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Abstract
This study examines the relationship between corporate ESG (Environmental, Social,

and Governance) participation and financial performance among the top listed
companies in Thailand between 2019 to 2022. The data used in this research is
collected from S&P Global and SET (Stock Exchange Thailand). The estimation
method is fixed effect panel-data regression. Main findings indicate that ESG
participations were found to have a negative effect on ROA, ROE, and Tobin’s Q
which were used as indicators of financial performance. Furthermore, contrary to
previous studies and expectation, the empirical result shows that ESG negatively
affects CFP (Corporate Financial Performance) in Thailand. The unexpected results of
this study may be attributed to the short-term view of the study and the emerging
incentives to support high ESG rated companies as compared to existing incentives in
previously studied developed markets. This research has implications on how Thai
firms approach and strategize their ESG participation targets and create policies to

adhere to Sustainable Development Goals or government regulations.



1.0 Introduction
In Thailand, there is a lack of metrics to measure the impact of participating in

corporate social responsibility, this leaves a gap in formal ESG framework & best
practices for organizations to follow. This research want to measure the relationship of
ESG on CFP among listed companies in SET between 2019-2022. This study relates
to my previous work in social enterprise and collaborative CSR through the
production and distribution of PPE to at-risk communities. This background
experience piqued my interest in CSR frameworks with environmental, social, and
corporate governance has gained importance in recent years in Thailand as companies
begin to recognize the value of investing in sustainable development. The results of
this research may have implications for government policies on sustainable
development as well as businesses that value early adoption and self-regulation in
investing in sustainable development.

The objective of this research is to quantify the relationship between corporate
social responsibility and corporate financial performance. To do this we will first
identify the key dimensions of ESG amongst listed companies. Secondly, we will
assess the relationships between variables in the data set. Thirdly, we will examine
control variables that may impact ESG and CFP such as company age, and company
size. Lastly, we will quantify the relationship through a panel regression and give
recommendations for companies and policymakers to maximize the benefit of
investing in ESG.

Giese (2017) from MSCI research identified three major channels from ESG
to financial value: higher profitability, lower tail risk, and lower systematic risk. The

study found that high ESG-rated companies were more competitive and generated



abnormal returns, leading to higher profitability compared to low ESG-rated
counterparts Giese (2017). It also found that high ESG-rated companies were better at
managing business and operational risks leading to less incidents that impact on their
share prices Giese (2017). Lastly MSCI found that high ESG-rated companies tend to
be less volatile, and experience less systematic risks compared to their low ESG-rated
counterparts Giese (2017). All these claimed benefits of ESG warrants a further study

to see whether it holds up in the context of a developing market such as Thailand.

ESG

Ratings
Higher Lower Lower
Profitability Tail Risks Systematic Risks

| | |
Idiosyneratic risk
channe

lower frequency of

Cash-flow channel Valuation channel

More - . Less volatile
competitive |d|0?:2£1r:r‘:|tcs DL earnings
J | |
Generated Less major less systematic
Abnormal Returns drawdowns volatility
f |
More Dividend Lower costs of
Payments capital

Figure 1 — Benefit of high ESG ratings



Previous similar research results on data from companies listed in CAC40 find
that CSR (using ESG scores as indicators for CSR) positively affects CFP, Jahmane
Jahmane and Gaies (2020) therefore it is reasonable to hypothesize that our results
should concur with previous research. The scope of this study will focus on
companies listed in the SET (Stock Exchange of Thailand) picking from top
companies within SET50 & SET100 indexes. The study will analyze data from 2019
to 2022 allowing for the assessment of short-term impacts of ESG on financial

performance.



2.0 Literature review
Previous literature like this study had various approaches and scope, notably

Jahmane Jahmane and Gaies (2020) and Nollet Nollet, Filis et al. (2016) approach to
companies from CAC40 between 2002 to 2017 and S&P500 between 2007 to 2011,
using linear and non-linear regression in their method to examine the relationship
between CSR (ESG Score) and CFP. Findings from CAC40 concluded that “social
performance decreases the negative impact of financial instability enhancing the
financial performance” and there is a positive non-linear effect of CSR on CFP, noted
by Jahmane Jahmane and Gaies (2020). On the other hand, Nollet Nollet, Filis et al.
(2016) findings indicate that there is a significant negative relationship between CSP
(corporate social performance) and return on capital. Furthermore, Nollet Nollet, Filis
et al. (2016) concluded that the CSR impacts CFP after a certain amount of CSP has
been invested by the firm.

