ARTICLE B v

ESG performance on the value of family firms:
international evidence during Covid-19

Christian Espinosa-Méndez'™, Carlos Maquieira? & José Tomés Arias3

The link between the financial success of family companies during COVID-19 and their
environmental, social, and governance (ESG) performance is examined for the first time in
this research. We have a natural setting in the COVID-19 era to see if the market rewards
family-run firms that integrate social and environmental concerns into their goals during
uncertain times. Since they can enhance their image and reputation, which the market values,
these companies are likely to pursue broader social objectives, such as environmental
improvement (socioemotional wealth perspective); alternatively, managers can act as
stewards of the family's interests by using these initiatives to increase the company's value
(stewardship perspective). However, it is also possible that in this type of companies eco-
nomic interests prevail over social wellness (“amoral familism”). Therefore, family-owned
firms could be reluctant to implement ESG practices unless they yield certain socioemotional
benefits, including enhancing or maintaining their reputation in the public eye. In light of the
above, we use an international display of the 500 biggest family firms in the world from 2015
to 2021. Taking into account an endogenous relationship between ESG performance and
family business value, the study uses generalized moments to construct a dynamic panel
(GMM). The primary conclusion is that there is a positive correlation between corporate
valuation and ESG performance. Nonetheless, it has been noted that the performance of the
companies is negatively impacted during the COVID-19 period. However, for firms with
superior ESG performance, this negative impact did not exist over this period, supporting the
idea that investors view better ESG performance as a prediction of future good stock per-
formance. The results have a variety of implications. To begin with, this study adds to the
body of knowledge on the environmentally friendly and sustainable expansion of family
companies by providing recommendations for investors and businesses to better understand
the influence of ESG on the profitability of family businesses. Furthermore, managers have to
concentrate on enhancing the ESG performance of their organizations as it has the potential
to increase value, draw in investments, encourage sustainability, control risks, affect earnings,
and interact with the ownership structure. Additionally, managers need to consider how
important it is to have a strong ESG performance in order to mitigate the negative effects of
external crises like the COVID-19 epidemic. It's crucial to remember that the precise impact
might change based on the sector and other aspects unique to each company.

A full list of author affiliations appears at the end of the paper.
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Introduction

he COVID-19 period has attracted the attention of

researchers to investigate how companies make different

corporate decisions to increase their value in times of
uncertainty. In this context, ESG initiatives taken by companies can
be interpreted by investors as a signal of the company’s future
performance, which would lead them to prefer to invest in such
companies during peak periods, thus increasing their value. Thus,
in order to further study in this field, scholars have focused espe-
cially on examining the success of companies using ESG principles
throughout this time (Broadstock et al., 2021). Contradictory
conclusions have been drawn from the actual facts on the impact of
ESG performance during the COVID-19 crisis thus far. On the one
hand, a positive relationship between ESG performance and firm
value has been reported (Habib and Mourad, 2023; Albuquerque
et al,, 2020; Garel and Petit-Romec, 2021; Engelhardt et al,, 2021;
Gregory, 2022; Broadstock et al., 2021); on the other hand, other
studies have reported a negative relationship (Demers et al. 2021).
Thus, the contribution of ESG initiatives to firm value creation
remains an unresolved issue in academic research.

In this context, family firms provide a convenient “laboratory” to
study the relationship between ESG performance and their finan-
cial performance, because, on the one hand, it is likely that these
types of firms undertake ESG initiatives because, in line with the
Socio-Emotional Wealth (SEW) perspective, this type of initiative
would enhance the image and reputation of the firm, which would
be valued by investors. In turn, the interests of the managers of
these companies may be aligned with those of the family, thus
acting as guardians of the family’s wealth and incorporating ESG
initiatives to increase the value of these companies (stewardship
perspective). On the other hand, the family’s economic interests
may take precedence over social well-being (“amoral familism”),
and ESG performance would not contribute to the value of this
type of company. A small number of research indicate that family-
owned firms adhere to environmental regulations and outperform
non-family firms in this regard in order to preserve their socio-
emotional riches (Berrone et al., 2010). Family ownership is posi-
tively correlated with the inclination to participate in pollution
prevention and control, according to Agostino and Ruberto (2021),
while Graafland (2020) demonstrates the positive impact of family
ownership on environmental performance. According to a recent
study, there is a statistically substantial and positive correlation
between business value and ESG performance (Espinosa et al,
2023). However, we do not know if in times of uncertainty, as it
has been during the COVID-19 period, the results are maintained
in family businesses. Given the above, this article compromises an
international sample of the world’s 500 largest family firms over
the period 2015-2021. Regarding the methodology, the study
estimates a dynamic panel using the generalized methods of
moments (GMM). The first finding is that ESG performance is
positively associated with company value. Nonetheless, it has been
noted that the performance of the companies is negatively
impacted during the COVID-19 period. However, for firms with
superior ESG performance, this negative impact did not exist over
this period, confirming the idea that investors view better ESG
performance as a sign of future higher stock success.

