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ABSTRACT

Objective: this study is based on the assumption that the level of corruption in a
country’'s context can influence how stakeholders perceive the environmental, so-
cial, and governance (ESG) practices disclosed by companies. The objective is to
analyze the moderating effect of corruption on the relationship between ESG per-
formance and the relevance of accounting information for companies in G20 coun-
tries. Methods: the study considered 171,693 firm/year observations from organiza-
tions in G20 countries that had all the necessary data to measure the relevance of
accounting information from 2013 to 2021. Descriptive analysis, correlation, and
multiple linear regression were conducted. Results: based on the findings, it can be
inferred that unified ESG performance, as well as its individual pillars, is positively as-
sociated with the market value of the analyzed organizations. However, when observ-
ing the moderating effect of corruption levels, no significant results were obtained.
Conclusions: this study contributes to the literature and to users of accounting infor-
mation by identifying that the ESG performance of G20 companies helps increase the
relevance of accounting information, and that external factors, such as corruption, af-
fect the level of ESG disclosure, but not to the extent of being significant for the market.
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ESG practices and the relevance of accounting information: The moderating effect of corruption levels in G20 countries

INTRODUCTION

Research related to environmental, social, and gover-
nance (ESG) practices has been emerging globally. This
phenomenon can be explained by the positive effects
identified by organizations as a result of their engage-
ment in such practices (Dunn & Harness, 2018; Xu et
al, 2020. The relationship between socially responsible
behavior and financial performance, including the qual-
ity of accounting information (QAl), has been explored
in the literature (Huang & Watson, 2015). Studies report
that companies engaged in ESG practices have better
market performance and lower cost of capital (Dhaliwal
etal, 2011; El Ghoul et al, 2011; Ng & Rezaee, 2015; Peng
& Isa, 2020; Salehi et al, 2018; Velte, 2017).

It is noted that the incorporation of ESG practices
Into corporate culture, as well as into business models
and strategic planning, reflects on the quality of eam-
ings (Rezaee, 2016). Thus, there is a positive relationship
between ESG and QAL which is measured by numer-
ous metrics, such as eamings management (Chih et
al, 2008; Martinez-Ferrero et al, 2016), earnings per-
sistence (Jia & Li, 2021; Rezaee et al, 2020), and value
relevance (VR) (Cordazzo et al, 2020; Degenhart et al,
2017).

The literature related to VR, also known as the value
relevance of accounting information, presents various
models aimed at capturing the effect of accounting
disclosures on eamings and equity in stock prices or
returns. In this study, VR was analyzed by considering,
in addition to earnings and equity values, ESG perfor-
mance and the corruption index as determining factors
to explain variations in the market-to-book ratio of com-
panies from Group of 20 (G20) countries.

ESG performance is considered as the engagement
of organizations in socially responsible practices. From
the perspective of signaling theory, the level of engage-
ment in such practices is viewed as a way for compa-
nies to signal their ability to address institutional gaps to
stakeholders, compared to other organizations (Zhang
et al, 2020). In this way, organizations can demonstrate
their commitment to socially responsible practices to
market participants.

In this study, ESG performance is represented by the
unified score (obtained from the Refinitiv Eikkon® data-
base), as well as by its individual pillars: environmental,
social, and governance. Peng and Isa (2020) emphasize
that environmental practices relate to actions involving
resource use, emissions, and innovations. Social practic-
es pertain to the workforce, human rights, and product
responsibility offered to the public (Peng & Isa, 2020).
Lastly, governance practices focus on issues related to
management, shareholders, and socially responsible
strategies (Peng & Isa, 2020).

However, the relationship between organizational
performance and their engagement in ESG practices
can be influenced by external factors that may mitigate
the positive effects highlighted in the literature. Studies
indicate that companies operating in contexts where
questionable practices are the norm face higher costs to
implement ESG actions, thereby reducing the potential
benefits of this strategy (Barnea & Rubin, 2010; Grougiou
et al, 2016; McWilliams & Siegel, 2001). Hossain and
Kryzanowski (2021) identified a negative association
between ESG performance and the level of corruption
in US. companies, and further noted that the effects of
corruption on such practices are more significant than
other external traditional norms, such as social capital
and religiosity.

This research defines corruption as the misuse of
power by public officials or established legal and reg-
ulatory systems by individuals or organizations for
private gain (Hossain & Kryzanowski, 2021; Lambert-
Mogiliansky et al, 2008; Neu et al, 2013). Corruption also
involves the marginalization of social welfare, prioritizing
goals related to individual or organizational enrichment
(Arghyrou, 2010; Hossain & Kryzanowski, 2021).

Although there is growing research on the relevance
of ESG performance within organizations, particularly
due to the increasing demand for information related
to such practices (Al et al, 2017), much remains to be
explored about its influence, especially regarding the ex-
ternal context in which companies operate. Therefore,
the relationship between ESG performance and VR is an
empirical issue that requires further investigation, along
with the potential moderating effects of corruption lev-
els in G20 countries on this relationship. Consequently,
this study aims to answer the following research ques-
tion: "How does corruption influence the relationship
between ESG performance and the relevance of ac-
counting information?” The objective is to analyze the
moderating effect of corruption on the relationship be-
tween ESG performance and the relevance of account-
Ing information for companies in G20 countries.

The originality of this research lies in the investiga-
tion of the relationship between ESG performance and
the relevance of accounting information, with a specific
focus on G20 countries. Additionally, the study’s distin-
guishing feature is the inclusion of the corruption index
as a moderating factor, an aspect that has been under-
explored in the existing literature. By addressing this top-
ic, the research provides a more in-depth and contex-
tualized analysis of corporate operations, reflecting the
complexity of institutional and regulatory environments.
It considers the potential impacts that a high-corrup-
tion context may have on the potential benefits relat-
ed to ESG engagement. Therefore, this study not only
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contributes to the theoretical advancement of ESG dy-
namics but also offers significant practical insights for
accountants, managers, and policymakers.

Thus, this study contributes theoretically in several
ways. First, it addresses the engagement of G20 com-
panies in ESG practices, as socially responsible behavior
Is an emerging topic from both theoretical and finan-
cial market perspectives (Friede et al, 2015). Additionally,
this study distinguishes itself from others that have ex-
amined the relevance of accounting information con-
ceming ESG practices by utilizing a broader measure
that considers all three ESG pillars (environmental, so-
cial, and governance), rather than focusing on a specific
measure related to environmental information (Hassel
et al, 2005) or corporate social responsibility (Degenhart
et al, 2017).

