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Abstract:

This empirical analysis examines the relationship between corporate sustainability reporting and financial
performance among Indian listed companies. In recent years, sustainability has gained prominence in corporate strategy
due to increasing regulatory requirements, investor interest, and stakeholder expectations. The study explores how
sustainability reporting, as disclosed through corporate sustainability reports (CSR), affects the financial performance of
companies. Using a sample of Indian companies listed on major stock exchanges, the study analyzes data on sustainability
disclosures, financial performance indicators (such as return on assets, return on equity, and market valuation), and various
control variables. The analysis employs statistical methods, including regression models, to identify the correlation and
potential causal linkages between sustainability reporting and financial performance. The findings suggest a positive
relationship between comprehensive sustainability reporting and financial performance, indicating that companies with
better sustainability practices tend to experience higher financial returns and market valuation. The results also highlight
the role of regulatory frameworks, industry-specific factors, and company size in shaping the strength of this relationship.
This study contributes to the growing body of literature on corporate sustainability by providing insights specific to the
Indian context, where sustainability reporting practices are evolving. It suggests that companies engaging in transparent
and detailed sustainability reporting may achieve not only environmental and social benefits but also financial gains,
making sustainability a strategic priority for long-term value creation.
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Introduction:

In recent years, the importance of sustainability in the corporate world has significantly increased, driven by
growing awareness of environmental, social, and governance (ESG) issues among investors, policymakers, and consumers.
Companies are increasingly expected to align their operations with sustainable development goals, which has led to the
adoption of corporate sustainability reporting (CSR) as a means to disclose their environmental and social performance. In
India, the push toward sustainability reporting has been further strengthened by regulatory measures, such as the Securities
and Exchange Board of India (SEBI) mandating the inclusion of Business Responsibility Reports (BRRs) for listed
companies. Corporate sustainability reporting encompasses a broad range of activities, including the disclosure of
information related to environmental impact, energy usage, carbon footprint, social responsibility initiatives, community
engagement, and corporate governance. These disclosures not only provide transparency to stakeholders but also reflect a
company's commitment to sustainable practices. As a result, there is a growing belief that sustainability reporting can
positively impact a company’s financial performance by enhancing its reputation, improving operational efficiencies, and
mitigating risks.

However, the relationship between sustainability reporting and financial performance remains a subject of debate in both
academic and corporate circles. While some studies suggest that sustainability reporting leads to superior financial

http.//jier.org 3236


mailto:pragatisingh@bhu.ac.in
mailto:mr.rajatsingh24@gmail.com
mailto:divyanshupandeybhu@gmail.com
mailto:singhakanksha289@gmail.com
mailto:rhlpl005@gmail.com

Journal of Informatics Education and Research
ISSN: 1526-4726
Vol 4 Issue 3 (2024)

outcomes, others indicate that it may involve additional costs without immediate financial benefits. The extent of this
relationship may also vary depending on contextual factors such as the industry, size of the company, and regional
regulations.
In the Indian context, corporate sustainability reporting is still in the early stages of development compared to global
practices. However, with increasing pressure from regulators, investors, and consumers, Indian companies are beginning
to adopt more comprehensive sustainability reporting frameworks. This creates an opportunity to empirically examine the
impact of such reporting on the financial performance of Indian firms.

This study aims to explore the link between corporate sustainability reporting and financial performance among
Indian listed companies. It seeks to answer whether companies that actively engage in sustainability reporting outperform
those that do not in terms of key financial metrics such as return on assets (ROA), return on equity (ROE), and market
valuation. Additionally, the study will analyze how factors such as industry type, company size, and regulatory compliance
influence this relationship. By focusing on the Indian market, this research contributes to the understanding of sustainability
reporting in emerging economies, where the business environment and regulatory landscape may differ from those in
developed markets. The findings of this study will provide valuable insights for corporate managers, investors,
policymakers, and researchers interested in the financial implications of corporate sustainability practices in India.

Literature Review:

Corporate sustainability reporting (CSR) has gained increasing attention in recent years as organizations and
stakeholders recognize the importance of sustainable development and responsible business practices. The literature on
corporate sustainability reporting explores its multidimensional aspects, including its impact on financial performance,
corporate governance, stakeholder relations, and environmental and social outcomes.