A company’s business sector is another variable that is interesting to look at
when talking about CSR and CFP relationship. In Kuzey Kuzey, Uyar et al. (2021)
paper “CSR Performance and firm performance in the Tourism, healthcare, and
financial sectors: Do metrics and CSR committees’ matter?” The author set out to test
whether CSR matters in those sectors. Findings indicate that the healthcare and
tourism sectors experience no benefit from CSR participation, generating no value,
efficiency, or sales growth, Kuzey Kuzey, Uyar et al. (2021). While another study by
Forgione Forgione and Migliardo (2020) looks at the relationship between CSR and a
bank’s market power, using Lerner’s index to measure the banks’ market power.
Findings indicate a negative correlation between the bank’s CSR engagement and

market power.



Other studies conducted specifically looking at Asian companies are of interest
to our research as well since different economic conditions and cultures might impact
how markets react to CSR. This is the case for Kao Kao, Yeh et al. (2018) paper: “The
Relationship between CSR and Performance: Evidence in China”. Findings found
changes in market responses to CSR depending on the ownership type of that
company, state-owned enterprises have strong government incentives “overinvesting
in CSR to serve state interest.” While non-state-owned enterprises have less
government intervention and findings indicate that CSR activities positively affect the
firm’s performance, Kao Kao, Yeh et al. (2018). Looking at the broader Asian market
Saeed Saeed, Alnori et al. (2023) investigated a firm's social and environmental
performance impacts on financial performance. Sampling from eight emerging Asian
markets findings indicates that social dimensions are more impactful to financial
performance than environmental dimensions, furthermore socially oriented firms are
more stable in competitive industries Saeed Saeed, Alnori et al. (2023).

When conducting this research, concerns over the use of recent data from
2019-2022 due to the impact of the covid-19 pandemic and economic downturn were
acknowledged. However, in a previous study conducted in Japan by Lian Liu on the
effect of ESG performance on the stock market of Japan during covid-19; the study
concludes that there is a positive association between ESG performance and stock
returns. Liu, Nemoto et al. (2023). This eased those concerns over the data period and
it’s reasonable to expect a similar result from this research.

The gap in research has allowed an opportunity to take a more detailed look
into the impact of SET-listed firm's CSR engagement as more firms' ESG numerical

scores are starting to be published in recent years allowing us to quantify in more



detail the relationship between CSR and CFP amongst these firms. Utilizing similar

models found in previous research we can replicate and evaluate our hypothesis.



3.0 Data Summary
The data sets used in this paper are the company ESG Score from S&P Global

as an indicator of corporate social responsibility participation and financial data from

SET as an indicator of financial performance for those companies.

Variable Description Unit
ESG The S&P Global ESG index 0-100
ROA Return on asset used as an indicator of financial performance %
ROE Return on equity used as an indicator of financial performance %
TobinQ Tobin’s Q used as an indicator of company valuation Numerical
MarketCap | Indicator of the size of the company Baht Millions
Year Year of data Years
Age Age of company Years
Table 1 - Variables descriptions

Mean Std. Dev. Min Max
ESG 51.820175 30.524319 1 93
ROA 8.638640 9.703652 -24.27000 64.170000
ROE 13.731886 15.475479 -35.82000 102.780000
TobinQ 3.327510 3.101664 0.43692 18.934369
MarketCap 2.091616e+05 | 2.271104e+05 | 1.185062e¢+04 | 1.256772e+06
Age 40.552632 22.143541 5 132

Table 2 - Summary Statistics Table

Upon examining the data, the overall ESG growth sticks out as a key factor.