Additionally, previous studies have almost exclusively
examined the effects of corruption in different countries
on ESG performance (Hossain & Kryzanowski, 2021;
[oannou & Serafeim, 2012; Krishnamurti et al, 2018;
Lopatta et al, 2017). This study seeks to examine the po-
tential moderating effect of corruption on the relation-
ship between socially responsible behavior and the val-
ue relevance (VR) of accounting information disclosed
by organizations. In doing so, it contributes to the litera-
ture by expanding the analysis of the influence of exter-
nal factors on ESG practices, observing their combined
effects on the relevance of the information disclosed by
the organizations analyzed.

Practically, this study contributes to accountants
and managers by demonstrating how ESG practices
can influence the quality of accounting information,
as these practices are shown to be relevant to financial
market participants. The findings can help organizations
N managing future investments in socially responsi-
ble behavior. Additionally, understanding the potential
effects of corruption on the benefits of ESG practices
allows managers to develop more robust strategies for
operating in challenging environments, minimizing risks
associated with unethical practices, and improving the
quality of ESG reporting to financial market participants.

LITERATURE REVIEW AND

HYPOTHESIS DEVELOPMENT

Signaling theory (ST) focuses on the voluntary com-
munication of information related to an organization's
positive attributes to those who are interested in such
information (Connelly et al, 2011). Additionally, ST ad-
dresses the reduction of information asymmetry be-
tween two related parties (Spence, 2002). It is notewor-
thy that information disclosure in capital markets occurs
unequally; therefore, the voluntary signaling of certain

) SR

Information, such as those related to ESG practices, can
add economic value to organizations.

In the organizational context, the ST emphasizes the
Intention of organizations to share information and, in
doing so, receive feedback from the market, their stake-
holders, and society (Connelly et al, 2011). Thus, man-
agers are responsible for signaling information to market
participants, such as investors and analysts. These sig-
nals can affect the company's value by reducing infor-
mation asymmetry (Levy & Lazarovich-Porat, 1995).

Thus, in a context where managers and nvestors
have different information, the manager, as the signaler,
must decide whether and how to signal information to
potential receivers. On the other hand, the receivers eval-
uate how they interpret the signal received (Connelly et
al, 2011). It is also worth noting that high-quality com-
panies are more motivated to signal their information
(Connelly et al, 2011), and one of the characteristics of
these organizations is a high level of investment in so-
cially responsible practices (Daugaard, 2020).

A high-quality signaler is considered to be one who
has the ability to meet the demands of a potential re-
ceilver, and thus, the costs of producing that signal are
outweighed by the benefits of signaling (Connelly et
al, 2011). Therefore, it can be inferred that an organiza-
tion's engagement in ESG practices is a signal it sends
to market participants, such as investors and analysts,
regarding its commitment to such behaviors. It is also
inferred that this signal is perceived positively by the
receivers, thereby reflecting in the value relevance of
these organizations.

Previous studies have investigated sustainability from
various perspectives (Dyllick & Muff, 2016; Hahn et al,
2015; Hahn & Tampe, 2021; Landrum, 2018). According
to Hahn et al (2015), the paradoxical perspective on
sustainability suggests that organizations must accept
and manage the inherent tensions among the different
aspects of corporate sustainability, even when they ap-
pear contradictory. This approach emphasizes the need
for integrating the economic, environmental, and social
dimensions, ensuring that one is not prioritized at the
expense of the others (Hahn et al, 2015).

Dyllick and Muff (2016) classify corporate sustain-
ability into three levels: sustainability 1.0, 2.0, and 3.0.
The authors describe sustainability 1.0 as a stage where
organizations adopt sustainable practices primarily to
enhance their corporate image and generate value for
shareholders. In sustainability 2.0, there is an expand-
ed stakeholder perspective, where organizations aim
to balance and create positive impacts across the eco-
nomic, social, and environmental dimensions, applying
management strategies aligned with the triple bottom
line. Sustainability 3.0, according to the authors, involves
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truly sustainable businesses, where companies position
themselves as responsible corporate citizens, creating
value for the common good and transforming sustain-
ability challenges into business opportunities.

Additionally, Landrum (2018) highlights the concept
of weak sustainability, which is based on the premise
that human capital can substitute natural capital, thereby
promoting the idea that economic growth and techno-
logical advancement can compensate for environmen-
tal degradation. In contrast, strong sustainability argues
that natural capital has irreplaceable value, prioritizing
environmental protection (Landrum, 2018).

Hahn and Tampe (2021) discuss regenerative sus-
tainability, which goes beyond merely mitigating the
negative impacts of human activities on the environ-
ment. This approach is based on business practices that
promote ecosystem resilience, adopting a systemic per-
spective that recognizes the interdependence between
the economic, social, and ecological spheres.

Thus, it is evident that the concept of sustainability
continues to evolve and can still be considered as some-
thing related to environmental, social, and governance
(ESG) factors, increasingly becoming central to corpo-
rate decision-making (Durand et al, 2019), and a growing
concern for numerous institutional and private investors
(lazzolino et al, 2023). As companies place increasing
importance on ESG, a shift in value creation perspec-
tives is observed, where organizations aim to generate
sustainable long-term value for shareholders and stake-
holders (Serban et al, 2022; Taliento et al, 2019). In this
context, the literature shows that ESG is being used as a
signal by organizations to demonstrate their commit-
ment to these behaviors to the market (Barbosa & Klann,
2023; Connelly et al, 2011; Uyar et al, 2020).

The role of investment in socially responsible prac-
tices within the financial market has been gaining prom-
inence (Velte, 2019), as the literature suggests that such
Investments can generate superior financial returns for
shareholders (Moskowitz, 1972). Beyond financial re-
turms, the engagement in ESG practices aims to create
positive impacts on society and the world. Consequently,
numerous companies have gradually begun to volun-
tarily declare their commitment to these practices, mak-
Ing the investment relevant (Daugaard, 2020). In this
context, it is noteworthy that organizations voluntarily
adopt ESG practices in response to pressures exerted by
stakeholders, such as regulatory bodies, environmental-
ists, creditors, and the media, which are identified as the
main influencers of voluntary disclosure (Ali et al, 2017).

