra and Suar,
2010)*.0ne strand of research into the link between CSR and firm performance suggests that
corporations will face a trade-off between the costs of adopting additional social,
environmental and governance polices and the benefits from improved financial performance
(McGuire et al.,, 1988). Proponents of this view argue that firms have to undertake
newinvestments in such activities and therefore incur extra costs which can potentially reduce
market value(Cochran and Wood, 1984; McGuire et al., 1988; Barnea and Rubin, 2010).
Examples of socially and environmentally responsible activities include investments to reduce
pollution and charity work.Managers may also oppose the introduction of such practices,
arguing that these extra costs conflict with their endeavours to maximise shareholders’ wealth

(McWilliams and Siegel, 2000) and may reduce any due bonuses based on firm performance.

! Indeed, it has been argued that the absence of any agreement over a link between social, environmental and
governance practices and financial performance measures, may discourage firms from engaging in such practices
(British Council et al., 2002).



Another strand of researchin this area argues that firms should play a positive role in
communities in which they operate as wealth maximisation should not be the sole objective of
companies (Tsoutsoura, 2004).In this context, Clarkson et al., (2011) argued that engaging in
CSR activities involves costs which may be offset by benefits to a wide group of stakeholders.
Similarly, Hansen and Mowen (2007) have argued that “meeting sound business objectives
and resolving environmental concerns are not mutually exclusive” (p. 778). Even
shareholders may gain from a firm’s CSR activities if any expenditures linked with these
activities are associated with a reduction in the company’s risk. For example, Clarkson et al.
(2011) indicated that “it does indeed pay to be green if firms are willing to make significant
changes in their environmental strategy... [as] good environmental performance reduces
regulatory risk, [and] hence, directly affects valuation through a lower discount rate” (p. 125).
As a result, investors may place a premium on firms with environmental policies and penalise
those which do not adopt CSR (Klassen and McLaughlin, 1996).Therefore, if managed
effectively, CSR will not only improve the satisfaction of interested parties® but also enhance
company’s performance (Hansen and Mowen, 2007). Consequently, disclosures of CSR
practices has grown exponentially in the last two decades, as more companies have become
aware of their social and environmental responsibilities that go beyond those expressed in
financial terms and, for some, increasingly recognising the value of a more holistic reporting

system to performance (OECD, 2014).

Although a sizeable body of literature exists on the link between CSR and firm performance
and firm value, not many of these studiesundertaken in developing countries, including Egypt.
All CSR studies undertaken in Egypt to date have either sought to determine the extent of

CSR practices amongst companies listed on the EGX and/or exploring the factors that affect

’For example, satisfied customers will be more loyal to the company and satisfied employees will be more
willing to work effectively.



companies decisions to engage in such practices and explain the variations of these practices
amongst the sample companies (e.g. Hanafi, 2006; Rizk et al.,, 2008; Salama, 2009;
Elmaghrabi, 2010 and Hussainey et al., 2011); no studies have sought to explore the
economic consequences of CSR practices.Thus, the present study addresses a specific gap in
the literature by examining the association between CSR and firm value; to the best of our
knowledge, this is the first study to investigate the association between CSR, firm
performance and value. This matters in an Egyptian setting as the nation’s economy is the

second largest in the Middle Eastern and North Africa region.

The main purpose of the current paper is to examine the association between corporate social
responsibility (CSR) and firm value and financial performance using data for a sample of
Egyptian firms listed on the EGX.In particular, it investigates the relationship between the
CSR practices of the sampled companies- as determined by the Egyptian Corporate
Responsibility Index (S&P/EGX ESG Index)- and theirfirm value and financial performance.
Specifically, it examines whetheror not firms are rewarded for being socially and
environmentally responsible with a better firm value and performance. The S&P/EGX ESG®
Index was launched by the EGX in March 2010 and aims at enhancing the transparency and
disclosure practices of listed companies with regard to corporate governance and CSR
practices, and is the first of its kind to be launched in the Middle East (EGX, 2010). This
index includes 30 companies listed on the EGX and is subject to annual review. In this
context, it has been argued that ESG reporting is considered to be a mechanism that
governments use to keep stakeholders more informed about big companies and to ensure that

these companies are operating responsibly (OECD, 2014).