The remainder of the paper is organized as follows: Section 2
presents the literature review and the hypothses. Section 3
describes the sample and the methodology. Section 4 shows the
empirical results and finally Section 5 presents the conclusions,
limitations and implications of the study for future research.

Literature review
ESG performance and firm value. For years, scholars and busi-
ness researchers have discussed how ESG performance influences
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company value (Adogmus et al. 2022), but they have not been
able to definitively determine how it impacts how an organization
operates. On the one hand, various empirical studies have shown
a positive relationship between ESG performance and the firm’s
value, supporting the idea that social responsible businesses can
better serve stakeholders’ interests and create new possibilities for
increasing growth and improve risk diversification (Fatemi and
Fooladi, 2013). In this line, Wu et al. (2022) find that ESG per-
formance is crucial for enhancing firm value for Chinese manu-
facturing listed enterprises and El Ghoul et al. (2017) discover
that, out of a sample of 53 countries, ESG activities had a positive
effect on business value, especially in nations with less established
financial systems. Chen et al. (2023) found similar results for a
sample of 3332 listed organizations globally spanning the years
2011-2020. However, other research indicates that investors may
penalize the firm because they believe that ESG investments are
expensive (Fatemi et al. 2018). In this sense, Kim and Lyon (2015)
report that companies that disclose environmentally friendly
business activities show negative abnormal returns and Zahid
et al. (2022) report that ESG has a significantly negative effect on
a firm’s financial performance.'

In the debate about the impact of ESG performance on firm
value, the COVID-19 period has provided a natural setting for
researchers to examine whether such initiatives can enhance firm
profits in times of uncertainty. In this context, the literature is
inconclusive as to whether improved ESG performance during
the COVID-19 period has a positive impact on firm financial
performance. On the one hand, Albuquerque et al. (2020) report
that stocks with high ESG ratings outperformed significantly
higher than other stocks during the first quarter of 2020. Garel
and Petit-Romec (2021) show that actions addressing climate
change are mostly responsible for the superior stock returns
experienced by companies with responsible environmental
strategies. High ESG ratings are linked to higher excess returns
in Europe, according to Engelhardt et al. (2021). Habib and
Mourad (2023) discovered that, among a sample of 406 US
enterprises that embraced ESG issues between 2016 and 2020,
those with more advanced ESG practices had superior perfor-
mance metrics. According to Gregory’s (2022) research, non-
financial enterprises that scored well on environmental and
governance standards fared better during the US pandemic.
Broadstock et al. (2021) show that ESG performance is positively
associated with the short-term cumulative returns of
CSI300 stocks around the COVID-19 crisis. Almosh and Khatib
(2023) indicate a positive relationship between financial perfor-
mance and ESG performance throughout this period. Demers
et al. (2021) reveal that ESG ratings did not positively influence
returns during the COVID crisis in the first quarter of 2020,
whereas Hoang et al. (2021) indicate that high ESG ratings are
connected with reduced stock volatility but not greater returns in
European enterprises during the pandemic.

ESG performance and value of family firms. Family businesses
play a significant role in the global economy. According to
Neckebrouck et al. (2018), they employ roughly 60% of the
workforce worldwide and make up over 90% of all businesses
(Aldrich and Cliff, 2003). In terms of revenue, the largest 500
family businesses generated USD 7.28 trillion in 2021, placing
them third only after the economies of the United States
and China.