Rezaee et al (2020) emphasize that there are nu-
merous reasons why organizations commit to disclos-
Ing their superior performance in ESG practices, such
as building better relationships with their stakehold-

ers and enhancing their brand reputation. As a result,
these organizations tend to have higher quality eam-
ings. Additionally, the literature suggests that voluntary
disclosure practices can be influenced by the cultural
environment in which companies operate, along with
corporate governance practices, ownership structure,
and the individual characteristics of the company, board
members, and managers (Jia & L1, 2021). The existence
of these factors is one reason that may explain the varia-
tions in findings in the literature regarding ESG practices
and organizational financial performance (Gregory et al,
2014).

Due to the emphasis on the financial returns of ESG
practices, numerous studies have sought to investigate
the existence of a positive relationship between ESG
performance and the financial performance of organi-
zations (Dhaliwal et al, 2011; El Ghoul et al, 2011; Ng &
Rezaee, 2015; Peng & Isa, 2020; Velte, 2017). Velte (2017)
found that both the unified value and the individual
pillars of ESG performance positively influenced the fi-
nancial performance of German companies, measured
by return on assets and Tobin's Q. In an emerging mar-
ket context, Salehi et al. (2018) examined this same re-
lationship and their findings indicated positive returns
for companies listed on the Tehran Stock Exchange. A
common point in the findings of these studies is that
engagement in ESG practices has significant effects in
the financial market.

These findings suggest that high ESG performance
demonstrates an organization's commitment to such
practices. This underscores the importance of further in-
vestigating their potential effects in the capital markets.
As a result, there is a growing body of research examin-
Ing these practices and their impact on the relevance of
companies’ accounting information (Alipour et al, 2019;
Cordazzo et al, 2020; Jia & Li, 2021; Rezaee et al, 2020).

Although the literature provides evidence on the
relevance of ESG information (Jia & Li, 2021), there is a
significant portion of divergent results regarding the rel-
evance of ESG information in the financial market con-
text. Observing Iranian companies, Alipour et al. (2019)
found that the environmental disclosure of these com-
panies did not significantly influence the persistence
of their earnings. The same was identified in the Italian

context, where Cordazzo et al. (2020) observed that
ESG-related information was not relevant to the market.
On the other hand, there is evidence showing a posi-
tive relationship between ESG performance and high-
er-quality earmings, with organizations presenting more
persistent profits (Jia & Li, 2021).

Thus, investigating the effects of ESG disclosure in
different countries must also consider the impact of na-
tional contextual factors, particularly regarding changes
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In the concerns of specific stakeholders who may exert
varying pressures, thereby influencing companies’ en-
gagement in these practices (Ali et al, 2017). Moreover,
the inconclusive evidence in the literature highlights the
Importance of continuing to investigate the relevance of
ESG performance, especially when considering diverse
contexts, such as those of the G20 countries.

Based on the discussion presented and despite the
empirical evidence showing some divergence regarding
the relevance of these information for the market, part
of the literature has supported a positive relationship
between ESG performance and organizational perfor-
mance (Alipour et al, 2019; Cordazzo et al, 2020; Jia &
Li, 2021; Rezaee et al, 2020), as it improves reputation
(Melewar et al, 2017), reduces the cost of equity capital
(Dhaliwal et al, 2011), and results in a higher expected
growth rate in abnormal earnings (Gregory et al, 2014).
From the perspective that ESG performance maximiz-
es value for stakeholders and that the market views this
positively, the following hypothesis is proposed:

H1: ESG performance is positively related to the rel-
evance of accounting information disclosed by G20
companies.

If H1 is not rejected, it can be inferred that ESG per-
formance is relevant information for market participants,
as it is reflected in the market performance of organiza-
tions located in G20 countries. This would suggest that
ESG information is considered by investors and analysts
In their decision-making models regarding the buying
and selling of equity stakes.

As mentioned earlier, the level of engagement in so-
cially responsible behaviors can be influenced by nu-
merous factors, which can, in turn, affect its relevance to
the market. Studies suggest, for example, that the politi-
cal environment and corruption can impact the quality
of accounting information (Martinez-Ferrero & Garcia-
Sanchez, 2015; Garcla-Sanchez & Garcla-Meca, 2017;
Hossain & Kryzanowski, 2021). In this sense, the engage-
ment in ESG practices signaled by organizations to their
stakeholders may be undermined in environments with
high levels of corruption, and thus the relevance of such
Information tends to decrease.

According to Bao and Lewellyn (2017), corruption
1s embedded in the beliefs of society and, as such, im-
pacts the social and economic daily life of individuals.
Thus, the level of corruption in each country can be a
factor influencing the discretionary practices of manag-
ers (Bao & Lewellyn, 2017). Moreover, the presence of
widespread corruption in society leads individuals to be
less likely to restrict behaviors considered unethical or
questionable (Bao & Lewellyn, 2017), and they tend to

) SR

prioritize self-interest over the collective good (Judge et
al, 2008).

The literature demonstrates that corruption has direct
effects on increasing carbon emissions (Ren et al, 2021),
reduces ecological efficiency (Wang et al, 2020), and af-
fects social norms and values, thereby positioning cor-
ruption, in part, as a cultural phenomenon (Barr & Serra,
2010; Hoang, 2022; Villoria et al,, 2013). Additionally, high
levels of corruption impact organizations by acting as a
barrier to corporate investment in environmental pro-
tection (Yang et al, 2021) and preventing organizations
from engaging in actions for social good (Ucar & Staer,
2020). Corruption also encourages tax evasion (Villoria
et al, 2013) and reduces corporate transparency (Dass
et al, 2016).

The findings of Baldini et al. (2018), obtained from the
period of 2005 to 2012, demonstrate that country-level
characteristics, such as the political system, consider-
Ing its legal structure and levels of corruption, as well as
labor and cultural systems, significantly affect the level
of engagement in ESG practices of the organizations
analyzed. However, their evidence points to a hetero-
geneous impact, as there are reductions or increases
in ESG disclosure levels, as well as different impacts on
each of its pillars.