*ESG disclosures emerged as part of corporate social responsibility on a voluntary basis, as a means for
companies to present their activities beyond the mandatory requirements (OECD, 2014).
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The absence of any specific link between CSR practices and performance measures may
discourage firms from engaging in such practices.In this context, the OECD (2014, p. 6)
asserted that “transparency and comparability of corporate performance in ESG must become
the topic of policy-making: it is not a luxury that only financially wealthy companies indulge
in — good practice in this areashould be rewarded and become a distinctive feature for
investors”.Therefore, the results reported in this study may encourage more firmsto
implement CSR practices. Furthermore, the current study provides up-to-date evidence
concerning the economic consequences of CSR practices. The results presented in this paper
should therefore be of interest to regulators and standard-setters charged with developing
regulations to control CSR practices, as these practices are still voluntary in nature with firms

having discretion over what, how and when to disclose such information.

The remainder of this paper is organised as follows. Section 2 reviews the extant literature in
the area and state research hypotheses, while details about the research methodology and data
collection process are presented in Section 3. The results are reported in Section 4. Finally,
Section 5concludes the paper by summarising the findingsof the existing research and

identifying future avenues to explore.

2. Literature Review and Hypothesis Formulation

The extant literature has not reported conclusive results regarding the economic implications
of CSR disclosures. For example, Margolis et al. (2009) provide a review of 251 studies that
have examined the association between engaging in CSR practices and financial performance.
They revealed a small positive relationship between CSR and financial performance.In this

regard, McWilliams and Siegel (2000) examined the impact of CSR on financial performance



for a sample of 524 firms drawn from Kinder, Lydenberg, Domini (KLD)* ratings over the
period 1991-1996. The evidence reported that CSR and profitability seems to be strongly
positively associated. Similarly, Tsoutsoura (2004) investigated the association between CSR
and financial performance using a sample of the S&P 500 during the period 1996-2000. The
results show that CSR is significantly positively associated with financial performance,
supporting the view that socially responsible practices could be linked to a series of bottom-
line benefits. Furthermore, Salama (2005) reported a positive relationship between corporate
environmental performance and financial performance using median regression analysis for a
sample of 201 British companies. In the Indian context, Mishra and Suar (2010) explored the
link between CSR practices and profitability. The findings indicated that social responsible
firms have better financial performance. Similarly, looking at a sample of 153 companies
listed on the Stoxx Europe Sustainability Index between 2007 and 2010, Marti et al. (2013)
found that the financial performance of the sample companies is associated with the extent of
their sustainability practices over the investigated period.

Based on the preceding discussion, we argue that ESG, as determined by the Egyptian
Corporate Responsibility Index, has a positive impact on firm performance. Therefore, this
study proposes the following hypothesis:

H1: Environmental, social and governanceperformanceis positively associated with
firm’s financial performance.

Another strand of the CSR literature has examined the relationship between these practices
and firm value. For instance, Jo and Harjoto (2011) reported a positive relationship between

CSR engagement and firm value measure by industry adjusted Tobin’s q.In the same vein,

*KLD is a “social investment and screening firm whose evaluations are used widely within the financial services
industry. KLD evaluates the membership of the S&P 500 along a wide range of social performance indicators.
Specifically KLD examines seven ‘strength’ and seven ‘concern’ environmental dimensions ranging from the
extent to which the firm engages in pollution prevention programs or uses alternative fuels to the firm’s use of
ozone depleting chemicals or its generation of hazardous wastes (Sharfman and Fernando, 2008, p. 578).
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Clarkson et al. (2013) investigate the association between voluntary disclosure of
environmental information and firm value using a US sample. They reported that such
disclosures provide valuation relevant information. In addition, Servaes and Tamayo (2013)
explored the influence of CSR practices on firm value for a sample of companies covered by
KLD States database over the period 1991-2005. The study reported a positive association
between CSR and firm value. Matsumura et al. (2013) examined the association between
carbon emissions and firm value and they found that every thousand metric tons of carbon
emissions resulted in $212,000 reduction in firm value. Furthermore, they indicated that
reduction in firm value for carbon emissions non-disclosing firms was more than that of
disclosing firms. Similarly, a recent study by Gregory et al. (2014), found that markets
positively value CSR practices.In a more recent study, Plumlee et al. (2015) examine the
association between the quality of voluntary environmental disclosure and the components of
firm value (expected future cash flows and cost of equity capital) using data for 474 US firms
representing five industries over a six-year period (2000-2005). Environmental disclosure was
measured using a disclosure index comprising 351 points and is consistent with the Global
Reporting Initiative (GRI, 2006) disclosure framework. The results show that voluntary
environmental disclosures are significantly positively associated with firm value through both
the cash flow and cost of equity capital components.Based on the preceding discussion, we
argue that CSR, as determined by the Egyptian Corporate Responsibility Index, has a positive
impact on firm value as measured by Tobin’s q. Therefore, this study proposes the following
hypothesis:

H2: Environmental, social and governance performance is positively associated with
firm value.

