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A B S T R A C T   

We study 115 Indian listed companies (ILCs) over the period 2009–2012. The study explicitly connects the Indian 
way of doing business with a broader mission of serving the community by arguing that dividend payout policy 
and signaling via voluntary CSR disclosures are strategic decisions made by the board of directors of ILCs to 
balance the interests of multiple stakeholders. The study finds that signaling via CSR disclosures and dividends 
are complementary means of managing this broader mission of stakeholder relations. The findings in the Indian 
context are similar to the study of European firms by De Villiers et al. (2020) in showing that managers use both 
CSR disclosure and dividends to signal sustainable future performance. Additionally, the results suggest that this 
complementary relation between dividends and CSR disclosures is particularly valued by institutional investors.   

1. Introduction 

The explanation of market reaction to a firm’s dividend policy has 
centered on information issues, such as the opaqueness of its earnings 
and lack of transparency of disclosures. In emerging capital markets, 
these issues are heightened due to the principal-principal agency conflict 
between majority shareholders and minority shareholders (Filatotchev, 
Zhang, & Piesse, 2011; Young, Peng, Ahlstrom, Burton, & Jiang, 2008). 
Family-run business groups make up about 65% of the market capital-
ization of the Indian stock market (Sikka, 2010). Research suggests that 
controlling families make dividend payout decisions based on their own 
interest (Huang, Chen, & Kao, 2012) and family participation in man-
agement affects firms’ performance (Chu, 2011; Young et al., 2008). 
Therefore, CEOs of family-run companies could be effective in managing 
the firm’s external reputation with high sounding disclosures about their 
corporate social responsibility (CSR) activities, while at the same time 
making dividend payout decisions to maximize their firms’ values. 
Alternatively, researchers, such as Dharwadkar, George, and Brandes 
(2000) and Ashwin, Krishnan, and George (2015) argue that the tradi-
tional principal-agent problem is less of a concern as family owners are 
associated with the firm’s senior management or they are themselves 

part of it and can closely monitor the investments. Thus, this view 
suggests that voluntary CSR disclosures are a true reflection of Indian 
listed companies (ILCs) participating in beneficial CSR activities. 

Karnani (2013) argues that with the Indian parliament passing the 
new Companies Bill requiring companies above a certain size to spend at 
least 2% of annual profits on CSR activities, the government has 
implemented mandatory ESG spending for the first time in history. The 
author argues that CSR is fundamentally an inspirational activity, and it 
is difficult to legislate the aspirations of a company’s management. 
Instead, under this law, companies’ boards are likely to classify their 
existing social and philanthropic activities as CSR spending with no real 
change in social welfare. Moreover, Riordan and Williamson (1985, p. 
306) transaction cost theory argues that “board of directors decisions 
arises endogenously, as means by which to safeguard the investments of 
those who face a diffuse but significant risk of expropriation because the 
assets in question are numerous and ill-defined and cannot be protected 
in a well-focused, transaction-specific way.” Thus, a firm’s board of di-
rectors (BoD) is likely to do what is in the company’s long-term interest 
by influencing the amount of earnings distributed as dividends vs. the 
amount of investment in CSR activities. We examine whether the BoD of 
ILCs for reputation management purposes view both dividend payouts 
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and CSR disclosures as interdependent decisions that could make them 
complementary. 

Zerbini (2017) review of CSR research led to suggesting a more 
systematic application of signaling theory to explain firms’ strategic CSR 
initiatives. Specifically, he argues that “CSR initiatives reflect a problem 
of moral hazard internal to the firm, where the managers pursue per-
sonal goals of visibility and reputation at the expense of the share-
holders’ interest (Friedman, 1970). Advocates of CSR challenge this 
criticism by arguing that firms could invest strategically in CSR initia-
tives and derive private benefits (Baron, 2001, p. 1).” He suggests that 
signaling theory can be used to integrate agency theory, stakeholder 
theory, and the resource-based theory views of CSR disclosures. Rele-
vant to our study is his conceptualization that CSR disclosures can be 
viewed as cues that market actors use in the guise of cognitive shortcuts 
to identify and distinguish ethical businesses from unethical firms. Our 
literature review argues that the CEOs of ILCs are masters at signaling 
via CSR disclosures, specifically to convince institutional investors of 
their capabilities of “doing well by doing good.” 

This study examines whether ownership type influences the infor-
mation signal provided by strategic dividend payout policy and CSR 
disclosures, which influences the value of ILCs. Studies have examined 
the effects of dividend payout or CSR disclosures separately on firms’ 
values (Lu & Taylor, 2016; Lys, Naughton, & Wang, 2015), but we are 
not aware of a study that examines their effects together in a developing 
country. Indian CEOs are known to embrace a broader social mission for 
their companies beyond shareholder value maximization (Cappelli, 
Singh, Singh, & Useem, 2015) that could result in dividend signaling and 
signaling via voluntary CSR disclosures to be interdependent strategic 
decisions. Thus, examining whether dividend payouts and CSR disclo-
sures are complements or partial substitutes is an important motive of 
our study. Before the Companies Act of 2013, this study examines 
whether voluntary CSR information disclosers had any signaling prop-
erties beyond that provided by their dividend payout policies that 
affected firm value separately and together. 