Hoang (2022) investigated the impacts of political
corruption and carbon risk on ESG information disclo-
sure. Using a sample of companies listed in the United
States and state-level corruption data from 2005 to
2018, his findings demonstrate that political corruption
affects the disclosure of ESG information. Additionally,
his evidence suggests that highly polluting companies
benefit from high-corruption environments and are less
likely to voluntarily disclose information related to their
ESG performance compared to those with lower pollu-
tion levels.

Based on the presented context, it is evident that or-
ganizations tend to have lower ESG performance levels
when located in countries with higher degrees of cor-
ruption. Therefore, to contribute to the findings related
to this topic, as well as those involving the quality of ac-
counting information, the present study proposes the
following research hypothesis:

H2: The positive relationship between ESG perfor-
mance and the relevance of companies” accounting
information is weakened by the level of corruption
in G20 countries.

If H2 is not rejected, it can be inferred that high levels
of corruption reduce the ESG performance of organiza-
tions, thereby diminishing the relevance of such infor-
mation for market participants.

BAR, Braz. Adm. Rev., 21(3), 240016, 2024. ﬂ
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METHODOLOGICAL PROCEDURES

The study population comprised all companies locat-
ed in the countries that make up the G20, as these
countries are considered economically representative.
Additionally, the inclusion of the nearly 40 countries
In this group is relevant for analyzing distinctions in
corruption levels. The sample consists of companies
available in the Refinitiv Eilkon® database during the
collection period, which have all the necessary infor-
mation for calculating financial variables. The analysis
period covers the years 2013 to 2021, due to the limit-
ed availability of ESG information before 2013.

Additionally, companies located in countries con-
sidered less representative, with fewer than 50 com-
panies, were excluded, as well as those in the financial
sector due to their specific characteristics regarding
accounting standards. The final sample consisted of
19,077 companies (171,693 observations), located in 31
countries and belonging to 10 sectors, classified ac-
cording to the Global Industry Classification Standard
(GICS). Table 1 presents the study sample by country
(Panel A) and by economic sector (Panel B).

[tisnoteworthy thatamong the countries inthe sam-
ple, Japan has the largest number of companies (2,933),
representing 15.37% of the total sample, followed by
the United States (2,850) and China (2,697), represent-
ing 1494% and 14.14%, respectively. Regarding eco-
nomic sectors, the energy sector accounts for more
than 20% of the total sample (3,912), followed by the
Consumer discretionary and real estate sectors, repre-
senting 18.08% and 14.91%, respectively.

Table 2 presents the research construct, which in-
cludes the description of the variables used, their mea-
surement methods, and the authors who previously
utilized them. The information related to the unified
ESG score, as well as its individual pillars, and the fi-
nancial data were collected from the Refinitiv Eikon®
database.

The relevance of accounting information is defined
asthe ability to capture information that affects the value
of an organization (Francis & Schipper, 1999). This study
utilizes the model of Cormier and Magnan (2016), which
considers the market value of shares divided by their
book value as the dependent variable. To explain value
relevance, the authors consider equity per share (EPS)
and return on equity (ROE). Therefore, the market-
to-book (MTB) ratio is used as a reference in market
valuation.

Table 1. Research sample.

Panel A: Companies by country

Countries Companies %
South Africa 147 0.77
Germany 421 2.21
Saudi Arabia 107 0.56
Argentina 51 0.27
Australia 1,056 5.54
Belgium 87 0.46
Brazil 216 113
Bulgaria 84 0.44
Canada 1,688 8.85
China 2,697 14.14
Cyprus 51 0.27
South Korea 1,434 7.52
Denmark 85 0.45
Spain 93 0.49
USA 2,850 14.94
Finland 88 046
France 424 2.22
Greece 132 0.69
Holland 70 0.37
India 1,963 10.29
Indonesia 352 1.85
Ireland 60 0.31
Italy 140 0.73
Japan 2,933 15.37
Mexico 82 043
Poland 286 1.50
United Kingdom 694 3.64
Romania 58 0.30
Russia 160 0.84
Sweden 296 1.55
Turkey 272 143
Total 19,077 100
Panel B: Companies by economic sector classified by GICS

Sector Companies %
Basic Consumption 909 476
Discretionary Consumption 3,450 18.08
Energy 3,912 20.51
Real Estate 2,844 1491
Industrial 1,310 6.87
Materials 1,735 9.09
Health 2,485 13.03
Telecommunications Services 901 472
Public Utility Services 477 2.50
Information Technology 1,054 5.52
Total 19,077 100

Note. ESG: environmental, social, and governance; GICS: Global Industry
Classification Standard. Source: Research data.

For the ESG scores, a set of ten categories forming the
three individual pillars as well as the unified ESG score
were considered. According to the Refinitiv Elkon® da-
tabase report published in February 2021, the unified
ESG score is calculated by capturing and computing
over 450 ESG measures available at the company level.
From these, a subset of the 186 most comparable and
material measures in each sector is formed for the over-
all company assessment. The ESG score corresponds to
the sum of the relative weights of each category, nor-
malized to percentages ranging from 0O to 100. In addi-
tion to the unified ESG score, the individual scores for
each dimension were also considered in sensitivity tests.
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Table 2. Construct for unexpected ESG performance.

Variables

Description and operationalization

Authors

Dependent variable

Market-to-Book (MTB,)

Market value of equity divided by the book value of equity for company i in period t.

Cormier and Magnan (2016)

Independent variables

EPS 1 divided by the equity per share of company i in period t.

Return on Equity (ROE

Cormier and Magnan (2016)

Net income divided by the total equity of company i in period t.

Envir_Score

sedel e its employees, consumers, and the public.

Cove seele shareholder interest.

Evaluates the impact of a company on environmental ecologies.

Evaluates a company'’s ability to build healthy relationships with

Score from 0 to 100: the more

Measures a company's governance actions to create long-term jtems companies disclose, the & o9 2nd Isa (2020); Jia and

closer their score will be to 100. Li{2021)

Measures the environmental, social, and governance perfor-
ESG Performance (ESG,) mance and effectiveness of a company, based on data provided

by the organizations themselves.

Corruption Perceptions
Index (CPI,)

Corruption level in each country for company i in period t.

Scale from 0 to 100: where O
represents highly corrupt and 100
represents ‘very clean.’

Lourengo et al. (2018)

Control variables

Sector (SETOR_EF)
Year (ANO_EF)
Country (PAIS_EF)

Company's main activity.
Analysis period from 2013 to 2021.
Country in which the company is located.