It is uncertain from a theoretical standpoint if family
businesses are more likely to adopt ESG practices than non-
family businesses. Family businesses are more likely to commit to
environmental protection in order to preserve their family’s
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affective endowment, according to the socioemotional wealth
(SEW) framework. On the one hand, this suggests that family
businesses are more eager to engage in social practices that benefit
external stakeholders in order to gain greater reputational benefits
(Cruz et al. 2014). In turn, stewardship theory suggests that
family managers act as the company’s guardians, promoting long-
term investments and broader societal objectives like environ-
mental enhancement. Therefore, strengthening social binding ties
can make them more inclined to contribute to wider societal
interests through improving environmental and corporate social
responsibility (Graafland, 2020). On the other hand, family-
owned businesses may be reluctant to implement ESG policies if
family economic interests take precedence over social wellbeing (a
phenomenon known as “amoral familism,” Banfield, 1958). This
is unless they stand to gain some sort of socioemotional welfare,
such as the maintenance or enhancement of their public image.
Moreover, a family-centric approach that places a higher priority
on kindness may exacerbate internal family tensions, which might
discourage businesses from making creative and risky invest-
ments like those needed to adopt environmental initiatives (Fan
et al. 2021; Sharma and Sharma, 2011).

According to a number of studies, family firms are more
resilient than nonfamily firms during periods of typical economic
growth (Chrisman et al. 2010; Conz et al. 2020), However, except
from a few single-country studies, the subject of whether a family
firm’s greater capacity to overcome obstacles holds true when
confronted with a global health crisis remains largely unexplored.
According to Amore et al. (2022), family firms performed better
in the market and were more profitable to operate throughout the
pandemic. Carletti et al. (2020) find that distress is more frequent
for small and medium-sized enterprises, for firms with high pre-
COVID-19 leverage, and for firms belonging to the Manufactur-
ing and Wholesale Trading sectors. Miroshnychenko et al. (2024)
have shown that family-owned businesses’ financial performance
during the COVID-19 pandemic was much greater than that of
nonfamily businesses, and Espinosa-Méndez et al. (2023) have
found a positive correlation between the two factors. However, we
are unsure if this relationship will endure over longer periods of
time like COVID-19.

Given the above discussion, it is unclear whether the family
business would have more or less incentive to pursue ESG policies
during COVID-19. First, ESG performance might be positively
related to family firm value during COVID-19. Because the family
is concerned about the welfare of all stakeholders, especially the
financial wealth of the minority shareholders, investors may view
ESG performance as a sign of future stock performance that will
be positive, meaning that family businesses with higher ESG
performance will also have higher firm values. Second, if family
economic interests are at odds with societal welfare during
COVID-19, then ESG performance may have a negative
relationship with family company value. This may occur as a
result of the family protecting its own SEW and looking out for
themselves. Given the foregoing, we investigate the following
alternative hypotheses:

Hypothesis 1a (H1a). ESG performance has a positive effect on
the financial performance of the family firm during the COVID-
19 period.

Hypothesis 1b (H1b). ESG performance has a negative effect
on the financial performance of the family firm during the
COVID-19 period.

Sample and methodology

Sample. We employ an international sample of the 500 largest
family-owned firms worldwide over the period 2015-2021 based
on the Ernest and Young (EY) and University of St. Gallen family

Business index.”We obtain financial and market information and
the environment, social and governance disclosure scores (ESG)
for each firm from Thompson Reuters - Refinitiv Eikon. We
eliminate banking institutions because their accounting practices
differ from those of businesses in other sectors. We do not
consider private family firms, bacause we do not count with their
maket capitalization which is needed to compute the proxy for
Tobin’s Q. Finally, we eliminate those companies for which
financial information does not exist or is inconsistent. The final
sample consists of 274 family firms publicly traded and 1118
firm-year observations. A description of the sample is shown in
Table 1. We can observe that USA (13%), Mexico (10%) and
France (7%) contain the highest number of firm-year
observations.

Methodology. To analyze the relationship between ESG perfor-
mance and family firms’ performance during COVID-19, we
propose the following Equation:
MtoB;, = B, + B,ESG,, + B,COVID,
+B;ESG;, * COVID, + B,Size; , + BsDebt;,
+ B Tang; , + B, Div;, + B;Own;, + fyCash;,
+ BoLawRule; , + B, Corruption,, +y, + ¢

