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Abstract: Corporate social performance (CSP) and, in particular, environmental, social and governance
(ESG) ratings became a focal point for scholars, practitioners and policy makers over the last decade.
In order to better understand the dynamics underlying CSP within the financial industry, we investigate
its determinants. Adding to the debate regarding CSP antecedents, we draw on a world-wide sample
of 727 financial firms operating in twenty-two countries within the period 2006–2017 and look for
firm, country and temporal factors that affect CSP. The main results of our empirical analyses provide
evidence that financial firms’ ESG scores are growing on a linear trend over time, and such tendency
is enhanced by their size and profitability, together with the economic and social development of
the country within which they operate. Our findings also show that the environmental, social and
governance pillars follow independent patterns.
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1. Introduction

In recent years, we experienced an increase in public awareness towards the relevance of
environmental and social well-being together with the role that companies play in these regards.
This has led to increased expectations on the environmentally-friendly and socially responsible activities
that companies are required to undertake. Practices such as the triple bottom line have since then
become more and more widespread to ensure companies’ coherence between corporate operations
and environmental, social and governance (ESG) values and the current trend is set to put corporate
financial performance (CFP) and corporate social performance (CSP) on a par.

With the growing public interest in the social, environmental and ethical profile of businesses,
the financial industry is particularly under scrutiny; it is well-known that financial intermediaries play
a crucial role in the transmission and allocation of financial resources and therefore, financial firms
and especially banks, are subject to special legislation on capital adequacy (e.g., Basel III), resolution
mechanisms (e.g., Bank Resolution and recovery directive, BRRD) and transparency (e.g., MiFID II).
Nevertheless, a substantial number of scandals and crises hit the financial industry in the last
decades [1,2].

The numerous latest financial scandals and crises clash with the prevailing tendency to value
virtuous triple bottom lines [3]. Therefore, the current sustainability trend may be a turning point for
financial firms to restore their credibility and reputation in the public opinions’ eyes [4].

In effect, in response to the widespread decline in public trust and increased demand for
transparency from investors, financial firms became more and more reactive to environmental, social
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and governance issues, so much so that the “sustainable finance rating addiction” became a widely
recognized phenomenon in the industry [5].

In parallel, a rich body of academic works began to explore the relationship between CSP and a wide
array of possible determinants, particularly resorting to cross-industry studies. The analogous efforts
focused on the financial/banking industry are more fragmented and therefore lead to heterogeneous
results. Two main strands of literature can be distinguished in this regard: On the one hand,
some studies try to discover the determinants of CSP, ESG ratings and/or CSR disclosure. Hossain
and Reaz [6], for instance, analyze a sample of 38 listed banks in India and discovered that a firm’s
size and assets-in-place were significantly positive towards CSR disclosure. Khan [7] focuses on
the effect of corporate governance characteristics (such as non-executive directors and number of
women on the board) on CSR reporting using a sample of private commercial banks operating in
Bangladesh. Along the same lines, Bhasin et al. [8] investigate voluntary disclosure in the banking
sector in Kazakhstan, whilst a recent study by Birindelli et al. [9] expands the analysis of board director
characteristics and its effects on ESG performance to a sample of 108 listed banks in Europe and United
States. Considering only the Islamic finance world, a study by El-Halaby and Hussainey [10] assesses
the role of accounting standard on CSR disclosure, whilst Paltrinieri and co-authors [11] employ the
Islamic Finance Development Indicator to explain banks’ ESG scores.

On the other hand, looking at the dynamic between banks’ financial characteristics and their
CSP from almost an inverse perspective, several academic articles focus on the influence of CSP
on CFP. Buallay [12] investigates the relationship between ESG and bank’s operational (Return on
Assets), financial (Return on Equity) and market performance (Tobin’s Q) using a sample of 235 banks
over a ten-year period. Shakil et al. [13] explore the effects of environmental, social and governance
performance on financial performance on a sample of banks operating in emerging markets. Finally,
Miralles-Quirós et al. [4], focus on the effect of CPS on banks’ value creation between 2010 and 2015.

Despite these meaningful efforts, to the best of our knowledge, the literature lacks a comprehensive
study that employs a multilevel framework of possible determinants on an international sample of
financial firms.

This paper aims to enrich the broad strategic management and social issues literature and,
in particular, the strand on CSP within the financial industry. To do so, we analyze an international
sample of 727 financial firms, both banks and non-bank institutions (i.e., asset management, trading
companies, financial products distributors, diversified financial services and consumer finance
companies). We jointly consider all the typologies of possible antecedents reviewed in the extant
literature: firm, country and temporal factors. We control for companies’ size, risk, profitability and
capitalization together with country-specific variables such as the legal framework and the economic
and social development. To better capture the time effect on CSP and being able to evaluate the trends
both in crisis and non-crisis periods, we set our analysis to cover the period 2006–2017. To preview
the empirical results, we provide evidence that financial firms’ CSPs are growing on a linear trend
over time, and such tendency is enhanced by their size and profitability, together with the economic
and social development of the country within which they operate. Our findings also show that the
environmental (ENV) and social (SOC) pillars follow deeply heterogeneous patterns compared to the
governance (GOV) pillar. Our study contributes to the existing academic debate on CSP, providing a
comprehensive analysis on the causal relationship between firm, country, temporal factors and CSP in
the financial industry, but also provides useful insight to policy makers and regulators, who should be
aware that within the overall CSP scores, there are at least two competing forces at play. Moreover,
our paper is timely, because, it provides empirical evidence that while designing a broad regulatory
framework on sustainability, like the one under study in the European Union, regulators should ideally
bear in mind that some basic financial fundamentals have a significant impact on a financial firms’
ability to reach certain levels of CSP.

The remainder of the paper proceeds as follows. Section 2 provides an overview of the relevant
literature; Section 3 illustrates the sample and the methodology employed, whereas the main results,
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the robustness checks and a further analysis are presented in Section 4. Section 5 discusses the empirical
results and Section 6 provides some concluding remarks.

2. Literature Review

The importance of CSP has been widely investigated by scholars. The seminal studies date back
to the 1990s and were mainly focused on the reasons why companies should engage in costly CSR
activities and develop CSR disclosure [14]. The extant literature revolves around two theoretical
frameworks [15]: the institutional theory, which indicates that organizations are influenced by broader
economic and social structures, such as laws, public and private regulations, and the presence of
international, non-governmental authorities that monitor corporate behaviors affecting firms’ activities,
business model and strategies [16]. This is particularly true for the financial industry, which has always
been heavily regulated ex-ante due to its social function and ex-post as a consequence of the severe
crises and scandals it experienced. The legitimacy theory, on the other hand, points out the importance
of reputation, corporate image and societal acceptance in ensuring a company’s success.

Starting from the end of the last century, and then much more in the aftermath of the global
financial crisis, the wide adoption of ESG ratings contributed to a relevant increase in the academic
research on the topic with a spike after the publication of the United Principles for Responsible
Investment (PRI) [17]. The topic lends itself to different declinations, which result in a wide array of
heterogeneous strands of academic literature. Herein follows a brief overview.

Traditionally, research in strategic management has explored the effect of firm, industry, country
and time factors on firms’ corporate financial performance; more recently, such a research framework
has been adapted to corporate social disclosure and marginally to corporate social performance
(e.g., [15,18,19]).

This strand of literature is particularly rich but provides a heterogeneous array of results; this might
be due to the different metrics used to measure CSP, the prevailing national setting of the studies and
the different timeframes analyzed. Moreover, most studies only employ firm-specific variables as
possible CSP determinants. Furthermore, some contributions focus exclusively on corporate social
disclosure, rather than performance, or even posit an inverted causal relationship between CSP and
financial fundamentals, as briefly summarized below.