The current paper contributes to the two strands of the literature by examining the

associationbetween ESG, firm performance and firm value for the emerging economy of
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Egypt. All CSR studiesundertaken in Egypt to date have either sought to determine the extent
of CSR practices amongst companies listed on the EGX and/or exploring the factors that
affect companies decisions to engage in such practices and explain the variations of these
practices amongst the sample companies (e.g. Hanafi, 2006; Rizk et al., 2008; Salama, 2009;
Elmaghrabi, 2010 and Hussainey et al., 2011); no studieshave sought to explore the economic
consequences of CSR practices. Thus, the present studyaddresses a specific gap in the
literature by examining the association between ESG, firm performance and firmvalue. To the
best of the researcher knowledge, this is the first study to investigate the associationbetween
ESG, firm performance and firmvalue. This matters in an Egyptian setting as the nation has a
major influence on other countries in the Middle Eastern and North Africa region as well its

traditionally strong historical relationships with the world’s richest nations (Ahmed, 2013).

3. Sample Selection and Method

The sample encompassesall of the 224 companies listed on the EGX in 2014. After deleting
firms with missing data, our final sample includes 130firms listed on the Egyptian Exchange.
Data with regard to ESG performance were collected via the Egyptian Institute of Directors
and Egyptian Exchange websites, whilethe Thomson Reuters DataStream database was used
to obtain the dependant variables. As with the prior studies in this area, the outliers of all

variables are winsorised to the 5 and 95 percentiles (Francis et al., 2005).

Comincioli et al. (2012) have argued that “CSR is not a variable and therefore it is not
measurable” (p. 2). However, several studies have developed proxies to measure CSR. But
these past studies have been challenged on the grounds that the measures of CSR that they use
are unreliable (Mishra and Suar, 2010; Clarkson et al., 2011). This problem has been tackled

in the literature by using two different CSR measures. The first is a reputation index, in which



professional observers and specialised rating agencies give specific ranking for firms based on
one or more aspects of CSR (Cochran and Wood, 1984), the most common indices include
KLD as mentioned previously. The second common method of measuring CSR involves a
content analysis, in which CSR is measured by determining the extent of CSR practices
reported in various publications including annual reports and corporate websites (Cochran and
Wood, 1984; Servaes and Tamayo, 2013). One obvious drawback of the content analysis
approach is that “it is only an indication of what firms say they are doing, and this may be
very different from what they are actually doing” (Cochran and Wood, 1984, p. 44).In
contrast, the reputation index does not suffer from this limitation,therefore acknowledging
this advantage, the present study will rely on the reputation index for determining the extent

of ESG practices amongst companies listed on the EGX.

The Environment, Social and Governance (ESG) Indexfor Egyptian listed companies was
constructed by the Egyptian Institute of Directors (EloD), Egyptian Corporate Responsibility
Centre (ECRC)and Standard& Poor’s (S&P) and is employed as a proxy to determinethe
extent of ESGamongst companies listed on the EGX in the present study. To develop this
index,S&P and the EGX use nine criteria namely: ownership structure and shareholder rights,
financial and operational information, board and management structure and process, corporate
governance & corruption, business ethics and corporate responsibility, environment,
employees, community, and customers/product. To arrive at the total score for each of the
sampled companies, two scores have to be calculated for each company namely: (i)
Quantitative Score —in which each of the companies listed on the EGX is assigned a
quantitative ranking based on the three factors; transparency and disclosure of (1) corporate
governance, (2) environmental practices, and (3) social practices, and (ii) Qualitative Score —

in which independent sources of information (i.e. news stories, websites and CSR filings) are
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used to evaluate the actual performance of the company on a scale of 5 to 1.Finally, the total
score is calculated for each company by summing the qualitative score and the quantitative
score.These scores were then ranked across all companies listed on the EGX and the first 30
companies constitute the S&P/EGX ESG Index.
To test hypothesis 1, the following regression is estimated:

Firm Performance (ROA) = 0y + 0;ESG., + 0,Growth., + 0;Leverage., + 0,Size., +

O5Liguidityc,t+dc (1]

Where: ESG is the environmental, social and governance performance as shown in the
S&P/EGX ESG Index.ESG is a dummy variable taking the value of 1 if the company is a
constituent in the S&P/EGX ESG Index, 0 otherwise.Financial performance of the sample
companies was measured using return on assets, which is consistently claimed to be an

authentic measure of financial performance (Salama, 2005).