1. Sustainability Reporting and Financial Performance: The relationship between sustainability reporting and financial
performance is one of the most extensively studied areas. Several studies indicate that sustainability reporting positively
influences financial performance by enhancing company reputation, reducing operational risks, and improving resource
efficiency. Margolis and Walsh (2003) and Orlitzky et al. (2003) conducted meta-analyses and found a positive association
between corporate social responsibility (CSR) and financial performance, suggesting that companies with better
sustainability practices tend to outperform their peers financially.

However, not all studies conclude a straightforward positive relationship. Some research highlights the costs associated
with sustainability reporting, such as increased compliance expenses and administrative burden, which may offset short-
term financial gains. Studies by Brammer and Millington (2008) and Ullmann (1985) propose that while sustainability
reporting can improve long-term performance, it may involve initial trade-offs.

2. Theoretical Foundations: Several theoretical frameworks have been proposed to explain the relationship between
sustainability reporting and financial performance:

e Stakeholder Theory (Freeman, 1984): This theory emphasizes that organizations should focus on the needs and
expectations of all stakeholders, not just shareholders. Sustainability reporting addresses concerns of various
stakeholder groups, which can enhance trust and goodwill, leading to financial benefits.

e Legitimacy Theory (Suchman, 1995): According to legitimacy theory, companies use sustainability reporting to
align themselves with societal expectations. By reporting on their environmental and social impact, companies
aim to enhance their legitimacy, thus securing access to resources, capital, and market opportunities.

e Resource-Based View (RBV) (Barney, 1991): The RBV suggests that firms can gain competitive advantages
through unique capabilities, including sustainability practices. Effective sustainability initiatives can improve
operational efficiencies, reduce waste, and lead to cost savings, thus positively affecting financial performance.

3. Sustainability Reporting in Emerging Economies: In emerging markets like India, the adoption of sustainability
reporting has been slower compared to developed economies. However, regulatory reforms and increased awareness among
stakeholders have accelerated the adoption of sustainability practices. Studies such as those by Singh et al. (2017) and Kaur
and Lodhia (2018) suggest that Indian companies are gradually integrating sustainability reporting into their corporate
governance framework, particularly after the introduction of mandatory reporting guidelines by SEBI. India’s regulatory
environment has become more stringent with the requirement for listed companies to submit Business Responsibility
Reports (BRRs). This push has led to more companies disclosing their sustainability initiatives, yet there remains
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considerable variation in the quality and scope of disclosures. Scholars like Bhatia and Tuli (2017) argue that Indian firms
face unique challenges, such as a lack of standardization and limited access to resources for implementing sustainable
practices.

4. Empirical Evidence from Indian Companies: Several studies have examined the relationship between sustainability
reporting and financial performance in the Indian context. Chakraborty (2020) and Sethi et al. (2020) found a positive
correlation between environmental, social, and governance (ESG) reporting and financial performance metrics like return
on assets (ROA) and market valuation. However, Gupta and Sharma (2021) point out that the financial benefits may vary
by industry, with sectors such as energy, manufacturing, and finance showing a stronger correlation compared to others.
Despite the growing body of research, gaps remain in understanding how specific factors such as firm size, regulatory
pressure, and industry dynamics influence the sustainability-financial performance relationship in India. This study seeks
to fill these gaps by conducting a comprehensive empirical analysis of Indian listed companies.

Objectives of the Study:

1. To Analyze the Impact of Corporate Sustainability Reporting on Financial Performance.

2. To ldentify Industry-Specific Variations in Sustainability Reporting and Financial Performance.

3. To Evaluate the Role of Regulatory Frameworks in Shaping Sustainability Reporting Practices.

4. To Explore the Influence of Company Size on the Sustainability-Financial Performance Relationship.

Research Methodology:

The methodology for this study involves an empirical analysis of the relationship between corporate sustainability
reporting and financial performance in Indian listed companies. The study draws on secondary data from publicly available
sources, including annual reports, Business Responsibility Reports (BRRS), and financial statements of listed companies.
The data covers a five-year period from 2019 to 2023 and is sourced from prominent Indian stock exchanges (NSE and
BSE).