As mentioned, one reason underlying the mixed evidence on CSP has been the lack of a common,
broadly accepted definition of sustainability, and therefore, the lack of a standardized measurement
scale. In the early stages, CSP research has, for the most part, been based on ratings and checklists
developed by individual researchers who manually collected the data from annual reports or corporate
websites. More recently, ESG ratings coming from specialized information providers have become the
standard indicators in academic research; we resort to MSCI ESG Research scores to measure financial
firms’ CSP, because of its granular coverage and due to comparability reasons, as it has been actively
used in recent contributions relevant to this study. Still, there is an ongoing debate over the stability
and effectiveness of ESG indicators. Doyle [17], for instance, points out that individual agencies’ ESG
ratings can vary dramatically, so that a company can be simultaneously assigned vastly divergent
ratings by different agencies, due to difference in methodology, assessment strategies and subjective
interpretations of soft information. There are also inherent biases: from market capitalization to
geographical setting, industry or sector—all rooted in a lack of uniform disclosure. Other comparable
studies are Berg et al. [20] and Escrig-Olmedo et al. [3]; the former documents that 53% of the difference
of the ratings stems from measurement divergence, while scope divergence explains 44%, and weight
divergence another 3%. The latter investigates how the criteria used by ESG rating agencies evolve
over time and shows that ESG rating agencies do not fully integrate sustainability principles into the
corporate sustainability assessment process.

It is also worth underlining that several studies point out that CSR activities and CSP should be
disclosed externally with a certain intensity in order to exert their positive effect; therefore, CSP and
corporate social disclosure are closely related and interdependent. In a study dedicated to the
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consequences of mandatory corporate sustainability reporting, Ioannou and Serafeim [21] indicate
that the form and intensity of CSP reporting differ widely across firms. It can be argued that a firm’s
ESG engagement is a predictor of its ESG reporting practices: Firms with a positive CSP would choose
to report extensively on their ESG activities, and those with a negative ESG performance would
choose to report minimally. According to this framework, firms signal their ESG performance to
distinguish themselves from poorer performers and thus avoid the consequences of adverse selection.
However, a firm could also choose to report more or less information on CSP for other reasons:
For instance, an acute environmental damage that impacts negatively the firm’s reputation could force
it to increase CSR and ESG disclosure. Companies could also use disclosure irrespectively of their
true ESG performance (greenwashing) [22] or, inversely, managers could choose not to publicize their
environmentally or socially responsible investments if they fear that investors may perceive these
activities as unnecessary costs detrimental to their interests (brownwashing) [23].

As aforementioned, the studies focusing on CSP determinants tend to be fragmented, even
because four possible categories of antecedents (firm, country, industry and temporal factors) have
been alternatively employed to explain a firm’s CSP. Looking specifically to firm-related characteristics,
two relevant literature reviews by Elsakit and Worthington [24] and Giannarakis [25] present an
in-depth analysis of the determinants of CSR disclosure. The most relevant explanatory variables are
firm size (e.g., Rahman et al. [26], Jennifer-Ho and Taylor [27], Khan [7], Hossain [6]), profitability
(e.g., Haniffa and Cooke [28]), leverage, board characteristics (size, women on board, board’s average
age), visibility and media exposure (e.g., Reverte [29]). From an industry-level perspective, the studies
point out that financial and healthcare industry are shown to be the most transparent with regard
to their CSR practices, whilst consumer’s staples and information technology are negatively related
to sustainability disclosure. In a more comprehensive study, Baldini et al. [15] analyze the impact of
temporal, country and firm-level variables in an international cross-industry sample. The results of
this study indicate that structural country factors significantly affect firms’ ESG disclosure, suggesting
that the political, labor, and cultural systems play an important role, as claimed by institutional theory.
Additionally, all firm-specific variables related to a company’s visibility have a positive and significant
impact on overall ESG disclosure, as well as on its three pillars. Moura-Leite et al. [19], for instance,
analyze a sample of 495 US firms from 19 industries over a five-year period. The study aims to explore
the relative importance of industry and firm-level factors on CSP. The results of this study show a large
firm-level effect on CSR (58% of the variance in the composite measure). Nonetheless, CSR records a
percentage of variance estimates within industry-levels (14%) that was considerably higher compared
to CFP. Short et al. [18] analyze a sample of 617 US firms operating in 158 industries over a nine-year
period, using the Kinder, Lydenberg and Domini Co. (KLD) database to examine the degree to which
CSP is related to firm, industry, and temporal factors. The results show that the effect of firm-level
factors ranged from 27 to 65% of the variance in CSP, whereas the variance at the industry-level was
significant for 10 out of 12 possible dimensions of CSP; overall, the analysis provides evidence that CSP
tends to change in a linear manner over time, however, its slope changes across firms and industries.

Finally, another wide strand of research looks at the topic from almost an opposite perspective
and specifically investigates the impact of CSR performance and CSR disclosure on firm value. In their
overview, Fatemi et al. [30] find that research results are far from being homogeneous: In early
contributions, the costs required to implement environmentally or socially responsible activities above
the legally binding minimum standards would reduce firm value. Instead, more recent contributions to
the field recognize ESG activities as having the potential to increase firm value (e.g., [4,31,32]). One of
the most detailed meta-analysis on the topic (i.e., Margolis et al. [33]) highlights an overall positive
effect, though small and possibly decreasing over time.

Even when we narrow the analysis to the financial sector, the literature does not reach a consensus
on the relationship between financial fundamentals and firms’ CSP. Only few studies focus directly on
the financial sector, and even fewer present a cross-country analysis; moreover, the same geographical,
temporal and methodological limitations that affect the wider cross-industry literature are also present
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in this strand. As aforementioned, the streams of literature dealing with companies’ corporate social
performance and corporate social disclosure are deeply interconnected, and overall, four possible
categories of antecedents have been identified combining those research fields: firm, country, industry
and temporal factors.

Khan [7] investigates the effects of corporate governance elements on CSR reporting in Bangladesh’s
banking sector. The results of the study provide evidence that non-executive directors influence
CSR disclosure, while the presence of women on the board is not statistically significant. Size and
profitability are statistically strong drivers, supporting the idea that larger companies make more CSR
reporting because of accountability and visibility, in line with the legitimacy theory principles.

In a similar analysis, Bhasin et al. [8] investigate the extent and determinants of total voluntary
disclosure and disclosure categories in financial and non-financial reports of banking companies listed
on the Kazakhstan Stock Exchange (39 institutions). The study mainly focuses on the association
between voluntary disclosure and governance factors, such as board size and board composition.
The empirical results suggest that the number of outside directors is the most significant determinant of
disclosure. The empirical analysis also points out that an increase in bank size leads to higher degree of
voluntary reporting, as well; however, the findings provide evidence that voluntary reporting does not
improve over time. Along the same lines, Forte et al. [34] focus on the voluntary disclosure degree of
the 100 largest Brazilians banks. The authors posit that the volume of voluntary disclosure is positively
affected by companies’ reputation and size.

Focusing on corporate governance, the work by Birindelli et al. [9] is based on a sample of 108
listed banks in Europe and the United States for the period 2011–2016. The empirical results show that
banks’ CSP is positively associated with women on the board of directors, board size, the presence of a
CSR committee and bank size. A cross-country analysis presented by El-Halaby and Hussainey [10]
investigates the determinants of corporate social responsibility disclosure (CSRD) of Islamic banks
around the world. The sample is composed of 138 institutions across 25 countries. The analyses show
that the use of accounting standards and the presence of auditors are positively associated with CSRD.
Once again, size plays an important role in determining the magnitude of CSRD, whilst a bank’s
profitability (ROA) is insignificant. As in Bhasin et al. [8], the age of the bank is not associated with
higher levels of disclosure, similarly to the proxy for risk (Tier 1 capital), which does not seem to play a
significant role in CSRD determination.

Lastly, Ng [35] investigates what drives sustainability disclosure in the emerging economies.
This study, based on a sample of 251 banks from 45 emerging countries over the period 2005–2014,
tries to explain ESG sustainability using tangible factors such as banks’ fundamentals, country ESG
performance, macroeconomic variables and institutional quality. The results show that size, liquidity,
years of establishment and market power positively influence banks’ disclosure of ESG policies
and practices.