M

Market-to-book ratio (MtoB) serves as the dependent variable,
to measure company performance, which is a Tobin’s Q proxy.
As Kim et al. (2018), we define MtoB as the book value of total
assets minus the book value of equity, plus the market value of
equity, divided by the book value of total assets. MtoB is a variable
that measures firm value based on the market value, which is
related to the present value of the future free cash flow of the
firms. The explanatory variable is the ESG score (ESG). COVID is
a dicotomical variable that takes the value of 1 for the years 2020
and 2021 (COVID-19 pandemic period), and 0 in any other case.
We include a series of control variables that potentially influence
firm value (Core et al. 2006; Bhagat and Bolton, 2019), such as
company size (Size) measured using a logarithm of total sales;
degree of indebtedness (Debt), measured by the ratio of total
indebtedness over total assets; tangibility (Tang), measured by the
ratio between total fixed asset over total assets; Dividends (Div)
measured as dividends paid in cash on total assets minus cash and
short-term investments; Ownership concentration (Own) mea-
sured as the percentage of ownership held by the largest
shareholder; and Cash holdings measured as cash and short-
term investments on total assets. In addition, following Pinheiro
et al. (2023) and Mooneeapen et al. (2022) who claim that each
country’s institutional features have an influence on the ESG
performance, we include the variables of Law Rule of each
country (Civil, Common, Scandinavian and German) and
Corruption Perceptions Index to control for institutional aspects.
We also include dummy variables for every country to control for
country level not captured by the control variables of the model.
For robustness of the results, we use ROA as a second dependent
variable measured as net income over total assets. In addition, we
use DESG as a dichotomical variable that takes the value of 1 if
ESG is greater than zero and 0 in any other case.

Recent studies have revealed endogenous selection issues
between corporate financial performance and sustainability
performance (Soytas et al. 2019). In this context, the environ-
mental, social and governance responsibility investment can be
seen as a strategic decision through which the family business
takes advantage of its specific attributes (FFSA) in the markets
(e.g., reputational benefits) to increase its performance. In this
way, the causal link between ESG performance and financial
performance can occur in two directions, either its FFSA allows

| (2024)11:586 | https://doi.org/10.1057/s41599-024-03074-6 3



ARTICLE

Table 1 Distribution of firm observations. Number of firms in each headquarter.

Country 2015 2016 2017 2018 2019 2020 2021 Total
Australia 2 1 1 1 2 2 1 10
Belgium 7 6 3 5 4 3 4 32
Brazil n 8 8 4 7 4 10 52
Canada 12 8 7 5 10 9 7 58
Chile 6 6 4 3 5 3 2 29
China 8 6 8 3 3 3 1 32
Colombia 0 0 0 1 1 0 0 2
Denmark 1 0 0 1 1 0 1 4
Finland 0 0 1 1 0 0 0 2
France 14 9 14 9 14 n 5 76
Germany 13 12 13 10 13 13 8 82
Greece 1 0 1 0 1 0 1 4
Hong Kong 15 5 n 6 6 n 6 60
India 9 6 6 4 1 5 7 38
Indonesia 3 2 3 3 3 2 2 18
Israel 2 1 2 2 2 2 2 13
Italy 6 3 6 1 5 5 2 28
Japan 3 3 3 3 2 4 3 21
Luxembourg 2 1 2 0 2 1 0 8
Mainland China 1 1 0 0 0 4 5 n
Malaysia 3 1 2 2 2 2 3 15
Mexico 15 8 13 8 12 6 6 68
Netherlands 2 2 3 1 2 0 0 10
Norway 1 0 1 0 0 0 1 3
Philippines 4 2 3 3 4 4 1 21
Portugal 0 1 1 1 1 1 0 5
Russia 6 7 7 1 4 2 7 34
Singapore 1 1 1 2 1 1 1 8
South Africa 1 0 1 0 1 0 0 3
South Korea 5 4 5 3 5 4 0 26
Spain 5 3 3 3 3 4 3 24
Sweden 2 2 3 1 0 3 1 12
Switzerland 6 5 6 6 6 6 4 39
Taiwan 5 1 6 1 5 5 3 26
Thailand 2 1 2 2 2 1 2 12
Turkey 3 1 2 1 1 0 0 8
United Kingdom 2 1 1 1 1 1 1 8
United States 37 32 30 30 27 35 25 216
Total 216 150 183 128 159 157 125 ms

the company to increase its profitability and, with additional
resources, increase investment in environmental, social and
governance responsibility or that its FFSA allows the company
to enter various ESG-intensive markets and, as a result, increase
its profitability. Consequently, it is possible to conclude that there
is an endogenous link between the investment made in
environmental, social, and governance responsibilities and the
improvement in the company’s performance. Given this relation-
ship, we can expect ESG performance to be correlated with the
error term of Eq. (1) and because of this, the estimated
coefficients may present some bias derived from the presence of
endogenous selection problems of the model.