GICS sector code.
Soschinski et al. (2021)
Year dummy.

Prior et al. (2008)

Note. ESG: environmental, social, and governance; EF: fixed effect. Source: Research data.

The level of corruption in each country was consid-
ered as the moderating variable. To measure this vari-
able, the Corruption Perceptions Index (CPI) available
on the Transparency International website was used,
as previously utilized in the research by Lourenco et al.
(2018). This index ranks 180 countries and territories by
their perceived levels of corruption, according to ex-
perts and businesspeople. To facilitate the interpreta-
tion of the results, the provided index was transformed
into a dummy variable, with companies below the me-
dian (with higher corruption levels) assigned a value of
1, and O for the others.

For the data analysis, the variables were first win-
sorized at the 5% level Then, the Shapiro-Francia nor-
mality test was conducted, which showed that the re-
siduals are not normal (Z = 31.398; z < 0.000). However,
the normality assumption of multiple linear regression

(ordinary least squares — OLS) was relaxed by consid-
ering the central limit theorem, as this assumption is
typically restricted to samples with fewer than 100 ob-
servations (Gujarati, 2006; Stevenson, 1981). To meet
the proposed objective, OLS regressions with robust
standard errors and fixed effects controls by sector and
year were operationalized. The use of robust regres-
sions is justified by the White test, which was significant
(P =20724; p < 0.000), indicating the presence of het-
eroscedasticity. Additionally, the Variance inflation fac-
tor (VIF) and Durbin-Watson tests were conducted to
check for multicollinearity and autocorrelation issues,
respectively, and indicated that none of these problems
were present in the analyzed data. The VIF and Durbin-
Watson test values for each analysis model are present-
ed in the respective result tables. The empirical models
are presented in Equations 1 and 2:

MTBjt = ag + B1EPSit + B2ROE; + B3ESGi + B4 (ESG * EPS) ;1 +5(ESG * ROE)it+z SETOR_EF; + Z ANO_EF; + Z EF _paisj + &;¢ (1)

MTB;;

= ag + P1EPS;t + B2ROE; + B3ESGy + B4CPIyr + Bs (ESG * EPS) i+ Bs(ESG * ROE) 1+ B7(ESG * CPI) i1+ Bg(CPI * PA)j+ Po(CPI * ROE);1+B10(CPI x PA * ESG);¢

+ P11(CPI * ROE * ESG);, + Z EFsetory + Z EFgnoy + z EF _paisy + &

In general, a positive and significant coefficient for
B4 and B5 in Equation 1 supports a positive relationship
between companies’ ESG performance and value rele-
vance, as measured by the MTB of the analyzed com-
panies. This finding would indicate that engagement in
ESG practices has positive effects on the companies’

) SR

MTB and thus is considered relevant information for
the financial market.

Furthermore, a negative and significant coefficient
for 10 and B11 in Equation 2 is expected, which would
indicate that more corrupt countries weaken the pos-
itive relationship between ESG performance and eg-
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uity and earnings information, thereby reducing the
relevance of accounting information for companies
engaged in ESG practices. This would make it clear
that external factors, such as the corruption levels of
each country, moderate the existing relationship be-
tween MTB and the ESG performance of the analyzed
organizations. In addition to the main tests, sensitivi-
ty tests were conducted, for which the individual ESG
pillar scores were included in the empirical models
presented.

ANALYSIS AND DISCUSSION OF RESULTS
Table 3 presents the descriptive analysis of the vari-
ables. Panel A includes all companies in the sample,
while Panels B and C show companies that do and do
not have ESG scores, respectively. The results shown
in Panel A demonstrate that, on average, the analyzed
companies have negative returns on equity (ROE).
Regarding ESG performance, it is noteworthy that the

Table 3. Descriptive statistics of the variables.

number of companies engaged in such practices in-
creased significantly during the period analyzed in this
study (from 1,972 in 2013 to 4,829 in 2021 — data not
tabulated).

The Mann-Whitney test was conducted to verify
significant differences between the groups in Panels
B and C. The test highlighted that, on average, com-
panies engaged in ESG practices have a market value
(MTB) approximately twice as high as their book equity.
Additionally, it was observed that companies with ESG
performance have a positive retumn on equity (ROE),
with the findings indicating that these companies are
generating, on average, a 5.9% profit relative to the cap-
ital invested.

Regarding corruption scores, there is a significant
difference in these scores between companies with
and without an ESG score (Panels B and C, respective-
ly). On average, companies engaged in ESG practices
are located in countries with lower levels of corruption.

Panel A — Total Sample

Variable Mean Standard deviation 25t percentile Median 75t" percentile
MTB 1799 2.333 0404 0.874 2.019
EPS 1114 2.516 0.023 0.127 0.698
ROE -0.009 0.313 -0.035 0.056 0.129
ESG 7.296 18.540 0 0 0
Envir_Score 5.861 17.687 0 0 0
Social_Score 7475 19.505 0 0 0
Gover_Score 8.334 20.839 0 0 0
CPI 61.732 17.049 41 70 76
Panel B — Companies with ESG score
Variable Mean Standard deviation 25t percentile Median 75t percentile
MTB 1.755%** 2.001 0.537 1.027 2.096
EPS 0.292*** 1114 0.013 0.038 0.149
ROE 0.059*** 0.260 0.019 0.097 0.175
ESG 44472 2.,020 27.374 43.018 61.020
Envir_Score 35.727 28.980 7111 32.757 60446
Social_Score 45.559 24.162 25.846 45.524 64.830
Gover_Score 50.794 22.141 33.219 51.518 68.716
CPI 66.137*** 15.139 58 71 77
Panel C — Companies without ESG score
Variable Standard deviation 25 percentile Median 75t" percentile
MTB 1.807*** 2.392 0.383 0.841 2.001
EPS 1.275%** 2.678 0.029 0.176 0.872
ROE -0.022*** 0.321 -0.049 0.049 0.118
ESG - - - - -
Envir_Score = = ® = =
Social_Score - - - - -
Gover_Score - - - - -
CPI 60.867 17.267 41 69 75

Note. MTB = market-to-book; EPS = 1 divided by equity per share; ROE = return on equity; ESG = unified ESG score; Envir_Score = environmental pillar score;
Social_Score = social pillar score; Gover_Score = governance pillar score; CPI = corruption level in each country. Mann-Whitney test significance levels: * p < 0.10;