Over and above these considerations, as aforementioned, even the causal direction between
financial firms’ fundamentals and their CSP is still under debate in the literature. A relevant recent
study [4], investigates how ESG performance influences shareholder value creation (measured as
Tobin’s Q). Based on a sample of 166 commercial banks listed in 31 stock markets from 2010 to
2015; the study provides evidence of a positive and significant relationship between banks’ CSP and
Tobin’s Q and, therefore, on shareholder value creation. In contrast, the social performance dimension
results are negatively related to shareholder value creation. In a similar study, Shakil et al. [13]
focus on 93 banks operating in emerging countries in the period 2015–2018. In this case, the authors
find that environmental performance and social performance have a positive influence on financial
performance (measured as ROA and ROE), whilst governance performance does not influence the
financial performance. Similarly, Buallay [12] investigates the relationship between the ESG scores
of 235 European banks and their operational, financial and market performance. Even if the global
ESG disclosure is positively correlated to the three measures of performance used in the analysis,
a separate analysis on the three ESG pillars shows that environmental disclosure has, indeed, a positive
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influence on financial and market performance, whilst corporate social responsibility has a negative
relationship with the three performance indicators. Finally, according to the authors, the corporate
governance disclosure negatively affects the financial and operational performance but disclosing
more information about the governance practices may positively affect the Tobin’s Q.

Drawing on this rich but fragmented literature, we posit that a comprehensive analysis of CSP
determinants in the financial industry should include firm, country and temporal factors. Thus,
connecting institutional and legitimacy theories, we develop our hypotheses and model how financial
firms’ characteristics, together with institutional structures and time trends jointly impact CSP.

3. Methodology

The main goal of this paper is to look at the determinants of CSP within the financial industry.
To do so, we rely on both institutional and legitimacy theories and build on the previous literature to
test a comprehensive set of hypotheses that include all three categories of antecedents, which have been
identified but never jointly tested before within the financial industry, to the best of our knowledge.

Drawing from the legitimacy theory, we hypothesize that firm-level factors play a relevant role in
financial firms’ CSP and, in particular, we posit the following hypotheses:

H1a. The size of financial firms has a positive impact on their CSP.

H1b. The riskiness of financial firms has a negative impact on their CSP.

H1c. The capitalization degree of financial firms has a positive impact on their CSP.

H1d. The profitability of financial firms has a positive impact on their CSP.

The institutional theory, on the other hand, maintains that organizations are influenced by broader
social and economic factors, therefore we hypothesize as follows:

H2a. The legal framework of the country in which a financial firm operates influences its CSP.

H2b. The higher the economic development of the country in which a financial firm operates, the higher its CSP.

H2c. The higher the social development of the country in which a financial firm operates, the higher its CSP.

Finally, we model time itself as a possible antecedent of financial firms’ CSP:

H3. There is a significant positive trend in financial firms’ CSP.

To test this set of hypotheses, we use an unbalanced panel of annual data of 727 financial firms,
from twenty-two countries covering the period 2006–2017. The countries included in the sample and
their relative presence within the period considered are reported in Table 1.

The dataset used in the regressions is composed of 3113 firm-year observations, most of which
are from the United States (1322), followed at a distance by Japan (444), United Kingdom (214) and
Canada (183).

In our analysis, we split up the twelve-year period considered in three homogeneous four-year
sub-periods (2006–2009; 2010–2013; 2014–2017) to accommodate for the ESG scores’ stickiness, especially
in the early part of the timeframe.

Within the financial industry, we considered both banks (55% of the sample) and non-bank
financial firms (i.e., asset management, trading companies, financial products distributors, diversified
financial services and consumer finance companies).

We resorted to multiple data sources to create our dataset. Our dependent variable, the CSP,
is measured by MSCI ESG scores. These ratings range on a scale from one to ten and comprise
environmental, social and governance factors; moreover, when combined in the overall ESG score,
each pillar is weighted according to industry-specific characteristics of the rated issuer (see Table A2 in
the Appendix A for further details). Table 2 provides the descriptive statistics of the ESG score and its
three pillars over the period considered.
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Table 1. Sample constituents by country and year.

Country
Year

TOT
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Austria 2 2 2 2 2 2 2 2 2 2 2 2 24
Australia 8 11 10 9 8 8 7 9 15 15 18 17 135
Belgium 3 3 1 1 1 1 2 3 3 5 7 7 37
Canada 6 11 7 8 8 7 8 16 23 27 30 32 183

Switzerland 2 3 2 2 2 2 1 6 15 17 1 53
Germany 3 5 4 3 3 3 3 6 6 1 13 11 61
Denmark 2 2 2 1 1 1 1 3 5 5 5 5 33

Spain 7 6 5 7 7 6 5 7 7 8 9 9 83
Finland 1 1 1 1 1 1 2 2 2 12
France 4 5 4 4 4 5 6 11 8 14 14 13 92

United Kingdom 10 22 13 12 14 12 12 14 2 28 35 40 214
Hong Kong 5 5 3 4 5 6 8 9 8 8 8 11 80

Italy 7 8 7 4 4 3 2 7 10 16 20 20 108
Japan 20 35 27 30 31 36 35 38 37 38 55 61 443

Netherlands 2 2 1 1 2 4 5 17
Norway 2 2 2 1 1 1 1 1 4 5 6 7 33
Poland 12 12 9 8 8 49

Portugal 2 2 2 1 1 1 1 1 1 2 2 16
Sweden 2 7 3 2 2 2 4 9 10 14 17 72

Singapore 4 4 4 4 4 4 4 4 4 4 5 45
United States 35 38 37 29 28 28 152 161 170 204 213 226 1321

126 173 135 125 127 127 256 307 333 419 487 496 3111

This table shows the relative presence of financial firms in our final sample within each country by year, for a total
of 3111 firm-year observations.

Table 2. ESG scores descriptive statistics.

Mean Median Min Max SD

2006–2009
ESG 4.51 4.29 0 10 2.39
ENV 4.65 4.67 0.19 9.85 1.70
SOC 5.07 5 0.9 9.78 1.59
GOV 4.95 4.83 1 9.77 1.61

2010–2013
ESG 4.61 4.2 0 10 2.09
ENV 4.02 4.2 0 10 1.99
SOC 4.70 4.8 0 10 1.62
GOV 5.71 5.7 0 10 2.03

2014–2017
ESG 4.58 4.4 0 10 1.99
ENV 4.21 3.9 0 10 2.65
SOC 4.21 4 0 10 1.45
GOV 5.79 5.9 0.2 10 1.72

2006–2017
ESG 4.58 4.3 0 10 2.08
ENV 4.22 4.25 0 10 2.39
SOC 4.45 4.3 0 10 1.55
GOV 5.66 5.7 0 10 1.85

This table provides a summary of the mean, median, minimum, maximum and standard deviation values of the
overall ESG scores and its three components (ENV, SOC and GOV) over the sample period 2006–2017 and the three
sub-periods of interest.

The first two columns of Table 2 show the mean and the median values of the ESG score and its
components. Overall, the average values range between 4.2 and 4.6, with exception of the governance
pillar, whose values are significantly higher, particularly during the second and third quadrennium.
The highest mean ESG score (4.79) was registered in 2014. Considering that these scores range on a
scale from one to ten, the financial firms in our sample do not have particularly high CSP, even though
some companies manage to reach the maximum score.
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The firm-specific variables are provided by Datastream. In our model, we control for financial
firms’ size, riskiness, capitalization and financial performance proxied by the variables’ total asset,
leverage, common equity and ROE respectively (see Table A1 in the Appendix A for the variables’
definition). The firm-specific variables are winsorized at the 1st and 99th percentiles to reduce the
effect of outliers.