To test hypothesis 2, the following regression is estimated:
Firm Value (Tobin' sQ) = 9, + 0,ESG. ¢ + 0,Growth,, + 0;Leverage, +0,Size,, +

d5Liquidityct+dc (2]

We measured firm value using Tobin’s Q, which has been adopted widely in accounting,
economics and finance studies (Jo and Harjoto, 2011). Tobin’s Qis calculated as {[Book value
of assets — Book value of equity + Market value of equity/Book value of assets}].
Furthermore, we use industry-adjusted Tobin’s q°. Size is log of a firm’s market value in year

t; Growth is the log of one plus the firm’s growth in book value of equity;Leverage is a firm’s

*It is calculated as: the natural log of firm’s Tobin’s g/the Median of Tobin’s q in the firm’s industry.
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interest-bearing debt deflated by total assets in year t, and liquidity is the current ratio in year

t. Table 1 provides a description for all the variables included in the current analysis.

Table 1: Description of the Variables Included in the Analysis

Variable Description

ESG A dummy variable taking the value of 1 if the company are a
constituent in the S&P/EGX ESG Index, 0 otherwise

ROA Return on assets at December 31, 2014

Tobin’sq {[Book value of assets — Book value of equity + Market value of
equity/Book value of assets}]

Size Log of market value at December 31, 2014

Growth Log of one plus the firm’s growth in book value of equityat
December 31, 2014

Leverage The ratio of total liabilities to total owners’ equity at December 31,
2014

Liquidity The Current ratio at December 31, 2014

Note: This table provides a description of each of the different variables included in the current analysis.

According to the literature, we would expect the co-efficient on the ROA variable to be
positive, indicating that companies acting responsibly in terms of their ESG activities are
rewarded with better financial performance. Furthermore, in line with the extant literature that
examines the link between ESG and firm value, we would again expect the co-efficient on
Tobin’s Q to be positive, implying again that being socially and environmentally responsible
can be rewarded by improving firm value. For control variables, the literature suggests that
the coefficients for firm growth, size and liquidity should be positive since large and solvent
firms with high growth can typicallyafford to engage in ESG activities. By contrast, we
expect negative coefficients with respect to leverage, as firms with a lot of debt will be
expected to be reluctant to incur additional costs by engaging in ESG activities.

4.Empirical Tests and Results

4.1 Descriptive Statistics

Table 2 reports the descriptive statistics regarding the ESG, firm performance (ROA), firm

value (Tobin’s Q), and firm characteristics for the sample companies. The ESGindex has
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mean of 0.13, as can be seen from Table 2.In addition, the mean value for the ROA is 5.3,
while the median is 4.7 and the standard deviation amounted to be 7.4 implying that the
sample companies varies in terms of their return on assets. With respect to descriptive
statistics concerning firm value, which is measured using Tobin’s Q, Table 2 shows that the
mean value of Tobin’s Q is 1.3, while the mean value for median Tobin’s Q is 1.234,
implying that there is no significant difference between firm value within each of the sample
companies and the value in the industry. This result could be linked to the fact that companies
belonging to the same industry tend to have similar characteristics. Moreover, Table 2 reports
summary information for the control variables examined in the present study. The typical firm
in the sample had total assets of about £2,700 million.The sample companies mean level of
equity growth was about 7.7 and it had a mean level of leverage 0f15.41, while the mean
value for liquidity amounted to be 5.17 with a standard deviation of 18.12 implying that the

sample companies have varying levels of solvency.