Given the above, we have estimated Eq. (1) using the panel data
methodology. This methodology allows us to control unobser-
vable heterogeneity and endogeneity problems, providing esti-
mators with higher efficiency than other estimation methods
(Arellano, 2003). Specifically, we estimate a dynamic panel using
the generalized methods of moments (GMM) developed by
Arellano and Bond (1991), Arellano and Bover (1995) and
Blundell and Bond (1998). The GMM estimator requires that the
over-identifying restrictions (all chosen instruments) are valid
and that there is no second-order serial correlation in residuals.
The first condition is tested with the Hansen test, while the
second can be verified with Arellano and Bond’s test statistics.

Therefore, the GMM estimator will be consistent even if second-
order autocorrelation (m2) must not be present in the model
(Pervan et al. 2019).

Results

Table 2 reports the main descriptive statistics for the variables
used in the study. The mean (standard deviation) value of MtoB is
1.26 (0.86), the minimum and maximum values are 0.07 and 4.99,
respectively. Turning to the explanatory variables, the mean
(standard deviation) value of the overall ESG score (ESG) is 50.15
(21.51). These results, and those reported for the control vari-
ables, would indicate a high heterogeneity among family firms at
an international level.

In relation to the control variables, the mean (standard
deviation) values of Size, Debt, Tang, Div, Own and Cash: 16.04
(0.99), 0.29 (0.16), 0.62 (0.19), 2.70 (3.39), 0.35 (0.22) and 11.25
(8.90) respectively. Additionally, the results exhibited in Table 2
show a high dispersion in the value of these control variables.

Table 3 shows the correlation matrix. A positive and statisti-
cally significant correlation can be observed between MtoB and
ESG score. Similarly, MtoB is positively and significantly related is
negatively and significantly correlated with Div and Cash. So far,
our results suggest that the ESG performance of family firms is
positively associated with MtoB.
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Table 2 (Include the definition of variables) Descriptive statistics.

ESG High*COVID
Size

Debt

Tang

Div

Own

Cash Holdings
Civil Law
Common Law
Scandinavian Law
German Law
Corruption
Constant
Observations
Number of ct
F-Test

Auto(2)
Hansen-Test
Hansen p-value

0.531** (0.240)
929

253

678.2

0.610

5128

0.401

—0.359*** (0.124)
—0.779 (0.762)
0.700 (0.791)
0.128** (0.052)
—1.267** (0.504)
0.0517*** (0.013)
0.322 (0.668)
0.256 (0.744)
—10.956 (8.581)
0.550 (0.802)
0.287 (0.337)
3.968 (2.474)
825

232

7.4

0.279

25.77

0.638

—0.234*** (0.081)
0.262 (0.572)
0.750* (0.405)
0.021 (0.047)
—1.237*** (0.343)
0.049*** (0.008)
—0.464 (0.514)
—0.488 (0.534)
—0.801 (1.253)
—0.313 (0.542)
0.237 (0.167)
3.009* (1.565)
825

232

153

0.977

35.77

0.618

0.003 (0.208)
—3.221*** (0.958)
—1.090 (1.480)
0.050 (0.088)
—1.048 (0.920)
0.029 (0.020)
0.144 (1.297)
0.408 (1.318)
—0.260 (1.389)
—0.078 (1.481)
—0.129 (0.533)
—0.094 (4.631)
766