The country-specific variables are provided by World Bank National Accounts data and OECD
National Accounts data files. We look at the legal framework of the countries in our sample; to do so,
we create the dummy variable civil law, which takes the value of 1 if the country has a civil law legal
system and zero otherwise. We then take into account the degree of economic and social development,
resorting to the variables of GDP growth and urban population (see Table A1 in the Appendix for
further details).

Table 3 shows the descriptive statistics of the explanatory variables included in all our model
specifications, whereas Table 4 displays the correlations between them and with the dependent variable.

Table 3. Explanatory variables’ descriptive statistics.

Size Leverage Common Equity ROE Civil Law GDP Growth Urban Population

Mean 171 220% 23.54% 9.89% 0.355 1.81% 0.86%
Median 17.6 119% 11.69% 9.36% 0 2% 0.95%

Min 0.56 2% 3.12% −65.28% 0 −8.27% −1.60%
Max 2150 937% 83.38% 69.67% 1 14.52% 5.32%
Sd 419 244 23.89 12.43 0.48 1.58 0.49
N 3111 3111 3111 3111 3111 3111 3111

This table provides a summary of the mean, median, minimum, maximum and standard deviation values of the
explanatory variables over the sample period 2006–2017, where SIZE is the total assets expressed in billions of US
dollars, LEVERAGE is the ratio between total debt over common equity, COMMON EQUITY is the ratio between
CET1 and total assets, ROE is the net income over common equity; see Table A1 in the Appendix for detailed
definitions of all variables.

Table 4. Correlation among explanatory variables.

ESG Size Leverage Common Equity ROE Civil Law GDP Growth

Size 0.0940 * 1.0000
Leverage 0.1354 * 0.3361 * 1.0000

Common Equity −0.0394 * −0.2542 * −0.4135 * 1.0000
ROE 0.0954 * −0.0712 * −0.0548 * 0.1008 * 1.0000

Civil law 0.1180 * 0.1422 * 0.2923 * −0.0936 * −0.0792 * 1.0000
GDP growth −0.0009 −0.1158 * −0.1813 * 0.0725 * 0.1337 * −0.2273 * 1.0000

Urban population 0.0223 −0.0170 0.0150 0.0991 * 0.0473 * −0.4005 * 0.1419 *

This table provides the correlation matrix of our dependent and independent variables, where ESG is the overall
CSP score, SIZE is the natural logarithm of total assets, LEVERAGE is the ratio between total debt over common
equity, COMMON EQUITY is the ratio between CET1 and total assets, ROE is the net income over common equity;
see Table A1 in the Appendix for detailed definitions of all variables. Significance codes: * p < 0.05.

The average financial firm in our sample has a total asset of almost $17 billion and a 220% leverage
rate; despite the fact that we winsorized the variable, the values of the leverage span from a minimum
of 2% to a maximum of 937%, which is not surprising, as there are both banks and non-bank financial
firms in our sample. The medium ROE is around 10%, again with great variability.

Six nations (Australia, Canada, Hong Kong, Singapore, United Kingdom and United States) out
of the twenty-two included in the dataset are common law countries and, as expected from a sample of
developed countries, the average GDP growth is rather low.

Table 4 provides Pearson correlation coefficients between all variables. The results show significant
correlation between the ESG scores and both firm- and country-level variables. Regarding firm-level
variables, the table shows a positive correlation between total assets, leverage, profitability and CSP,
in line with the extant literature [7,36]. Interestingly, the correlation between ESG scores and Common
Equity is negative and significant, but we devote more attention to this result and its implications
in the results discussion (see paragraph 5). As for country variables, higher ESG scores seem to be
associated with civil law countries.
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Since the descriptive statistics are derived from univariate analyses, we perform a multivariate
analysis in the following section to provide empirical evidence to our hypotheses.

In order to answer our research questions, we proceed with a quantitative analysis; in particular,
we posit that, within the financial industry, CSP is a function of firm, country and temporal determinants.
To provide empirical evidence, we estimate the following regression model:

ESGict = α0 + β1FirmVariablesit−1 + β2CountryVariablesct−1

+β3 TemporalVariables + εit
(1)

The ESG score of firm i in country c at time t, is linearly affected by a set of firm- and country-specific
variables. Furthermore, we posit that, over and above firm and country factors, ESG scores are also
exposed to a positive trend, which is captured by different temporal variables. We also conducted a
Cuzick test [37] for trends in these variables (see Table 5); the Cuzick test is a non-parametric test for
trends across ordered groups.

Table 5. Baseline model.

(1) (2) (3)

Size 0.166 *** 0.257 *** 0.256 ***
(0.025) (0.026) (0.026)

Leverage −0.003 *** −0.001 −0.000
(0.000) (0.000) (0.000)

Common Equity 0.004 * 0.010 *** 0.010 ***
(0.002) (0.002) (0.002)

ROE 0.013 *** 0.021 *** 0.021 ***
(0.003) (0.003) (0.003)

Civil law 0.386 *** 0.408 ***
(0.096) (0.096)

GDP growth −0.073 ** −0.003
(0.030) (0.233)

Urban Population 0.340 *** 0.275 ***
(0.102) (0.099)

2010–2013 0.534 ***
(0.676)

2014–2017 0.677 ***
(0.503)

Country FE Yes No No
Year FE Yes Yes No

Obs. 3111 3111 3111
Cuzick test for trends z = 1.16 ***

VIF test Yes Yes Yes

Table 5 shows the result of the OLS regression analysis on the relationship between ESG scores of three sets of lagged
firm-, country- and time- specific factors added to the regression one at a time. Column 1 reports the coefficients of
the firms’ size (Total Assets), Leverage (total debt over common equity), Common equity (Common equity Tier 1
over total assets) and ROE (Net income/common equity) and includes country and time fixed effects. Column 2
adds the country-specific variable Civil Law, GDP growth and Urban Population (see Table A1 in the Appendix
for the detailed definitions) and year fixed effects, whereas Column 3 adds the dummy variables controlling for
the three quadrennia considered. The standard errors in parentheses are robust to heteroskedasticity. Significance
codes: *** p < 0.01, ** p < 0.05, * p < 0.1.

The baseline model presented in Table 5, takes the following specification:

ESGict = α0 + β1TotalAssetsit−1 + β2Leverageit−1 + β3CommonEquityit−1

+ β4ROEit−1 + β5LegalFrameworkct−1 + β6GDPGrowthct−1

+ β7UrbanPopulationct−1 + β8 2010− 2013 + β9 2014− 2017
+ εit

(2)
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In the baseline model (see Table 5), we gradually include the three buckets of explanatory variables
together with country and year fixed effect, as suggested by the Hausman test results. Firm and country
factors have been lagged by one period to partially address problems that might exist due to potential
endogeneity. We check for multicollinearity using the variance inflation factor (VIF) [38]. All errors
are robust to heteroskedasticity. The variables’ detailed definitions, sources and expected signs are
reported in Table A1 in the Appendix.

We then performed a series of robustness checks (see paragraph 4.1); we first focus on the three
typologies of explanatory variables included in the baseline model (firm, country, and temporal
variables). In Table 6, we focus on firm-specific features and we report three sensitivity analyses:
We divide the sample according to size and then between banks and non-bank financial firms.
We further investigate within the sub-sample of banks whether a bank’s specialization (proxied by the
net interest income margin) may alter the influence of the explanatory variables on the CSP.

Table 6. Robustness checks: firm-level.