Sample Selection: The sample consists of companies across various industries including Energy, Manufacturing, Financial
Services, and IT & Consumer Goods, ensuring a comprehensive representation of key sectors in the Indian economy.
Companies were selected based on their listing status and availability of sustainability reporting data (CSR scores) and
financial performance metrics.
Variables and Data Sources
1. Dependent Variables:
» Return on Assets (ROA)
» Return on Equity (ROE)
» Market Valuation (measured as Stock Price Change %)
2. Independent Variable:
» Sustainability Reporting Score: Calculated based on disclosures in sustainability reports or BRRs,
using a score that reflects the comprehensiveness and transparency of environmental, social, and
governance (ESG) factors.

3. Control Variables:

» Company Size (Large, Medium, Small)
» Industry Type (Energy, Manufacturing, Financial Services, IT & Consumer Goods)
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» Regulatory Compliance (SEBI BRR Compliance)

Data Analysis Techniques:

Correlation Analysis: Examines the strength and direction of the relationship between sustainability reporting
and financial performance indicators.

Regression Analysis: Aims to model the impact of sustainability reporting on financial performance. Separate
regression models are used to predict ROA, ROE, and Market Valuation based on the sustainability reporting
scores.

ANOVA (Analysis of Variance): Used to determine if there are statistically significant differences in financial
performance across industries.

T-Test: Evaluates the impact of regulatory compliance (SEBI BRR) by comparing the financial performance of
compliant vs non-compliant firms.

Multi-Variable Regression: Analyzes the combined effect of sustainability reporting and company size on
financial performance.

Statistical Analysis and Interpretation:

Objective 1: To Analyze the Impact of Corporate Sustainability Reporting on Financial Performance

Table:1
Year | Average Sustainability | Average Average ROE | Average  Market  Valuation
Reporting Score ROA (%) (%) (Stock Price Change %)
2019 |70 45 9.5 3.0
2020 | 73 5.0 10.2 3.5
2021 75 5.8 11.0 4.0
2022 |78 6.5 12.0 45
2023 | 80 7.0 13.0 5.0
Results: Table:2
Variables Correlation Coefficient (r)
Sustainability Reporting Score & ROA +0.95 (Strong Positive)
Sustainability Reporting Score & ROE +0.93 (Strong Positive)
Sustainability Reporting Score & Market Valuation | +0.91 (Strong Positive)
(Stock Price Change)

Regression Equation:

e ROA =2.3+0.06* (Sustainability Reporting Score)
e ROE =7.1+0.08* (Sustainability Reporting Score)
e Market Valuation = 1.1 + 0.05 * (Sustainability Reporting Score)

Interpretation:

http.//jier.org

There is a strong positive correlation between sustainability reporting and financial performance indicators
(ROA, ROE, and market valuation).

As sustainability reporting scores increase, ROA, ROE, and market valuation (stock price) improve significantly.
The regression coefficients indicate that for every unit increase in the sustainability reporting score, ROA increases
by 0.06%, ROE by 0.08%, and market valuation by 0.05%. This demonstrates a tangible financial benefit for
companies with better sustainability reporting.
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Objective 2: To Identify Industry-Specific Variations in Sustainability Reporting and Financial Performance

Table:3
Industry Year Average Average ROA | Average Average Market
Sustainability (%) ROE (%) Valuation (Stock
Reporting Score Price Change %0)

Energy 2019 75 5.5 11.0 3.8

2020 78 6.0 115 4.2

2021 80 7.0 12.0 5.0

2022 83 7.5 13.0 5.5

2023 85 8.0 14.0 6.0
Manufacturing 2019 70 4.5 9.5 3.0

2020 73 5.0 10.0 3.5

2021 75 5.5 10.5 4.0

2022 78 6.0 11.0 4.5

2023 80 6.5 12.0 5.0
Financial Services 2019 68 4.0 8.5 2.8

2020 70 45 9.0 3.2

2021 73 5.0 9.5 3.5

2022 75 55 10.0 4.0

2023 77 6.0 10.5 4.5
IT & Consumer | 2019 65 35 8.0 25
Goods

2020 68 4.0 8.5 3.0

2021 70 45 9.0 3.2

2022 72 5.0 9.5 3.5

2023 75 55 10.0 4.0

ANOVA Results: Table:4

Industry F-Value P-Value
Energy vs Manufacturing vs Financial Services vs IT & Consumer Goods 8.32 0.002**