Year Mean Std. Dev. Min Max
2019 47.456522 32.425440 1 89
2020 46.109091 33.041317 6 90
2021 52.322581 29.589971 5 92
2022 59.261538 26.675877 8 93

Table 3 - ESG statistical summary Table
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Figure 2 — ESG Growth graph with trend line

The ESG statistical summary and this ESG growth trendline scatter plot depict a trend
of overall ESG score improvements amongst Thai companies over the past 4 years.
Notice in Table 3 the ESG growth data showed higher Mean and Lower Std. Dev as
the time series data progresses. This showed a clear trend that companies ESG are in
an uptrend as shown in Figure 2. To confirm this, we should look at the growth line

for each company as well.
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Figure 3 — ESG Growth graph individual companies

From this growth individual graph, 3 major groups of companies are identified: High

ESG companies, Low ESG companies, and ESG Growth companies.



11

ESG ROE ROA MarketCap | TobinQ Age
ESG 1
ROE -0.276425 | 1
ROA -0.339178 | 0.919908 |1
MarketCap | 0.444989 | -0.030751 | -0.074494 | 1
TobinQ -0.199277 | 0.342976 | 0.253705 | 0.240800 1
Age 0.155975 |-0.061447 | -0.049581 | 0.074027 | -0.198315 |1

Table 4 - Correlation Table

AW Jad
L]
S,
L]
.‘
L]
L]
L)
A » LY
L]
. L ]
u
L ]
L]
-
H .

. .t
@ .o R .
" o oo.. K * 3
. ' s H
e Lem ®, h.
]
LI

i b
° L}
. .o (1] =] -e -
120 ° . [ . .
- =Y - - -
100
01 e L L] Ll ® o0 Lo
o e o - ol o
T @ som ° W @ '. &ﬁ 3-.-.
o . ® . @
“ ) e o
L) J ] - (1] () - e
20 o M0 oF e . i "o
ol_® * ®e ‘s ® o
o 2 50 7 20 0 20 40 60 o 50 100 0 15 0o 05 10 o 50 100
ESG ROA ROE ohinQ MarketCap 1ed g

Figure 4 - Correlation Scatter Plot with trendline
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4.0 Empirical Methodology & Results

In this study, ROA and ROE are chosen as an indicator of financial
performance and Tobin’s Q as an indicator of market valuation, a similar logic to
Jahmane Jahmane and Gaies (2020). Firstly, ROA measures a company’s profitability
relative to its total assets, a good indicator of how effectively a company can create
profit from its investments in assets. Similarly, ROE measures a company’s
profitability relative to its shareholder’s equity, a good indicator of how effectively a
company can utilize shareholder capital to generate returns. Both were chosen to be
CFP indicators due to their common use as a benchmark for effective use of company
resources. Lastly, Tobin’s Q ratio compares the market value of a company to its
replacement cost, a good indicator for a company’s growth opportunities, investment
efficiency, and long-term value creation. We use fixed effect panel OLS to estimate
the relationship between ESG and CFP. The key advantage to using fixed effect is it
allows us to address endogeneity and selection bias as well as allow the control over
time-variant omitted variables. By accounting for unobserved heterogeneity, fixed
effect models provide a more robust estimate of the causal relationship between

variables. The variables used refer to (Table-1).

Model (1): ROA

ROA = po + p1 * ESG + 2 * MarketCap + f3 * Age + ¢
Model (2): ROE

ROE = po + p1 * ESG + 2 * MarketCap + B3 * Age + ¢
Model (3): TobinQ

TobinQ = po + p1 * ESG + p2 * MarketCap + 3 * Age + ¢
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Full Data Dependent Variable:
ROA ROE TobinQ
-0.0707 -0.1041 -0.0120*
ESG (0.0465) (0.0686) (0.0064)
2.258e-05*** 3.63e-05%** 1.376e-05%**
MarketCap (6.751e-06) (9.595e-06) (3.042¢-06)
-0.0322 -0.1505 -0.0856
Age (0.4080) (0.7262) (0.1042)
8.8422 17.430 4.4233
Const (14.996) (26.859) (3.8523)
Observations 228 228 228
R-squared 0.0961 0.0879 0.4993
F Statistic 5.6682 5.14 53.193