Size Banking Specialization
Small (Mean) Big (Mean) Small (1st Quart) Big (4th Quart) Banks Non-Banks Commercial Banks Other Banks

(1) (2) (3) (4) (5) (6) (7) (8)

Size 0.295 *** 0.105 ** 0.272 *** 0.109 *
(0.033) (0.042) (0.044) (0.061)

Leverage 0.000 −0.000 0.000 −0.000 ** 0.000 *** −0.001 *** 0.000 0.001 **
(0.000) (0.000) (0.001) (0.000) (0.000) (0.000) (0.000) (0.000)

Common E. 0.009 *** −0.023 *** 0.010 *** −0.091 *** 0.006 −0.008 ** 0.004 −0.091 ***
(0.003) (0.006) (0.003) (0.014) (0.007) (0.003) (0.008) (0.026)

ROE 0.008 ** 0.039 *** 0.005 0.062 *** 0.032 *** 0.008 * 0.013 ** 0.077 ***
(0.004) (0.006) (0.006) (0.011) (0.005) (0.004) (0.005) (0.011)

Civil law 0.652 *** 0.352 *** −0.007 0.361 ** 0.507 *** −0.110 1.047 *** −0.022
(0.162) (0.124) (0.231) (0.176) (0.126) (0.152) (0.161) (0.185)

GDP growth −0.016 −0.019 −0.174 * −0.056 −0.008 0.049 0.034 −0.025
(0.061) (0.025) (0.096) (0.039) (0.026) (0.044) (0.034) (0.043)

Urban Pop. 0.444 ** 0.265 ** 0.601 ** 0.086 0.259 ** 0.162 0.562 *** 0.046
(0.198) (0.116) (0.305) (0.156) (0.117) (0.174) (0.159) (0.141)

2010–2013 0.289 0.623 *** −0.263 0.474 * 0.543 *** 1.005 *** 0.844 *** 0.671 **
(0.323) (0.175) (0.437) (0.250) (0.171) (0.267) (0.197) (0.306)

2014–2017 0.202 0.836 *** −0.415 0.944 *** 0.951 *** 0.482 ** 1.372 *** 0.795 ***
(0.307) (0.162) (0.413) (0.245) (0.163) (0.237) (0.185) (0.297)

Obs. 1560 1551 778 777 1934 1177 1296 638

Cuzick test z = 0.75 *** z = 4.07 z = −1.00 ** z = 3.25 *** z = 0.72
*** z = 0.78 *** z = 2.01 ** z = 1.31 ***

VIF test Yes Yes Yes Yes Yes Yes Yes Yes

This table reports the estimate of the baseline model by size (below and above the mean total assets in columns 1
and 2 and in the bottom and top quartile of the total assets distribution in columns 3 and 4). Columns 5 and 6 report
the estimate for banks and other financial firms respectively and columns 7 and 8 compare the results for banks with
low and high reliance on interest revenues. The standard errors in parentheses are robust to heteroskedasticity.
Significance codes: *** p < 0.01, ** p < 0.05, * p < 0.1.

Table 7 of the robustness checks is a sensitivity analysis at the country-level. We exclude the USA
from the analysis, as it is over-represented in our sample and then we also run a regression specifically
on this country. We then split the sample between countries with common law and civil law legal
systems to analyze in a more straightforward way the impact of the legal framework on financial firms’
ESG scores and finally, we compare the top and the bottom quartile of the GDP growth distribution,
to neatly disentangle the effect of the economic development of a country.

We reflect on the temporal trend in the sensitivity analyses provided in Table 8, by including the
categorical variable year instead of the three sub-periods and we conduct further analyses using a
dummy variable that controls for both the financial and the sovereign debt crises.

As for the robustness checks on the model, in order to alleviate any reverse causality problem,
we exploit the dynamic nature of our panel by employing different temporal lags for the independent
variables. We lag, by one year, the explanatory variables in the baseline model, whereas we use
two-year-lagged variables and contemporary variables in the robustness tests presented in Table 9,
panel A, columns 2 and 1 respectively. We also split into quartiles the ESG score distribution and
added an order probit model to the analysis (see Table 9, panel A, column 3). Furthermore, to draw
stronger causal inferences between CSP and firm-level variables, we assess the Granger causality link
between the firm-specific variables and the ESG scores. In particular, we adopt the procedure proposed
by Dumitrescu and Hurlin [39] for testing Granger causality in panel dataset. In order to overcome a
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potential sensitivity of the results to the number of lags included in the model, we select the number of
lags that minimize the Akaike Information Criterion; the test points to one lag as the optimal choice.
The results of the causality test are reported in Table 9, panel B.

Finally, as a further analysis, we shift our attention to the dependent variable and consider each
pillar of the ESG score individually, to see whether and to what extent the set of explanatory variables
used in the baseline model has a homogeneous influence on the environmental, social and government
factors (see Table 10).

Table 7. Robustness checks: country-level.

No-USA USA Less Developed More Developed Civil Law Common Law
(1) (2) (3) (4) (5) (6)

Size 0.216 *** 0.071 ** 0.248 *** 0.218 *** 0.218 *** 0.219 ***
(0.035) (0.036) (0.032) (0.046) (0.043) (0.033)

Leverage 0.000 −0.000 *** −0.000 −0.000 0.001 *** −0.000 ***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Common Equity −0.001 0.006 * 0.012 *** 0.003 0.001 0.011 ***
(0.003) (0.003) (0.003) (0.004) (0.004) (0.003)

ROE 0.018 *** 0.012 *** 0.021 *** 0.017 *** 0.016 *** 0.024 ***
(0.004) (0.004) (0.004) (0.005) (0.005) (0.004)

Civil Law 0.979 *** 0.548 *** 0.167
(0.130) (0.126) (0.153)

GDP growth −0.012 0.026 0.061 ** −0.060 *
(0.025) (0.063) (0.030) (0.035)

Urban Pop. 0.163 * −1.585 0.321 ** 0.229 0.114 1.644 ***
(0.091) (1.987) (0.127) (0.159) (0.090) (0.333)

2010–2013 0.852 *** −0.498 −0.064 1.249 *** 1.266 *** 0.031
(0.176) (0.486) (0.228) (0.213) (0.198) (0.206)

2014–2017 1.211 *** −0.508 0.282 0.812 *** 1.585 *** 0.179
(0.161) (0.472) (0.220) (0.196) (0.181) (0.194)

Obs. 1663 1448 1950 1161 1,094 2017
Cuzick test z = 4.6 *** z = −0.05 *** z = 1.13 *** z = 0.98 *** z = 5.8 *** z = −1.99 **

VIF test Yes Yes Yes Yes Yes Yes

This table reports the estimate of the baseline model analyzing the influence of the United States on the overall
results (columns 1,2), the impact of the economic development of the countries considered (columns 3,4) and the
impact of the legal framework (columns 5,6). The standard errors in parentheses are robust to heteroskedasticity.
Significance codes: *** p < 0.01, ** p < 0.05, * p < 0.1.

Table 8. Robustness checks: temporal-level.

Year No-crises Crises
(1) (2) (3)

Size 0.254 *** 0.236 *** 0.229 **
(0.026) (0.027) (0.090)

Leverage −0.000 −0.000 −0.000
(0.000) (0.000) (0.000)

Common Equity 0.010 *** 0.009 *** −0.000
(0.002) (0.003) (0.011)

ROE 0.021 *** 0.015 *** 0.024 ***
(0.003) (0.004) (0.007)

Civil Law 0.372 *** 0.701 *** −0.700 ***
(0.096) (0.106) (0.230)

GDP growth −0.015 −0.049 * −0.006
(0.022) (0.029) (0.032)

Urban Pop. 0.240 ** 0.508 *** −0.110
(0.100) (0.105) (0.171)

Year 0.058 ***
(0.015)

Obs. 3111 2630 481
Cuzick test 1.16 *** 1.23 *** 2.63

VIF test Yes Yes Yes

This table reports the sensitivity analysis on temporal factors. Column 1 displays the categorical variable year,
instead of the two dummy variables representing one quadrennium each, whereas columns 2 and 3 assess the
impact of the financial turmoil due to the global financial crisis (2008–2009) and sovereign debt crisis (2010–2011).
The standard errors in parentheses are robust to heteroskedasticity. Significance codes: *** p < 0.01, ** p < 0.05,
* p < 0.1.
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Table 9. Robustness checks: model.