214

108.4

0.274

11.99

0.848

Variable Mean Std. Dev. Min Max
MtoB Value of total assets minus the book value of equity, plus the market value of equity, divided by the 1,26 0,86 0,07 4,99
book value of total assets.
ESG Dicotomical variable that takes the value of 1 for the years 2020 and 2021. 5015 2151 112 9282
Size Logarithm of total sales 1604 0,99 1360 2008
Debt Ratio of total indebtedness over total assets 0,29 0,16 0,00 0,98
Tang Ratio between total fixed asset over total assets 0,62 0,99 0,07 0,98
Div Dividends paid in cash on total assets minus cash and short-term investments 2,70 3,39 0,00 3533
Own Percentage of ownership held by the largest shareholder 035 0,22 0,01 0,98
Cash Cash and short-term investments on total assets 1125 8,90 0,00 5625
Law Rule Civil, Common, Scandinavian and German Law.
Corruption  Corruption Perceptions Index
Table 3 Pearson correlation matrix.
MtoB ESG Size Debt Tang Div Own
ESG 0,1581***
Size —0,0479 0,2113***
Debt —0,1509*** 0,0375 0,0728**
Tang —0,1601*** —0,0288 0,0369 0,3222***
Div 0,5143*** 0,1039*** 0,0482 —0,2043*** —0,1371***
Own —0,1396*** —0,1271*** —0,139*** —0,0372 —0,1465*** —0,0288
Cash 0302*** 0,1088*** —0,0971*** —0,2473*** —0,556*** 0,2257*** 0,0802***
Table 4 The relationship between ESG Performance and Family Firm Performance (Market-to-Book).
1 2 3 4 5 6
VARIABLES MtoB MtoB MtoB MtoB MtoB MtoB
ESG 0.194*** (0.069)  0.313** (0.156) 0.234** (0.17) 0.373** (0.173) 0.173** (0.084)
COVID —0.110** (0.056) —1.637 (2.942) —0.367*** (0.106)
ESG*COVID 0.969** (0.437)
ESG High 0.336** (0.142)

—0.263*** (0.087)

0.969** (0.483)
—0.200 (0.457)
0.060** (0.026)
—0.548 (0.445)
—0.003 (0.012)
0.089 (0.183)
0.180 (0.206)
0.319 (0.376)
0.524** (0.239)
—0.033 (0.147)
5.108*** (1.854)
988

239

116.9

0.685

29.02

0.618

0.542*** (0.166)
—0.144** (0.058)
0.274 (0.366)
0.366 (0.394)
0.080*** (0.029)
—0.567** (0.253)
0.037*** (0.006)
—0.009 (0.164)
0.169 (0.183)
0.115 (0.383)
0.256 (0.229)
0.046 (0.123)
1.946** (0.957)
825

232

1371

0.864

52.46

0.270

Standard errors in parentheses.
***p < 0.01, **p<0.05, *p<0.1.

Table 4 reports the results of the estimations of Eq. (1) using the
market-to-book ratio as a measure of the firm’s performance. Col-
umn 1 reports a positive and statistically significant association
between ESG overall score and family firm’s performance
(ESG = 0.194) when we do not include control variables. When we
include the control variables, column 2, we also find a positive and
statistically significant relationship between ESG overall score and
family firm’s performance (ESG = 0.313). This result supports the
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idea that ESG performance is considered by the family firms as a
mechanism to improve the firm value for all shareholders (Espinosa-
Méndez et al. 2023). The results of this study provide credence to the
hypothesis 1a (Hla) prediction, indicating a positive correlation
between ESG disclosure ratings and family firm value.

Column 3 reports separately on the impact of COVID-19 and
ESG score on the performance of the family business. The ESG
score remains stable at ESG = 0.234, while COVID-19 revealed a
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Table 5 The relationship between ESG Performance and Family Firm Performance (ROA).

ESG High*COVID
Size

Debt

Tang

Div

Own

Cash Holdings
Civil Law
Common Law
Scandinavian Law
German Law
Corruption
Constant
Observations
Number of ct
F-Test

Auto(2)
Hansen-Test

5.168*** (1.319)
901

248

1062

0.987

32.36

0.643

—0.534 (0.448)
—10.669*** (2.437)
0.251 (1.495)
0.797*** (0.096)
0.746 (1.336)
0.052 (0.033)
—0.415 (2.261)
1.285 (2.195)
1117 (3.574)
0.717 (2.476)
—1.961** (0.834)
9.247 (8.545)
760

214

179.4

0.210

40.87

0.432

—0.664 (0.451)
—1.202 (3.080)
3.085 (2.132)
0.654*** (0.138)
2.347 (1.734)
0.065* (0.036)
—0.357 (2.899)
1.247 (2.955)
—27.017 (43.339)
1.076 (3.306)
—0.129 (1.260)
7.388 (11163)
760

214

90.97

0.952

24.74

0.642

0.004 (0.519)
—9.155"** (2.190)
5.851"* (2.286)
0.483** (0.188)
1.657 (1.368)
0.077 (0.053)
—1.307 (2.379)
1.051 (2.318)
—8.201 (25.260)
—0.501 (2.716)
—1.541* (0.870)
8.205 (8.797)
760