Table 2: Descriptive Statistics on ESG, Firm Performance, Tobin’s Q, and Control
Variables

Variables Mean STDV Min 25% Med 75% Max
ESG 0.13 0.338 0 0 0 0 1
ROA 5330 6.293  -7.350 1.530 5.300 8.280 20.36
Tobin’sQ 1.303  0.449 0.697 0.995 1.283 1.437 2.475
Median Tobin’sQ 1.243 0.139 0.404 1.209 1.308 1.341 1.454
Equity Growth 7.773 20.00 -21.05 -3.030 1.790 16.16 65.21
Leverage 15.41 15.26 0 1.080 15.85 20.81 53.67
Total Assets £mil 2700 3600 80 280 1300 3600 14000
Size 13.84 1.544 11.29 12.55 14.09 15.09 16.44
Liquidity 5.174 18.12  0.0500 1.090 1.680 4.670 210.3

Note: The table provides descriptive statistics concerning the variable examined in the current study. STDV =
Standard Deviation; Min = Minimum; 25% = First quartile; Med = Median; 75% = Third quartile; Max =
Maximum. For variable description, see Table 1.
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4.2 Univariate Analysis

Table 3 reports the results concerning the correlations amongst ESG, ROA, Tobin’s Q, and
the control variables. The results show a negativebut not significant association between firm
performance, measured by ROA,and ESG. Although this finding is considered an odd result
which is not consistent with the extant literature linking CSR practices to firm performance, it
is in line with the views which argue that firms encounter a trade-off between ESG practices
and financial performance, as companies engaging in socially and environmentally
responsibleactivities will incur further costs (McGuire et al., 1988). Furthermore, the results
reveal that firm value, which is measured by Tobin’sq, has a positive association with ESG,
but again no significance was resulted. This result can be linked to the idea that investors
reward firms for being social and environmentally responsible, similar results were reported
by Jo and Harjoto (2011). For the control variables, we find positive, but not significant
association betweenESG and company size, implying that large companies have enough
resources to fund ESG activities. Furthermore, Table 3 shows a positive but again not
significant relationship between ESG and leverage. This result stresses the idea that creditors
may put pressures on companies to engage in ESG activities. On the other hand, we find a
negative correlation betweenESG, growth and liquidity,but in both cases the coefficients were
not significant. These findings again can be linked to the idea that being socially and
environmentally responsible involves extra costs which could eventuallyaffect firm’s growth
and solvency in a negative way especially in the short term®.The correlations among ESG and
other variables range between -0.009t00.41 which indicatesthat no multicollinearity problem

is present among the independent variables’.

®The present analysis only covers one year, which is 2014. Benefits from engaging in ESG practices could be

gained in the coming years.

" Variance Inflation Factors (VIFs) were also calculated to quantify the severity of any multicollinearity in

subsequent regression analyses. VIFs above ten are thought to indicate severe multicollinearity problems. The
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Table 3: Pearson Correlation between ESG, Firm Performance, Firm Value and other
Control Variables

Variables ESG ROA Tobin’sq Mtobin’sq Growth Leverage Size Liquidity

ESG 1.000

ROA -0.009 1.000
0.904

Tobin’sq  0.194 0.158 1.000
0.011 0.067

Mtobin’sq 0.195 0.077 0.317 1.000
0.011 0375 0.000

Growth -0.009 0.254 -0.065 -0.214 1.000
0.915 0.003 0.642 0.809

Leverage 0.208 -0.210 -0.033 0.071 -0.110  1.000
0.006 0.006 0.673 0.361 0.216

Size 0.411 0.105 0.023 0.094 -0.054  0.253 1.000
0.000 0.176 0.770 0.226 0.544  0.001

Liquidity -0.074 -0.167 0.022 0.142 0.215 -0.177 -0.21  1.000
0.341 0.030 0.778 0.066 0.014  0.022 0.00

Note: The Table reports the correlations between ESG and other variables investigated in the present study.

4.3Multivariate Analysis

In this section, we document the results for the main tests of the relationship between a firm’s
ESG performance, firm value and firm performance after taking account of control variables.
The analysis employed return on assets to account for firm performance, while Tobin’s Q and
industry-adjusted Tobin’s Qwere used as a measure for firm value.ESGdata were obtained
from the EGX and EloDwebsites, while control variables are collected from DataStream as

mentioned previously. The control variables are growth, leverage, size and liquidity.