Panel A
Contemporaneous Double-Lag Ordered-Probit

(1) (2) (3)

Size 0.247 *** 0.251 *** 0.045 ***
(0.026) (0.026) (0.000)

Leverage 0.000 −0.000 0.000
(0.000) (0.000) (0.170)

Common Equity 0.009 *** 0.011 *** 0.002 ***
(0.002) (0.002) (0.000)

ROE 0.020 *** 0.023 *** 0.003 ***
(0.003) (0.003) (0.000)

Civil law 0.440 *** 0.353 *** 0.081 ***
(0.099) (0.099) (0.015)

GDP growth −0.015 *** −0.001 *** 0.001
(0.000) (0.000) (0.033)

Urban Pop. 0.415 *** 0.251 *** 0.044 ***
(0.104) (0.093) (0.016)

2010–2013 0.515 *** 0.539 *** 0.087 ***
(0.156) (0.178) (0.021)

2014–2017 0.645 *** 0.723 *** 0.129 ***
(0.150) (0.170) (0.020)

Obs. 3245 2924 3045
Cuzick test 0.9 *** 1.57 *** 1.05 ***

VIF test Yes Yes

Panel B

Null hypotheses Z̃ p-value
Tot. Assets does not granger cause ESG 3.1986 0.0016
ESG does not granger cause Tot. Assets −0.9164 0.3594
ROE does not granger cause ESG 3.2248 0.0013
ESG does not granger cause ROE 1.4829 0.1381
Common Equity does not granger cause ESG 3.8765 0.0001
ESG does not granger cause Common Equity 0.2911 0.7710
Leverage does not granger cause ESG 4.3846 0.0000
ESG does not granger cause Leverage 1.2801 0.2005

This table shows the estimate of the robustness checks on the linear regression used in the baseline model. In panel
A, column 1, the independent variables are not lagged, whereas in column 2, they have been lagged by two years
compared to the ESG scores. Column 3 shows estimates of ordered probit models (marginal effects on conditional
probabilities are reported). The standard errors in parentheses are robust to heteroskedasticity. Significance codes:
*** p < 0.01, ** p < 0.05, * p < 0.1. Panel B addresses potential reverse-causality issues and reports the parameters of
the Dumitrescu and Hurlin Granger test and their respective p-values.

Table 10. Environmental, social and governance pillars.

ENV SOC GOV
(1) (2) (3)

Size 0.446 *** 0.213 *** −0.138 ***
(0.026) (0.016) (0.023)

Leverage 0.001 *** 0.000 −0.000
(0.000) (0.000) (0.000)

Common Equity 0.057 *** 0.018 *** −0.006 **
(0.002) (0.002) (0.002)

ROE 0.023 *** 0.007 *** 0.013 ***
(0.004) (0.003) (0.003)

Civil law −0.040 0.398 *** −0.164 **
(0.095) (0.066) (0.081)

GDP growth −0.107 *** −0.036 *** 0.115 ***
(0.019) (0.014) (0.017)

Urban Pop. 0.186 ** 0.034 0.274 ***
(0.091) (0.061) (0.084)

2010–2013 −0.035 −0.166 0.883 ***
(0.121) (0.103) (0.112)

2014–2017 0.184 −0.475 *** 0.745 ***
(0.122) (0.095) (0.098)

Obs. 1311 1311 1311
Cuzick test z = −4.5 z = 10.95 z = 7.30 ***

VIF test Yes Yes Yes

This table shows the estimate of the baseline model run for each component of the overall ESG score, environmental
(column 1), social (column 2) and government (column 3). The standard errors in parentheses are robust to
heteroskedasticity. Significance codes: *** p < 0.01, ** p < 0.05, * p < 0.1.
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4. Results

Table 5 reports the estimation results for the regression model described in Equation (2), which
investigates firm, country and temporal determinants of CSP within the financial industry.

The three buckets of independent variables (firm, country, and time factors) are gradually added
to the model (see Table 5, columns 1 to 3).

The results reported in Table 5 provide evidence of the consistent effect of firm, country and
temporal variables on the CSP within the financial industry. The sign, magnitude and significance of
the variable size, confirms the widely shared findings e.g., [1,18,33] that the higher the size of a firm,
the higher its ESG score tends to be. The common equity and ROE have a strong, positive impact
on financial firms’ ESG scores, whereas the leverage presents its expected negative impact but loses
significance in the full model specification. Overall, the first set of hypotheses cannot be rejected,
with the exception of hypothesis H1b that can only be partially accepted.

To test the second set of hypotheses (H2a, H2b and H2c), we include in the analysis three
country-specific variables, which tend to have a homogeneous impact among all specifications
(see columns 2 and 3). Having a civil law legal system appears to have a positive impact on the
financial firms’ CSP, as well as being in an economically developed country (the coefficient of GDP
growth has a persistent negative sign but loses its significance in the last specification) with a growing
urban population. In light of these empirical results, the second set of hypotheses cannot be rejected,
with the exception of hypothesis H2b that can only be partially accepted.

Finally, the strong, positive and highly significant coefficients of the temporal trend variables
indicate that time per se is an ESG determinant within the financial industry. Ceteris paribus, the two
four-year terms spanning from 2010 to 2013 and from 2014 to 2017 have a strong positive effect on CSP
compared to the quadrennium 2006–2009, and the latest period has an even stronger impact, compared
to 2010–2013. This positive trend effect is also confirmed by the Cuzick test reported in column 3,
therefore hypothesis H3 cannot be rejected.

4.1. Robustness Checks

To draw stronger causal inferences between CSP and firm, country and temporal factors, we carried
out four sets of sensitivity tests.

We first focus at the firm-level and replicate our baseline model splitting the sample according to
the size of the financial firms (Table 6, columns 1 to 4). In columns 1 and 2, financial firms are divided
into two groups, below and above the average size, $171 billion, whereas columns 3 shows the results
for the financial firms in the bottom quartile of the size distribution (i.e., with total assets lower than
$4.5 billion) and column 4 considers the top quartile of the distribution, with financial firms with an
average size above $627 billion.

We then proceed to distinguish between banks and other financial firms (i.e., asset management,
trading companies, financial products distributors, diversified financial services and consumer finance
companies). Finally, we differentiate according to the reliance on interest income, within the banks’
sub-sample (see columns 7 and 8).

The overall results are confirmed by the estimates reported in Table 6, with a few interesting
exceptions. The relationship between common equity and CSP in big financial firms is negative.
This might signal a practice well-known in the literature [40], according to which some institutions may
include CSR practices in their management strategies or devote higher resources to them, particularly
during hard financial times or while experiencing a phase of financial instability to increase their
reputation and win over public approval. This result is common to banks with low net interest margin,
for instance, private banks or investment banks.

Another result worth mentioning is related to the time trend, which is strong in most specifications,
apart from particularly small financial firms. The financial firms that belong to the bottom quartile
of the total assets’ distribution (between $56 million and $4.52 billion), not only do not display an
increasing tendency in their ESG scores but they present a statistically significant descending trend.
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Table 7 shows the sensitivity analyses performed at the country level. In the light of the
over-representation of the United States in our sample, we exclude this country and replicate the
analysis presented in the baseline model. The estimates reported in Table 7, column 1 ensure that the
baseline model results are not driven by the United States. On the contrary, the regression performed on
the American data alone provides evidence that this country has known a worrying negative trend of
CSP in the financial industry (see Table 7 column 2); a similar conclusion is reached by Miralles-Quirós
and co-authors [4]. This conclusion is supported both by the negative and statistically significant
coefficients of the temporal factors and the Cuzick test performed. This result is so strong that it might
be responsible for the lack of a positive trend observed in the analysis carried out on common law
countries (see Table 7 column 6). In a departure from the extant literature (e.g., Ng [35]) the relative
difference of the GDP growth, our proxy for economic development, do not seem to play a significant
role in our analysis.

The estimates reported in Table 8 are primarily focused on checking the robustness of our results
concerning the temporal factors. We therefore use the categorical variable year instead of the dummy
variables controlling for time trends. The results in Table 8, column 1 provide empirical evidence that
the temporal trends are not susceptible to different time controls.