**p < 0.05; *** p < 0.01. Source: Research data.

The Pearson correlation matrix presented in Table
4 preliminarily indicates that the relevance of account-
Ing information for G20 companies, measured by their
market-to-book (MTB) ratio, is positively correlated, at
the 5% level, with equity (E). However, when observing

BAR, Braz. Adm. Rev., 21(3), 240016, 2024.

the return on equity (ROE), there is a significant negative
correlation with the MTB of the analyzed companies.
Furthermore, it is noteworthy that the unified and
individual ESG scores are negatively and significantly
correlated with the MTB of the analyzed companies.
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This suggests that, in the context studied, socially re-
sponsible behaviors may not be recognized by the fi-
nancial market. However, there is a positive and signifi-
cant relationship between these practices and the ROE
of these companies, indicating that companies with
high ESG performance have a higher return on equity.

Regarding the levels of corruption, it is noteworthy
that this indicator (CPI) shows negative and signifi-

Table 4. Pearson correlation.

Variables MTB EPS :{e]3
MTB 1
EPS 0.184* 1
ROE -0.032* -0.369* 1
ESG -0.024* -0.140* 0.106*
Envir_Score -0.044* -0.122* 0.102*
Social_Score -0.016* -0.136* 0.101*
Gover_Score -0.021* -0.138* 0.099*
CPI -0.094* -0.024* -0.111*

0.977*

-0.029*

cant relationships with the other variables considered
in this study. Based on this finding, it can be inferred
that among the analyzed companies, those located in
countries with higher levels of corruption present ac-
counting information that is less relevant to the market
(MTB), as well as lower levels of engagement in ESG

practices.
Envir_Score Social_Score Gover_Score CPI
0.932* 1
0.901* 1
0.787* 0.867* 1
-0.023* -0.034* -0.024* 1

Note. MTB = market-to-book; EPS = 1 divided by equity per share; ROE = return on equity; ESG = unified ESG score; Envir_Score = Environmental pillar score;
Social_Score = Social pillar score; Gover_Score = Governance pillar score; CPI = corruption level in each country; * significant at the 5% level. Source: Research data.

Table 5 presents the results of the effects of ESG
performance on the relevance of accounting infor-
mation for G20 companies, using the Cormier and
Magnan (2016) model. Based on the data presented, it
s observed that the model has an explanatory power
of 20.26%, with significance at the 1% level. Additionally,

1t i1s noteworthy that the explanatory variables for the
relevance of accounting information, namely EPS (1/
equity per share) and ROE (return on equity), were pos-
ltive and significant at the 1% level. Thus, it can be in-
ferred that these pieces of information are relevant to
the financial markets of G20 countries.

Table 5. Relationship between ESG performance and value relevance.

Dependent variable: Market-to-book

Variables

t statistics

Coefficient
Constant 0.341
EPS 0.189***
ROE 0.853***
ESG -0.007***
ESG*EPS 0.003***
ESG*ROE 0.012***

FE sector, year, and country
Observations no.

Model sig.

RZ

Adjusted R?

Durbin-Watson

7.29 -
5144 1.69
30.58 1.39
-2549 142

6.49 1.09

9.20 1.25

Yes

171,693
0.000
20.26%
20.24%
1.880

Joint F test

Sector
Year
Country

1,078.60***
245.55%**
598.96***

Note. OLS regression with robust standard errors and fixed effects control for sector, year, and country. VIF = variance inflation factor; EPS = 1 divided by equity per
share; ROE = return on equity; ESG = unified ESG score. *** significance at the 1% level; ** 5%; * 10%. Value relevance model by Cormier, D. & Magnan, M. L. (2016).
The advent of IFRS in Canada: incidence on value relevance. Journal of International Accounting Research, 15(3), 113-130. https://doi.org/10.2308/jiar-51404.

Source: Research data.

Regarding the information related to ESG perfor-
mance, the findings indicate a negative and significant
relationship, at the 1% level, between the unified ESG
score and the market value of the analyzed companies.
Based on this finding, it can be inferred that the finan-

) SR

cial market does not perceive ESG practices in isolation
as a relevant factor, or it may even have the opposite
effect to what is expected. However, when observing
the effects of these practices on MTB when interacting
with its explanatory variables (EPS and ROE), a positive
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and significant relationship is noted in both cases. Thus,
it can be inferred that stakeholders perceive the equity
and profitability accounting information of companies
engaged in ESG practices as more relevant for their
decision-making.

Table 6 presents the results of the moderating effect
of corruption levels on the relationship between ESG
performance and the relevance of accounting informa-
tion. Similar to the previous model, a significance level of
1% is noted, along with an explanatory power of 20.53%.

Table 6. Moderating effect of corruption levels on the value relevance of ESG performance.

Dependent variable: Market-to-book

Variables - L.
Coefficient t statistics

Constant 0.362 6.59 -
EPS 0.204*** 4043 2.88
ROE 0.799*** 20.85 2.25
ESG -0.012%** -3143 2.57
CPI -0.190*** -5.12 9.08
ESG*EPS 0.002** 2.21 3.93
ESG*ROE 0.012*** 7.20 2.39
ESG*CPI 0.010%** 1840 2.82
CPI*EPS -0.049*** -6.73 3.07
CPI*ROE 0.249*** 4.66 196
CPI*EPS*ESG 0.000 0.68 3.99
CPI*ROE*ESG -0.003 -148 240
FE sector, year, and country Yes
Observations no. 171,693
Model sig. 0.000***
R? 20.53%
Adjusted R? 20.51%
Durbin-Watson 1.881

Joint F test

Sector 1,065.69***
Year 243.16%**
Country 513.66***

Note. OLS regression with robust standard errors and fixed effects control for sector, year, and country. VIF = variance inflation factor; EPS = 1 divided by equity
per share; ROE = return on equity; ESG = unified ESG score; CPI = corruption level in each country. *** significance at the 1% level; ** 5%; * 10%. Value relevance
model by Cormier, D. & Magnan, M. L. (2016). The advent of IFRS in Canada: Incidence on value relevance. Journal of International Accounting Research, 15(3),

113-130. hitps://doLorg/10.2308/jiar-51404. Source: Research data.