Table 4 provides both the mean of the yearly coefficients from estimating equations (1 and 2)
and their statistical significance.Table 4 below shows a negative, but not significant,
association between ESG and firm performance; the coefficient estimate is -0.53 (t-statistic =-

0.24). This finding is consistent with the result obtained from the univariate analysis and led

results showed that none of the VIFs were above two, which suggests that multicollinearity does not pose a
problem in the regression analyses.
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us to reject the first hypothesis (H1), which hypotheses a positive association between ESG
and firm performance. Although this evidence is not in line with the extant literature linking
ESG to firm performance (e.g., McWilliams and Siegel, 2000; Tsoutsoura, 2004; Salama,
2005; Mishara and Suar, 2010; Marti et al., 2013), it highlights the idea that socially and
environmentally responsible firms incur additional costs for engaging in ESG activities which
in turn might affect their financial performance in a negative way. On the other hand, the
results reported in Table 4 showed a positive association between ESG and firm value which
is significant 10% confidence level; the coefficient estimate is 0.24 (t-statistic = 1.81). This
finding suggests that firms with higher quality ESGratings have value compared to their lower
quality ESG counterparts. Again this result confirms those reported in the univariate analysis
shown in Table 3, thus, there is support for the second hypothesis (H), which postulates a
positive association between ESG and firm value. This finding is consistent with the evidence
reported in the extant literature examining the association between ESG and firm value,
examples of these studies include: Jo and Harjoto, 2011; Clarkson et al., 2013; Gregory et al.,

2014; Plumlee et al., 2015.
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Table 4: The Regression Analysis

Variables ROA Tobin’sq Tolerance VIF
Constant -2.43 0.25
-0.35 0.47
ESG -0.53 0.24" 0.760 1.31
0.24 1.81
Growth 0137 -0.002 0.950 1.05
3.63 -0.80
Leverage 0117 -0.004" 0.884 1.13
-2.43 -1.72
Size 0.71 -0.23 0.700 1.43
1.36 -0.74
Liquidity 0107 -0.001 0.899 1.11
-2.88 -0.50
No 130 130
Adjusted R® 0.139 0.121
F Value 3.96 5.17

Note: The Lgble shows the**results of the rggression analysis. See Table 1 for variables
definitions. ~ p-value<0.01, p-value <0.05, p-value <0.1.

5. Discussion and Conclusion

CSR has been integrated into the business practices of most of international companies listed in
countries with developed capital markets, so there is a considerable increase in the numberof
studies that have investigated the economic implications of such practices over the past few years.
In particular, the associations between CSR practices and firms’ financial performancesas well as
firm value have been the topic of acontinuing investigationin the literature. On the other hand,
there has been a scarceness of such studies in developing countries, including Egypt. The current
study investigates the association between ESGas determined by the Egyptian Corporate
Responsibility Index (S&P/EGX ESG Index)and firm performance and firm value measured
using return on assets and Tobin’sq, respectively in 2014. Our results indicatethat there is a
negative, but insignificant, association between ESG and firm performance. This finding
suggests that companies’ investments to improve their ESG performance have an adverse

effect on its financial performance. Although this finding is an odd result and is not consistent
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with the extant literature linking CSR practices to firm performance, it is in line with the
views which argue that firms encounter a trade-off between ESG practices and financial
performance, as companies engaging in socially and environmentally responsible activities
will incur further costs (McGuire et al., 1988). On the other extreme, the study reported a
significant positive relationship between ESG practices and firm value,suggesting that both
market and investors reward companies with active ESG agenda. This evidence is in line with

evidence from prior literature.

Since the extant literature linking ESG practices and both firm performance and firm value,
the current paper contributes to the work in this area where there is a dearth of prior
investigations in developing countries, including Egypt. Furthermore, the current study
provides recent evidence concerning the economic implications of CSR practices. The data is
up-to-date and from a source that has not been investigated in the past. The results of the
present study have a number of practical implications for both national (Egypt) and
international corporations. Moreover, the evidence reportedin the current study should be of
interest to regulators and standard-setters charged with developing standards and guidelines

for ESG disclosure in Egypt.

Consistent with the global call for more socially and environmental responsible businesses,
more studies are required in this area. First, a useful expansion of this study could focus on
examining the factors that influence firms’ decisions to engage in CSR practices. Taking into
account the value of interested parties’ views concerning these practices, a second extension
of the current analysis could examine the perceptions of interested parties towards ESG
activities undertaken by companies listed on the EGX. A third expansion might involve a

cross-country comparative analysis of ESGpractices in the Middle East and North African
17



(MENA) region; whilst analyses of prior literature across the broad field of accounting has
tended to group MENAnations together, there are many differences in economic, culture and

political contexts and international replication of the work could yield important insights.
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