We moreover investigate the role of financial turmoil on CSP determinants within the financial
industry. To do so, we create a dichotomous variable crises, which control for both the global financial
crisis (2008–2009) and the sovereign debt crisis (2010–2011). We decided to include both crisis periods,
as twelve out of the twenty-two countries in our sample are European and they have been deeply
affected by both crises. The crises periods significantly affect the antecedents that contribute to
determine financial firms’ CSP. In particular, during financial turmoil, firms’ common equity ceases to
play a role in the ESG scoring. When it comes to country-specific factors, the overall development of
the countries has no role in increasing a financial firm’s CSP and, while normally, civil law countries
perform better in terms of ESG scores of the financial firms that operate within them, during financial
turmoil, the relation changes sign, most possibly because common law nations have been less affected
by the European sovereign debt crisis.

Finally, we perform a set of robustness checks on the model used for our main estimates. Table 9
reports the results of the baseline model with contemporaneous dependent and independent variables
(see Table 9, panel A, column 1) and independent variables lagged by two years compared to the CSP
(see Table 9, panel A, column 2). These columns show qualitatively the same results as the baseline
model alleviating possible simultaneity problems. Moreover, we divide the ESG score distributions
in quartiles and run an ordered probit regression, keeping the sets of control variables unchanged.
This specification also gave fairly robust results compared to the baseline model estimates (see Table 9,
panel A, column 3). Table 9, panel B reports the results of the Dumitrescu and Hurlin Granger test.
By running the causality test, we find that the relationship between firm-specific variables and CSP is
unidirectional, with total assets, ROE, Common Equity and Leverage Granger-causing the ESG scores
and not vice versa. These findings contribute to reinforce our argument on the causal role played by
the size, profitability, capitalization and riskiness of financial firms on their CSP.

4.2. Further Analysis

It is common among both scholars and practitioners to assess firms’ corporate social performance
by looking at an overall ESG index. In our analysis, we measure financial firms’ CSP with MSCI ESG
scores, which are derived from three underlying pillars: environmental, social and governance.

The environmental pillar (ENV) depends on carbon emissions and carbon footprint, as well as
business vulnerability to climate change. It also assesses a company’s efforts in sustaining the research
of eco-friendly materials and procedures, and reflects how well a company uses best management
practices to avoid environmental risks.

The social pillar (SOC) quantifies the sensitivity of a company towards human capital;
more specifically, it entails the ability of a company to generate trust and loyalty within its stakeholders,
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to improve the quality of job conditions, to strengthen its reputation within the community and to
safeguard human rights and safety.

Finally, the corporate governance factor (GOV) represents the ability of the management to apply
the state-of-the-art corporate governance and corporate behavior standards. It focuses, in particular,
on board diversification and gender pay gap, business ethics and overall transparency in order to
create long-term value for the firm’s shareholders.

Looking at the sub-factors that constitute each pillar (see Table A2 in the Appendix), it appears
clear that each dimension has a very different nature. We therefore resort to the scores of the singular
pillars to assess whether the determinants that affect the overall CSP have a homogeneous effect on
each component, or, more reasonably, each area reacts to the determinants in a different way.

The focus of this paper is clearly on the overall CSP, because, on the one hand, it is the key reference
in the literature and, on the other hand, it is the variable that drives most sustainable investment
policies. It would be interesting to understand, though, the underlying mechanisms that drive the
overall ESG sensitivity to firm, country and time factors, which may help in more awarely addressing
social performance management.

The results in Table 10 suggest that the environmental and social pillars tend to drive the overall
results, because they are positively influenced by the size of the financial firms, their capitalization
and profitability. Analogously to the baseline model, financial firms tend to have higher CSP in
economically and socially developed countries, as well. The result that stands out in Table 10, columns
1 and 2, however, is the lack of a positive trend, which consistently characterized the baseline model
and most of the specifications tested in the robustness checks.

Column 3 of Table 10, though, draws even more the reader’s attention, because it shows almost
the opposite results, compared to the baseline model. According to the empirical evidence provided
in Table 10, high governmental scores are associated with small financial firms with low common
equity Tier 1 in least-developed countries. Moreover, the positive trend of this variable is so strong and
persistent that it alone drives the growth of financial firms’ overall CSP, that is commonly acknowledged
by academic and grey literature (e.g., [15,18]) and that our analysis clearly highlights, as well. These
peculiar results related to the governance component may be explained by the different rationale
underlying this pillar compared to the other two, as explained in paragraph 5.

5. Discussion

The goal of this study is to explore the possible antecedents of CSP within the financial industry.
We deepen our analysis by looking separately at the environmental, social and governance pillars
to assess whether and to what extent the three different components are driven by the same firms’
characteristics and whether they follow homogeneous patterns.

To do so, we firstly run some multivariate analyses, which confirm that over and above the firm-
and country-specific factors that enhance financial firms’ CSP, the ESG scores of the firms in our sample
follow a positive linear trend over time. Regarding firm-specific characteristics, this tendency is boosted
by the financial firms’ size and their profitability, which appear to exert a stable, positive influence on
their CSP. With regards to size, our results mirror the overall findings of most of the existing literature,
while the role of profitability is still controversial in previous research (e.g., [7,10,41]).

The size of a firm, in particular, is a key variable because the estimates show that the overall
improvement in CSP is mainly driven by big financial firms, while small companies struggle to keep
up with this growing tendency. Moreover, our findings provide evidence that particularly small
financial firms, with total assets below $4.52 billion, present a worrying descending trend in their
overall ESG scores. These results may be due either to the shortage of financial and organizational
resources to devote to internal and external sustainability practices on the part of small financial firms,
or they may be driven by the visibility effect, as in Li et al. [42]. In addition, our findings seem to
suggest that very big financial institutions (in the top quartile of our distribution, i.e., with an average
total assets above $627 billion) may be more likely to use positive ESG scores to deflect attention
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from non-optimal capital structures; this phenomenon is particularly evident in non-bank financial
institutions and non-commercial banks (i.e., investment banks, private banks, etc.), which present an
inverse relationship between the level of Common Equity and their CSP. In accordance to the legitimacy
theory, this phenomenon, well-known in the extant literature (e.g., Dell’Atti et al. [43]), could be
interpreted as an extreme instrumentalization of the positive effect exerted by CSP on companies’
visibility, reputation and corporate image.

Backed by the institutional theory, we assume that organizations are also influenced by broader
social structures, so we assess the impact of country-specific characteristics on the CSP of the financial
firms that operate within them. Nations with civil law legal systems appear to be more attentive to
sustainability within the financial industry, with the exception of the period comprised between the
global financial crisis and the European sovereign debt crisis. This testifies that even in countries
typically characterized by more rigid disclosure schemes, the prevailing attention to stakeholder
value creation nudges them to embrace the current trend towards more sustainable businesses and to
voluntarily disclose their CSPs. This finding seems to be specific to the financial industry, because
previous cross-industry studies tend to associate common law legal frameworks with better CPS
(e.g., Liang and Renneboog [44]). More specifically, the empirical results suggest that American
financial firms seem to drive the negative correlation between common law countries and CSP, as they
present a steady countertrend in their ESG scores. The scarce sensibility of the United States with regard
to several aspects of sustainability is not new in the literature (e.g., [45,46]); for instance, Amel-Zadeh
and Serafeim [45] point out that a larger percentage of US investors than Europeans do not consider
ethical responsibility or ESG information as material for investment decision making and that US
investors are less likely to believe that ESG considerations are effective in changing companies’ behavior.
Looking specifically at banks, Miralles-Quirós et al. [4] provide evidence that ESG information and,
in particular, the governance pillar, has no effect on shareholder value creation in the United States.

In a departure from the extant literature (e.g., Ng [35]), the relative difference of GDP growth,
our proxy for economic development, does not seem to play a significant role in explaining financial
firms’ CSP. This result may be due to the fact that previous comparable studies solely focused on banks
and that the countries included in our sample span from less to more developed countries, but we do
not consider developing countries.