Note

*p<0.1, *¥*p<0.05, ***p<0.01

Table 5 — Full data regression results

Table 5 shows the regression results against ROA, ROE, and Tobin’s Q,
respectively. Current results indicate a statistically significant relationship for only
TobinQ. Initial findings indicate that the level of ESG participation among firms in
SET negatively affects the firm’s Tobin’s Q, however only slightly. It is important to
mention that a negative correlation to Tobin’s Q means firms with higher ESG scores
become more undervalued by the market. This might relate to a similar phenomenon
explained by Kao Kao, Yeh et al. (2018) in their study in China where firm ownership
type where managerial opportunism hypothesis & good management hypothesis
might play a role. To investigate this further a different approach is needed to
understand this relationship. Identifying that of the 65 companies 15 maintained an
ESG score of over 40 in the past 4 years, 18 companies maintained an ESG score of
under 40, and 22 companies ESG scores improved from under 40 to over 40.
Separating the companies into High ESG participation, Low ESG participation, and

recently improved to high ESG participation, we can run the regression again to look
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at these relationships. Figures 8 — 16 will show the regression results of these

separation of data into categories and Table 6-8 will summarize the coefficient and

significance of the results.

High ESG Dependent Variable:
ROA ROE TobinQ
-0.1977** -0.3176* -0.0092
ESG (0.0903) (0.1667) (0.0391)
1.666e-05%** 2.795e-05*** 1.39e-05%**
MarketCap (3.69¢-06) (5.413e-06) (3.235e-06)
0.0175 0.1569 -0.0353
Age (0.4842) (0.9244) (0.1397)
15.330 19.130 0.4022
Const (24.209) (44.800) (5.3024)
Observations 92 92 92
R-squared 0.2062 0.1384 0.6674
F Statistic 5.5402 3.4275 42.801
Note *p<0.1, **p<0.05, ***p<0.01
Table 6 — High ESG Companies regression results
Low ESG Dependent Variable:
ROA ROE TobinQ
-0.1591 -0.1444 -0.0100
ESG (0.2769) (0.3313) (0.0312)
0.0001** 0.0002** 4.735e-05***
MarketCap (6.748e-05) (8.957e-05) (9.65e-06)
-0.1980 -1.0964 -0.1685
Age (1.0824) (1.7568) (0.1248)
10.128 43.046 5.6825
Const (34.836) (57.336) (4.1055)
Observations 55 55 55
R-squared 0.1728 0.1402 0.4928
F Statistic 2.3667 1.8478 11.011
Note *p<0.1, **p<0.05, ***p<0.01

Table 7 - Low ESG Companies regression results



ESG Growth Dependent Variable:
ROA ROE TobinQ
-0.0423 -0.0622 0.0002
ESG (0.0536) (0.0906) (0.0109)
3.99e-05 6.123e-05 1.009e-05
MarketCap (2.863e-05) (4.287e-05) (6.925e-06)
-0.6251 -0.9907 -0.3466
Age (1.0914) (2.0635) (0.2689)
26.734 42.215 14.447
Const (36.104) (67.987) (8.9047)
Observations 81 81 81
R-squared 0.1018 0.0942 0.293
F Statistic 2.1153 1.9405 7.7375
Note *p<0.1, **p<0.05, ***p<0.01

Table 8 — ESG Growth Companies regression results

15

Explaining these results is complicated. As suggested in the initial regression,

separating the data into groups based on the ESG participation and growth of their
ESG participations could shed light on why the results aren’t as expected. Within
companies that maintain High ESG over the past 4 years regression results are
significant and negative for ESG on ROA and ROE, while MarketCap continues to be
the dominant explanator of CFP. Age continues to be insignificant.

Within companies that maintained a Low ESG over the past 4 years regression
results indicate that ESG i1s not a significant determinant explanator of CFP while
MarketCap continues to be the dominant explanator of CFP. Age continues to be
insignificant.