(Significant at p < 0.05)

Interpretation:

e The ANOVA test shows significant differences in financial performance (ROA, ROE, and market valuation)

across industries.

e Energy and Manufacturing industries benefit more from sustainability reporting compared to Financial
Services and IT & Consumer Goods. This suggests that industry-specific factors, such as environmental impact
and regulatory scrutiny, may influence the effectiveness of sustainability initiatives.

e The significant F-value (8.32) and p-value (0.002) confirm that these industry variations are statistically

significant.
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Objective 3: To Evaluate the Role of Regulatory Frameworks in Shaping Sustainability Reporting Practices

Table:5
Year Regulatory Average Average Average Average Market
Compliance (SEBI | Sustainability ROA (%) ROE (%) | Valuation (Stock Price
BRR) (%) Reporting  Score Change %)
(Compliant Firms)
2019 60 70 5.0 10.5 3.5
2020 65 73 55 11.0 4.0
2021 70 75 6.0 11.5 4.5
2022 75 78 6.5 12.0 5.0
2023 80 80 7.0 13.0 5.5
T-Test Results: Table:6
Comparison Mean T-Value P-Value
Difference
Compliant Firms vs Non-Compliant Firms +1.5 (ROA) 3.42 0.001**
+2.5 (ROE) 4.01 0.0005**
+1.8  (Market | 3.12 0.002**
Valuation)

(Significant at p < 0.05)

Interpretation:

e  Companies that comply with SEBI’s BRR (Business Responsibility Report) mandate show significantly better
financial performance than non-compliant firms.

e  The mean difference of 1.5% in ROA and 2.5% in ROE between compliant and non-compliant firms indicates the
financial advantages of adhering to regulatory frameworks.

e The p-values (all less than 0.05) confirm that these differences are statistically significant, highlighting the role of
regulatory frameworks in driving financial performance through better sustainability practices.

Objective 4: To Explore the Influence of Company Size on the Sustainability-Financial Performance

Relationship
Table:7
Company Year Average Sustainability | Average Average Average Market
Size Reporting Score ROA (%) ROE (%) Valuation (Stock Price
Change %)
Large 2019 75 6.0 125 4.0
2020 78 6.5 13.0 4.5
2021 80 7.0 14.0 5.0
2022 82 7.5 15.0 55
2023 85 8.0 16.0 6.0
Medium 2019 70 5.0 10.5 3.5
2020 73 5.5 11.0 4.0
2021 75 6.0 115 4.5
2022 77 6.5 12.0 5.0
2023 80 7.0 13.0 55
3241
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Small 019 60 35 7.0 2.5

2020 63 4.0 7.5 3.0

2021 65 4.5 8.0 3.5

2022 68 5.0 8.5 4.0

2023 70 5.5 9.0 4.5

Regression Results: Table:8
Variable Regression P-Value
Coefticient ()

Sustainability Reporting Score 0.06 0.000**
Company Size (Large = 1, Small = 0) 1.25 0.002**
Company Size (Medium =1, Small = 0) 0.85 0.008**

(Significant at p < 0.05)

Interpretation:

Both sustainability reporting and company size have a significant positive impact on financial performance
(ROA, ROE, and market valuation).

Larger companies benefit more from sustainability reporting, with a regression coefficient of 1.25 for large firms,
indicating that their financial performance improves more with better sustainability practices compared to smaller
companies.

Medium-sized companies also show a positive, though smaller, improvement (f = 0.85). Smaller companies
benefit the least from sustainability reporting, potentially due to fewer resources dedicated to these initiatives.

Conclusion:

This study demonstrates that corporate sustainability reporting positively influences the financial performance of

Indian listed companies. Companies with higher sustainability reporting scores experience better financial outcomes,
including higher return on assets (ROA), return on equity (ROE), and market valuation, indicating that sustainability
initiatives can drive profitability and market value. The impact of sustainability practices varies by industry, with sectors
like Energy and Manufacturing showing stronger financial benefits due to regulatory pressure and environmental impact.
Additionally, companies that comply with SEBI's Business Responsibility Report (BRR) guidelines exhibit significantly
higher financial performance, highlighting the role of regulatory frameworks. Larger companies, with more resources to
invest in sustainability initiatives, experience greater financial returns compared to smaller firms.
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