Based on the findings in Table 6, it is observed that
the level of corruption (CPI) has a negative and signif-
icant relationship with the market value of the ana-
lyzed organizations at the 1% level. This result suggests
that among the companies analyzed, those located in
countries with higher levels of corruption have a lower
market value. Additionally, the interaction between the
level of corruption and the equity of the organizations
(CPI*EPS) shows that a high level of corruption reduces
the relevance of the book equity value per share.

When examining the findings related to ESG practic-
es, it is noteworthy that, as in the first model analyzed
(Table 5), such engagement, when considered in isola-
tion, does not have relevance for the financial market
of G20 countries, or at least it does not contribute to an
Increase in the market value of companies as expect-
ed. However, when ESG performance interacts with the
corruption level of these countries (ESG*CPI), a positive
and significant relationship at the 1% level was found.

10 BAR, Braz. Adm. Rev., 21(3), 240016, 2024.

These results may suggest that engagement in socially
responsible behaviors becomes relevant to the finan-
cial market when companies operate in a context with
high levels of corruption.

However, the coefficients of interest related to the
moderating effect of corruption levels on the relation-
ship between ESG performance (CPI*EPS*ESG and
CPI*ROE*ESG) did not present significant results for the
context analyzed.

To reinforce the results previously found, two sensi-
tivity tests were conducted, considering the ESG pillars
separately. First, the relationship between these pillars
and the relevance of accounting information for G20
companies was analyzed (Table 7). Subsequently, the
moderating effect of corruption levels on the relation-
ship between each of the ESG pillars and the relevance
of accounting information for the countries analyzed
was examined (Table 8).
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Based on the findings in Table 7, it is first possible to
observe that, consistent with the results in Table 5, the

it can be inferred that, in addition to unified ESG per-

formance, engagement in each of its individual pillars

individual scores of the ESG pillars also have a negative
relevance for the financial market in the analyzed sam-
ple. However, when considering the effects of the in-
dividual performance of each pillar on the relevance of
accounting information, a positive and significant rela-
tionship is noted, similar to the main analysis. Therefore,

contributes to increasing the relevance of accounting
information for G20 companies. These findings align
with previous studies (Jia & Li, 2021; Peng & Isa, 2020;
Velte, 2017), as they suggest that practices measured for
each of the ESG dimensions add value to organizations.

Table 7. Sensitivity test — Relationship between the E, S, and G pillars in value relevance.

Dependent variable: Market-to-book

Variables ) i
Envir_Score Social_Score Gover_Score

Constant 0.330 0.300 0.364
EPS 0.191*** 0.191*** 0.188***
ROE 0.853*** 0.858%*** 0.864***
Score -0.007*** -0.006*** -0.007***
Score*EPS 0.002%** 0.002*** 0.002%**
Score*ROE 0.016*** 0.009*** 0.009***
FE sector, year and country Yes Yes Yes
Model sig. 0.000*** 0.000*** 0.000***
R? 20.26% 20.18% 20.30%
Adjusted R? 20.24% 20.16% 20.28%
Maximum VIF 1.38 168 1.69
Durbin-Watson 1.880 1.880 1.881
Observations no. 171,693 171,693 171,693

Joint F test

Sector 1,067.62*** 1,087.67*** 1,072.18***
Year 245.92%** 243.83*** 245.59%**
Country 607.80*** 598.28*** 593.73***

Note. OLS regression with robust standard errors and fixed effects control for sector, year, and country. VIF = variance inflation factor; EPS = 1 divided by equity per
share; ROE = return on equity; Envir_Score = environmental pillar score; Social_Score = social pillar score; Gover_Score = governance pillar score; CPI = corruption
level in each country. *** significance at the 1% level; ** 5%; * 10%. Value relevance model by Cormier, D. & Magnan, M. L. (2016). The advent of IFRS in Canada:

incidence on value relevance. Journal of International Accounting Research, 15(3), 113-130. https://doi.org/10.2308/jiar-51404. Source: Research data.

Considering the findings from the main analysis
(Table 5) as well as the sensitivity test (Table 7), it was
determined that engagement in ESG practices, mea-
sured both in a unified manner and by individual pillars,
contributes to the relevance of accounting information
for companies located in G20 countries. Therefore, hy-
pothesis H1 cannot be rejected.

Previous literature has highlighted that stakehold-
ers perceive potential long-term benefits from organi-
zations' engagement in socially responsible practices
(Dhaliwal et al, 2011; El Ghoul et al, 2011; Lee & Faff,
2009). The findings of this study, related to the ESG per-
formance of companies in G20 countries, contribute to
the literature by demonstrating an increase in the mar-
ket value of the analyzed organizations as one of these
potential benefits. Additionally, the results suggest that
such disclosures, when made with high quality, can be

) SR

considered a signal of the organization’s transparency,
which is reflected in its market performance.

The findings in Table 8 also reinforce those from
the main analysis (Table 6), where negative relevance
was identified for each of the ESG pillars as well as for
the level of corruption in the analyzed organizations.
However, when these indicators interact with the ex-
planatory variables of accounting information rele-
vance, it is observed that ESG performance, consider-
ing its individual pillars, is positively associated with the
market value of the analyzed sample. Additionally, the
level of corruption has ambiguous effects on the rele-
vance of the information: the higher the level of cor-
ruption, the lower the relevance of the organizations'
equity (CPI*EPS), while there is an inverse effect con-
cerning return on equity (CPI*ROE).
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Table 8. Moderating effect of corruption levels on the value relevance of E, S, and G performance.