214

2451

0.763

26.84

0.804

—0.143 (0.194)
—5.333"* (1.370)
—0.706 (1.242)
1.084*** (0.077)
—0.658 (0.773)
—0.019 (0.024)
0.060 (1.363)
1.545 (1.463)
—0.535 (1.986)
1.216 (1.542)
—2.734*** (0.593)
17.572*** (4.546)
904

221

1811

0.102

33.83

0.288

1 2 3 4 5 6
VARIABLES ROA ROA ROA ROA ROA ROA
ESG 0.708** (0.357)  1.268"* (0.628) 1.377** (0.643) 0.276 (0.816) 0.873** (0.368)
COVID —1.862*** (0.398)  —10.994** (5.083) —1157** (0.561)
ESG*COVID 2.285 (1.296)
ESG High 1.539** (0.736)

1.075** (0.500)
—0.740** (0.345)
—3.120" (1.314)
10.054** (1.647)
0.893*** (0.068)
—2.233** (0.873)
0.099*** (0.024)
—2.708"* (0.790)
—1.977** (0.849)
—4.343 (3.454)
—2.162** (0.999)
—0.232 (0.592)
12.992* (6.620)
825

232

266.1

0.994

56.62

0.136

Hansen p-value

Standard errors in parentheses.
***p<0.01, **p < 0.05, *p<0.1.

decline in the family business’s financial performance at
COVID = —0.110. Both results are statistically significant. The total
effect is shown in column 4, which indicates a positive correlation
between the family firm’s performance throughout the COVID
period and the ESG overall score (ESG*COVID = 0.969). That is,
the negative effect of COVID on the performance of family busi-
nesses is cushioned when they perform better ESG. A dummy
variable for ESG is used in Columns 5; it takes on the value of 1
when the ESG score is higher than the median and 0 otherwise.
This variable is known as ESG High. The results show a positive
and statistically significant relationship between ESG score and
family firm performance (ESG High = 0.336). Thus, the higher the
company’s ESG performance, the higher the family firm’s financial
performance. Finally, in column 6, we examine whether this result
holds during the COVID-19 period. We use the variable ESG
High*COVID and find a positive, statistically significant and larger
effect on the financial performance of the family business (ESG
High = 0.542). The results show that ESG performance may be
positively related to family firm value during COVID-19. Thus,
investors may interpret ESG performance as a signal of positive
future stock performance, and then family firms with higher ESG
performance have higher firm value, which is consistent with the
Socio-Emotional Wealth (SEW) perspective, which suggests that
these types of initiatives would enhance the image and reputation of
the firm, which would be valued by investors. In turn, this is
consistent with the stewardship perspective, where the interests of
the managers of these companies are aligned with those of the
family, thus acting as guardians of the family’s wealth and incor-
porating ESG initiatives to increase the value of these companies.
As robustness of the results, we estimate all models using ROA
as a dependent variable. The results are reported in Table 5. The
results remain unchanged.In addition, we re-estimated the
models (except models 5 and 6 which are similar to those in
Table 3) using a dichotomical variable that takes the value of 1 if
ESG is greater than zero and 0 in any other case (DESG). The
results are reported in Table 6. The results remain unchanged.

6

Conclusions

In this article we investigate the relationship between environ-
mental, social, and governance (ESG) performance and the
financial performance of family businesses during COVID-19
since this period offers us a natural scenario to observe whether
the market values family firms that consider environmental and
social aspects in their objectives in times of uncertainty.

We concentrate on family businesses because it’s probable that
they want to achieve more general societal goals, such environ-
mental enhancement, which may help them build a better
reputation and image, gain market value, and increase in value
(socioemotional wealth perspective). By using these efforts to
raise the company’s worth, managers might also take on the role
of guardians of the family’s interests (stewardship perspective).
However, it’s also likely that in this kind of business, financial
gain takes precedence above social welfare (“amoral familism”).
As a result, the family firm makes a useful “laboratory” for
researching the connection between financial and ESG perfor-
mance. We find that family firms with higher ESG performance
have favorable and statistically significant financial success, which
helps to mitigate the negative impact of COVID for an interna-
tional sample of the 500 largest family firms worldwide over the
period of 2015-2021. This is consistent with the idea that
investors might use ESG performance as a predictor of future
stock performance or as a mean to reduce risk during times of
crisis (Broadstock et al., 2021).