Lastly within the group of companies that experience ESG Growth within the
past 4 years, the regression results indicate that none of the independent variables are
significant explanators of CFP. The results continue to perform differently from

expectations and there are several factors that could explain why this is the case.
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After thorough examination of the regression results there is still a huge gap
between the expected results and the findings from this research. While previous
studies conducted in developed markets, this study conducted in Thailand could have
one big difference in government policies and financial incentives for corporations to
adhere to ESG standards. Studies conducted in those developed markets like ones
conducted by Jahmane 2020 in CAC40 may have yielded more significantly positive
relationship between CSR(ESG) and CFP because of their government’s more mature
environmental policies and tax incentives than that of Thailand’s. Coskun mentioned
in their theoretical approach to the roles of ESG in corporate financial performance
and competitiveness that theory and empirical evidence of ESG on a firm’s
competitiveness are still emerging as the recent emergence and focus on ESG is a
response to the sustainability crisis we are experiencing Coskun (2023).

A good example of what Cogskun is talking about is found in another research
on ESG disclosure and firms performance in Malaysia, they found that in firms with
no competitive advantage, an increase in ESG disclosure decreases firm’ performance
Mohammad and Wasiuzzaman (2021).

Another explanation to why the results of this study didn’t match previous
findings and expectations could be attributed to Thailand’s emerging adoption and
focus on ESG ratings. Many companies in SET 50 and SET 100 had just recently
focused on investing in projects that contribute positively to their ESG scores and saw
their score rise in the past 4 years. Even though this study looks at various industries
and companies, it is still only looking at the short-term impact of those efforts. It is
possible that in the medium-term and long-term of 5 — 10 years from now the results

of this study could better reflect the existing consensus on the benefits of ESG. In the
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meantime, even though most research and academics supports ESG participation and
herald it as an asset class to invest in; Thai companies should practice caution in
budgeting and decision making focusing on ESG as the research behind it is still

emerging and the short-term benefits of these endeavors might not be present.
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5.0 Conclusion
We embarked on this study expected to find an overwhelming positive

relationship between ESG participation and corporate financial performance but turns
out the answer is more complicated than what is on the surface. This study found a
significant but negative relationship between ESG participation and Thai listed
companies Tobin’s Q, indicating an inverse relationship in the company’s growth
opportunities, investment efficiency, and long-term value creation. Further inquiries
also showed a significant but negative relationship between ESG participation by
highly-ESG-rated SET listed companies and their return on assets and returns on
equity. Thailand’s ESG landscape is still emerging, and the results from this study
showing ESG to negatively affect corporate financial performance, don’t reflect the
global trends. To see medium or long-term benefits of ESG participations, the Thai
government should improve government policies and tax incentives for companies to
adopt these standards and support the companies in their sustainability efforts. The
result of this research only raises caution on how Thai firms create policies to adhere
to sustainable development goals or government regulations. As Thailand adapts to
global sustainability standards and stakeholders are aware of the potential benefits
that aren’t being captured by current methods, the landscape of ESG participation is

surely to shift in the years to come.
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SET listed companies from 2019-2022 that maintained an ESG score over 40.
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Figure 10 - Fixed Effect Regression with TobinQ as dependent variable, data
40.
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Figure 11 - Fixed Effect Regression with ROA as dependent variable, data includes
18 SET listed companies from 2019-2022 that maintained an ESG score under 40.
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Figure 12 - Fixed Effect Regression with ROE as dependent variable, data includes

18 SET listed companies from 2019-2022 that maintained an ESG score under 40.
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Figure 13 - Fixed Effect Regression with TobinQ as dependent variable, data

includes 18 SET listed companies from 2019-2022 that maintained an ESG score

under 40.
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22 SET listed companies from 2019-2022 that improved their ESG score from under

Figure 14 - Fixed Effect Regression with ROA as dependent variable, data includes
40 to over 40.
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Figure 15 - Fixed Effect Regression with ROE as dependent variable, data includes

22 SET listed companies from 2019-2022 that improved their ESG score from under

40 to over 40.
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Figure 16 - Fixed Effect Regression with TobinQ as dependent variable, data
under 40 to over 40
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