Dependent variable: Market-to-book

Social_Score Gover_Score

Variables X
Envir_Score

Constant 0.354
EPS 0.209***
ROE 0.795%**
Score -0.011%**
CPI -0.133%**
Score*EPS 0.002*
Score*ROE 0.015%**
Score*CPI 0.009***
CPI*EPS -0.053%**
CPI*ROE 0.250***
CPI*EPS*score 0.000
CPI*ROE*score -0.001
FE sector and year Yes
Model sig. 0.000***
R? 20.49%
Adjusted R? 20.46%
Maximum VIF 8.37
Durbin-Watson 1.880

Observations no. 171,693

Joint F test

Sector 1,055.89***
Year 246.18***
Country 520.58***

0.332 0.395
0.207*** 0.202***
0.804*** 0.811***
-0.010*** -0.011%**
-0.199%** -0.185%**

0.001* 0.001***
0.009%** 0.008***
0.010*** 0.009***
-0.050*** -0.047%**
0.255%** 0.251%**

0.001 0.000

-0.003 -0.002

Yes Yes
0.000*** 0.000***
20.46% 20.57%
20.43% 20.55%
9.08 9.24
1.880 1.882
171,693 171,693
1,074.02*** 1,058.89***
241.89*** 242.05%**
512.69*** 509.25%**

Note. OLS regression with robust standard errors and fixed effects control for sector, year, and country. VIF = variance inflation factor; EPS = 1 divided by equity
per share; ROE = return on equity; Envir_Score = environmental pillar score; Social_Score = social pillar score; Gover_Score = governance pillar score; CPI =
corruption level in each country. *** significance at the 1% level; ** 5%; * 10%. Value relevance model by Cormier, D. & Magnan, M. L. (2016). The advent of IFRS
in Canada: Incidence on value relevance. Journal of International Accounting Research, 15(3), 113-130. https://doi.org/10.2308/jiar-51404. Source: Research data.

Furthermore, it is observed that the interaction be-
tween corruption levels and the three individual pillars
also has a positive and significant relationship. This
suggests that ESG performance, whether considered
broadly through its unified score or by its individual pil-
lars, 1s relevant to the financial markets of G20 coun-
tries with high levels of corruption. These findings align
with Baldini et al. (2018) and Hoang (2022), as signif-
lcant effects of country-level characteristics, such as
corruption levels, on the engagement in ESG practices
by the analyzed organizations were found. However,
regarding the moderation of corruption levels in the
relationship between the ESG pillars and the relevance
of accounting information, no significant results were
found, leading to the rejection of hypothesis H2.

Based on the literature’s considerations regard-
Ing the impacts of corruption levels on engagement
in ESG practices (Bao & Lewellyn, 2017; Hossain &
Kryzanowski, 2021), this research aimed to analyze
whether factors external to organizations would have
moderating effects on the relationship between ESG
performance and the relevance of accounting informa-
tion. The findings suggest that, in the context analyzed,
there is a preference for addressing collective interest
over individual interest, as companies in highly corrupt
environments tend to be more engaged in ESG practic-
es (ESG*CPI), conflicting with the findings of Judge et
al. (2008). However, this engagement does not appear

12 BAR, Braz. Adm. Rev., 21(3), 240016, 2024.

to be sufficient to cause significant effects on the rele-
vance of accounting information, as measured by the
market value of the companies.

CONCLUDING REMARKS

This study aimed to analyze the moderating effect of
corruption on the relationship between ESG perfor-
mance and the relevance of accounting information
for companies in G20 countries. To achieve this, a de-
scriptive, documentary, and quantitative research was
conducted with a sample of 19,077 companies located
in 31 G20 countries during the years 2013 to 2021, re-
sulting in a total of 171,693 observations.

In the first stage of the analysis, the relationship be-
tween ESG performance and the relevance of account-
Ing information for these organizations was examined.
The analysis indicated that ESG performance on its
own does not hold relevance for the financial markets
of these countries, as it was negatively associated with
the market value of the organizations. However, when
Interacting with indicators such as equity per share and
return on equity, positive relationships with the market
value of these organizations were observed, indicating
that this information is relevant to market stakehold-
ers. Based on the analysis conducted, it is concluded
that ESG performance, whether measured by its uni-
fled score or its individual pillars, contributes to the
relevance of accounting information for companies
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located in G20 countries, leading to the non-rejection
of hypothesis H1. Thus, it can be concluded that ESG
Information, whether environmental-, social-, or gov-
ernance-related, enhances the relevance of account-
Ing information for market participants.

In the second stage, the moderating effect of cor-
ruption levels on the relationship observed in the first
hypothesis of the study was analyzed. The findings
from this analysis indicated that corruption does not
significantly weaken the effects of ESG performance on
the relevance of accounting information, leading to the
rejection of hypothesis H2. These results suggest that,
within the context of the analyzed countries, the level
of corruption does not affect the impact of ESG prac-
tices on the relevance of equity and return on equity
Information for the market.

This study contributes to the literature by providing
evidence on the effects of ESG practices on the rele-
vance of accounting information within a broader con-
text, specifically among G20 countries. Additionally, it
contributes by analyzing the moderating effect of cor-
ruption levels on the relationship between organiza-
tions’ ESG performance and the relevance of their ac-
counting information. By doing so, this research seeks
to expand existing empirical evidence through the
analysis of value creation for shareholders stemming
from socially responsible activities. Furthermore, it adds
value by considering the context in which the analyzed
organizations operate, allowing for an understanding of
the potential effects that a highly corrupt environment
may have on the relevance of ESG practices for finan-
cial market participants.

As practical contributions, this study’s results help
companies understand that ESG practices are relevant
to capital market participants, as they affect market val-
ue and therefore require greater management atten-
tion. The findings have implications for shareholders in
guiding thelr investment decisions, as well as for man-
agers In making decisions regarding ESG information
disclosure. E-Vahdati et al. (2023) emphasize that such
Information can be considered in future investment
decisions by stakeholders, as it may impact sharehold-
er wealth.

Among the limitations of this study, the exclusive
use of the Cormier and Magnan (2016) model to mea-
sure the relevance of accounting information stands
out. As a result, other models available in the literature
may yield different results by capturing the relevance
of this information in the context analyzed in this study:.
Additionally, the measurement of ESG performance us-
Ing the score available in the Refinitiv Elkon® database
may limit the number of observations.

) SR

Considering these limitations, future research could
opt to use other models for measuring the relevance
of accounting information, such as the Francis and
Schipper (1999) model or the Ohlson (1995) model, for
example. Regarding ESG performance, additional mea-
sures could be explored to complement the findings of
this study, given the limited number of companies that
disclose ESG information through the Refinitiv Elkkon®
database. Thus, future studies might address other per-
spectives on ESG practices, such as systemic sustain-
ability, regenerative sustainability, weak or strong sus-
tainability, and the paradoxical approach.

Finally, it is suggested to expand the investigation
of the effects of ESG performance on the relevance of
accounting information across various contexts, as well
as to explore potential moderating effects in this rela-
tionship caused by external factors to organizations,
such as national culture.
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