Finally, further novel findings emerge when we deepen our analysis by looking at the single
pillars of ESG scores. These results provide strong evidence of the profoundly different natures of the
environmental, social and governance dimensions. The only characteristics that have a homogeneous
effect on the overall ESG scores and each pillar are the financial firms’ profitability and the social
development of the country they operate in.

Beyond that, the environmental and social pillars, on the one hand, and the governance pillar on
the other, seem to follow opposite trends and rationales. Big companies seem to primarily focus on
environmental and social strategies to increase their CSP, whereas small financial firms particularly
focus their efforts on the quality of their governance. This peculiar result may be explained by
the different rationale underlying the governance pillar compared to the other two. Improving the
governance score does not necessarily require monetary outlays, and this may help understanding
the reason why small, less capitalized financial firms located in countries that still have margins of
economic growth focus on this pillar to increase their overall CSP.

As a matter of fact, the financial industry’s attention devoted to the governance pillar over time
is growing so consistently that it appears to be driving alone the overall positive trend that has
characterized financial firms’ CSP within the latest decade, even after controlling for the firms’ size.

6. Conclusions

This paper sets out to explore the effect of firm, country and time factors on financial firms’
corporate social performance. We conjecture that the antecedent of CPS in the financial industry may
differ from the prevailing results in the extant literature, which mainly focus on cross-industry studies.



Sustainability 2020, 12, 6398 17 of 20

For our empirical analysis, we employ panel data models with lagged explanatory variables
alongside a set of thorough robustness checks on the three buckets of explanatory variables and on the
empirical model adopted. We furthermore alleviate possible reverse-causality concerns, ensuring that
the relationships found in the baseline model are unidirectional.

The findings presented in this study reflect relevant contributions to the strategic management
and social issues literatures; firstly, to the best of our knowledge, this is the first paper to explore the
possible CSP antecedents within the financial industry by looking at a comprehensive framework
that includes firm, country and temporal factors. Overall, our empirical findings suggest that big,
solid and profitable financial firms are more likely to have high CSP, especially if they operate in a
socially developed country with a civil law legal framework. Over and above the roles played by
firm- and country-specific characteristics, we found a strong positive trend of the overall ESG scores
across the whole financial industry. The effect of the factors identified may not be stable over time,
especially during financial turmoil and may vary according to the financial firms’ size, profitability
and business model, as well as the economic and social development of the country they operate
in. We, therefore, directly address such conjectures with specific robustness tests, which confirm the
baseline results, with a couple of interesting exceptions: American financial firms and particularly
small financial firms (i.e., with total assets between $56 million and $4.52 billion, belonging to the
bottom quartile of the distribution) display a statistically significant descending trend in their corporate
social performance, in stark contrast to the overall findings. Moreover, investment and private banks
and non-bank financial institutions present an inverse relationship between the level of Common
Equity and their CSP, suggesting that some institutions might resort to intensive CSR practices to
deflect the markets and public attention from a non-optimal financial stability.

Furthermore, we disentangle the effect of such factors on the three single pillars comprised in the
overall ESG score and find that the baseline model results are mainly driven by the environmental and
social pillars, which, however, do not present an ascending trend. The governance pillar has a very
strong positive trend, which seems to drive the overall increase in ESG scores over time, but reacts in a
completely different, almost opposite way to firm and country factors, compared to the environmental
and social pillars. Positive performance in the governance pillar is associated with small financial firms
with low common equity Tier 1 in least-developed countries.

One of the main implications of our study is that ideally, regulators should consider the deeply
different nature of the environmental, social and governance aspects and address them with ad hoc
policies in order to improve homogeneously the overall CSP within the financial industry. Moreover,
the different sets of incentives aimed at increasing financial firms’ sustainability should somehow
be sensitive to their size. On a more operative level, the different behaviors of the three ESG
pillars, over time, have also direct implications on SRI strategies, which rarely differentiate among
environmentally-, socially-, and governance-friendly issuers.

In our empirical analyses, we subdue any reverse causality concern, but we cannot exclude broader
endogeneity issues due to unobservable firm or board characteristics and the possible self-reinforcing
relationship between CSP and profitability. We, therefore, encourage other researchers to further
address this limitation, resorting, for instance, to an IV approach or, ideally, to an experimental
setting. Future research on the topic may also look more closely at the role of the board composition,
management-specific heterogeneities or of banks’ business models on their CPS.

The focus of this paper is clearly on the overall CSP, but it is interesting to understand the deeper
mechanisms that drive the overall ESG sensitivity to firm, country and time factors. If we confine
ourselves to solely considering the overall CSP, we may conclude that the forces that drive this variable
within the financial industry are pretty predictable: big, profitable financial firms operating in rich
countries have high CSP sounds very much like the same old story. Whereas, if we look more closely
at the ESG scores’ single components, we may narrate a different tale, because we are able to discover
different frameworks that might provide both policy makers and practitioners with a more granular
and effective set of tools to boost financial firms’ CSP.
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Appendix A

Table A1. Variables—definition, source and expected signs.

Variable Definition Source Exp. Sign

Dependent Variables

ESG ESG index MSCI
ENV First component of the ESG Index: Environmental pillar MSCI
SOC Second component of the ESG Index: Social pillar MSCI
GOV Third component of the ESG Index: Governance pillar MSCI

Firm-specific Variables
Total Asset Total assets in millions of dollars WC02999 (natural logarithm) Refinitiv Datastream +

Leverage Total debt over common equity WC08321 Refinitiv Datastream −

Common Equity Common equity Tier1 over total assets WC08241 Refinitiv Datastream +
ROE Net Income over average of Last Year’s and Current Year’s Common Equity WC08301 Refinitiv Datastream +

Country-Specific Variables

Civil Law Dummy variable taking the value 1 for civil law legal systems, 0 for common law legal systems World Bank

GDP growth
Annual percentage growth rate of GDP at market prices based on constant local currency. GDP is the
sum of gross value added by all resident producers in the economy plus any product taxes and minus

any subsidies not included in the value of the products.
World Bank −

Urban population
Urban population refers to people living in urban areas as defined by national statistical offices. It is
calculated using World Bank population estimates and urban ratios from the United Nations World

Urbanization Prospects.
World Bank +

Time-Specific Variables

2006–2009 Dummy variables taking the value of 1 for the years included in the period 2006–2009, 0 otherwise −

2010–2013 Dummy variables taking the value of 1 for the years included in the period 2010–2013, 0 otherwise +

2014–2017 Dummy variables taking the value of 1 for the years included in the period 2014–2017, 0 otherwise +

Further Controls

Interest Mg Net interest margin: measures the difference between Interest income and Interest expense, both based
on earnings assets WC18220 Refinitiv Datastream

Year Categorical variable ranging from 2006 to 2017 +

Crises Dummy year that takes the value of 1 for the periods 2008–2009 (financial crisis) and 2010–2011
(sovereign debt crisis)

This table presents the economic meaning of the variables included in all model’s specifications, their definitions,
source and expected signs.

Table A2. MSCI ESG Research score scale.

Pillars Themes Key Issue

Environment

Climate change Carbon Emissions Financing environmental impact
Product carbon footprint Climate change vulnerability

Natural resources
Water stress Raw material sourcing

Biodiversity and land use

Pollution and waste
Toxic emission and waste

Electronic wastePackaging materials and waste

Environmental opportunities Opportunities in clean tech Opportunities in renewable energy
Opportunities in green building

Social

Human capital Labor management Human capital development
Health and safety Supply chain labor standards

Product liability
Product safety and quality Privacy and data security

Chemical safety Responsible investment
Financial product safety Heath and demography risk

Stakeholder opposition Controversial sourcing

Social opportunities Assess to communications Access to health care
Access to finance Opportunities in nutrition and health

Governance

Corporate governance Board pay Ownership
Accounting

Corporate behavior
Business ethics Corruption and instability

Anti-competitive practices
Tax transparency Financial system instability

Source: MSCI ESG Research.
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