Our article’s findings make many contributions to the financial
literature. First off, to the best of our knowledge, this is the first
piece of writing that looks into the connection between family
companies’ financial results during COVID-19 and their ESG
performance. Second, this study contributes to the body of
information previously available on ESG performance and busi-
ness value by giving new data based on a global sample of notable
family firms. Thirdly, this research contributes to the body of
knowledge on the green and sustainable growth of family firms,
which is consistent with the extended SEW approach and does
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Table 6 The relationship between ESG Performance and Family Firm Performance (DESG) is a dicotomical variable that takes the
value of 1 if ESG is greater than zero and O otherwise.

DESG High*COVID
Size

Debt

Tang

Div

Own

Cash Holdings
Civil Law
Common Law
Scandinavian Law
German Law

—0.030 (0.035)
—0.516** (0.209)
0.148 (0.196)
0.079*** (0.026)
—0.573*** (0.137)
0.017*** (0.005)
0.050 (0.181)
0.224 (0.190)
0.133 (0.298)
0.312 (0.207)

1 2 3 4
VARIABLES MtoB MtoB MtoB MtoB

DESG 0.144** (0.066) 0.092** (0.042) 0.083* (0.050)

CoVvID —0.010 (0.033)

DESG*COVID 0.507*** (0.128)
DESG High

—0.092** (0.041)
—0.192 (0.274)
—0.328 (0.314)
0.111*** (0.012)
—3.200"** (0.35T)
0.021*** (0.006)
—0.157 (0.171)
—0.380* (0.20M)
—0.696 (0.429)
—0.430* (0.228)

0.003 (0.075)
2.353*** (0.613)
—0.311 (0.288)
0.160*** (0.020)
—0.207 (0.163)
0.017*** (0.006)
0.435™* (0.188)
0.567*** (0.200)
0.436 (0.291)
0.916*** (0.226)

Corruption —0.116 (0.095) 0.313** (0.144) 0.087 (0.152)
Constant 1.120*** (0.063) 1.818** (0.728) 2.563** (1.099) —0.779 (1.207)
Observations ms8 988 988 988

Number of ct 259 239 239 239

F-Test 657.7 173.4 126.8 12.4

Auto(2) 0.330 0.426 0.751 0.127
Hansen-Test 6.779 45.09 81.33 33.87

Hansen p-value 0.238 0.468 0.167 0.661

Standard errors in parentheses.
***p<0.01, **p<0.05, *p<0.1.

not conflict with maximizing shareholder wealth. The study
makes recommendations for investors and businesses to help
them understand the impact of ESG on family firms’ perfor-
mance. In adittion, managers should focus on improving their
companies’ ESG performance as it can enhance value, attract
investments, promote sustainability, manage risks, influence
earnings, and interact with the ownership structure.

Our article has some limitations. Firstly, the current study was
limited to a sample of family firms. Future research can expand the
sample or investigate the impact of ESG for samples that include
non-family firms and/or firms belonging to economic groups.
Second, the stakeholder theory was used in this study as a theore-
tical framework for interpreting the findings. In the future, scientists
can investigate other explanations for occurrences, such the agency
theory. Family firms are less efficient than nonfamily firms due to
unique agency costs (Cucculelli et al., 2014). This consideration may
lead to companies with greater agency problems where ESG
initiatives have no impact on performance due to the potential
diversion of resources, which could be viewed by investors as det-
rimental to the company and negatively impact its value. Thirdly,
the study data were collected through Thomson Reuter’s database.
Therefore, in order to determine how comparable the results are
and any potential differences, we ask academics to look into similar
studies utilizing various databases, such as Bloomberg. Additionally,
the time frame might be extended to work on upcoming research
projects. In adittion, approaches like restricted SEW and extended
SEW may offer additional dimensions to look at the relationship
between ESG performance and business value in terms of the
heterogeneity of family firms. Finally, we encourage researchers to
look into nonlinear relationships between ESG performance and
family business performance as they may help to reconcile earlier
findings on the relationship between these variables. This is in line
with the studies of Ldépez-Penabad et al. (2022), who found a
U-shaped relationship between corporate social performance and

efficiency for a sample of 108 European listed banks across 21
countries over the period of 2011-2019.

Data availability
The data that support the findings of this study are available in a
Stata file except for the ESG data which is proprietary to Refinitiv.
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Notes

1 Studies that complement these results are those that do not find a statistically
significant relationship between ESG performance and firm value (Renneboog et al.,
2008a, b; Horvathovd, 2010).

2 https://familybusinessindex.com/
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