Signaling theory can provide a robust theoretical foundation to 
explain the value of CSR disclosures of Asian companies. Hou, Liu, Fan, 
and Wei (2016) suggest that CSR disclosures provide information about 
a firm’s unobserved and intangible attributes that serve to influence 
stakeholders including customers, suppliers, and the government. The 
authors suggest that CSR disclosures help firms obtain a premium from 
stakeholders that make up for the institutional deficiencies in China and 
other East Asian countries. Regarding the dividend policies of ILCs, 
Baker and Kapoor (2015) found that 93% of the respondents agreed that 
a firm’s investment, financing, and dividend decisions are interrelated, 
and 71% of the respondents believe that firms view dividends as a re-
sidual after funding the desired investments from earnings. Addition-
ally, their study showed that Indian investors are conservative and 
prefer a specific dividend stream to uncertain stock price appreciation 
making maintaining the dividend a primary motive of the BoD. 

Gupta, Dogra, Vashisht, and Ghai (2012) studied 28 ILCs with 65 
dividend increases. They found that stock prices did react as expected to 
dividend announcements, and they concluded that dividend an-
nouncements by ILCs do possess signaling properties. Additionally, the 
voluntary CSR disclosures by ILCs could help protect uninformed in-
vestors from informed insider investors, such as promoters1, by 
providing information about investments in CSR activities particularly 
when the BoD view CSR disclosures as a means to manage their firm’s 
reputation while also monitoring the CEOs’ interests of serving all 

stakeholders.1 

Business group affiliated firms possess unique characteristics 
including vertical ties of ownership control, horizontal ties derived from 
cross holdings, interlocking directors, and family and social ties that 
benefit financial performance and growth strategies (Popli, Ladkani, & 
Gaur, 2017; Singh & Delios, 2017). Hegde, Rama, and Viswanatha 
(2020) found that at high levels of ownership concentration in ILCs, the 
positive alignment effects could offset the family entrenchment effects to 
improve firm performance. However, Filatotchev et al. (2011) deter-
mine that family control increases a firm’s opacity that aggravates the 
principal-principal conflict between the family and minority share-
holders. At the same time, the superior monitoring capabilities of 
managerial ownership and family board dominance can improve firm 
value. Zhu, Sun, and Leung (2014) confirm that few studies have 
examined the impact of firm reputation on firm value. Our study con-
tributes to the literature by considering CSR disclosures as a vital 
transmission mechanism for ILCs to influence organizational outcomes, 
such as dividends, due to their combined effects on firm reputation in 
convincing institutional investors. 

According to Lys et al. (2015), firms expecting good future financial 
performance undertake CSR expenditures. Consequently, they suggest 
that CSR information can provide signals about the firm’s prospects and 
refer to this as the CSR signaling hypothesis. Lu and Taylor (2016) 
studied U.S. firms and found that sustainability of CSR performance is 
likely to increase a firm’s financial performance. Prior theoretical ar-
guments explain why investments in CSR activities affect a firm’s divi-
dend policy. Agency theory suggests that when firms have access to 
excess cash, managers are encouraged to overinvest in CSR activities as 
they derive personal benefits from their firm being socially responsible. 
Barnea and Rubin (2010) argue that a high dividend payout helps to 
control the agency problem by reducing the cash available to overinvest 
in CSR activities. In addition, Subramaniam, Doraisingham, and 
Mahenthiran (2016) show the effect of the legitimization of CSR-related 
political activities on the stock market liquidity of Malaysian firms is 
important to institutional investors. Therefore, in contrast to the divi-
dend and CSR signaling theory, the free cash flow agency rationale 
would suggest that dividend payout and investments in CSR activities 
are partial substitutes as both compete for the same pool of resources 
generated from earnings. 

An Indian study by Kanojia and Bhatia (2013) found earnings per 
share increased since 2001, but dividends per share remained the same. 
The largest gap in earnings per share and dividends per share occurred 
in 2011–2012. This divergence gave us the motive for selecting the 
period of our study. Additionally, these authors attribute this divergence 
in earnings and dividends to high degrees of conservatism and prudence 
on the part of the BoD formulating the dividend policies of ILCs. U.S. 
studies have found that insider ownership, debt, and dividend payout 
policies are interrelated with higher insider ownership firms choosing to 
pay lower dividends as the liquidity of shares improves (Bhattacharya, 
2007). Thus, it is crucial to examine whether firm ownership types in-
fluence the BoD behavior on dividend payouts, and whether ILCs use 
CSR disclosures before the law mandated ESG expenditures in 2013 as 
either a complement or a partial substitute to dividend signaling. 

Over four years, from 2009 to 2012, and utilizing a sample of 115 
ILCs, our results find a non-linear relationship between insider owner-
ship levels and firm value. Higher institutional ownership levels are also 
associated with higher firm value. Three other hypotheses supported 
include that higher dividend payouts are positively and significantly 
associated with firm value, dividend payouts interact with CSR disclo-
sures to affect firm value positively, and the channel causing the 
complementarity of dividend signaling and signaling via voluntary CSR 
disclosures is the institutional investors’ investments. Therefore, we 
argue that institutional investors value the signaling properties of divi-
dend payouts and voluntary CSR disclosures that make them comple-
mentary board decisions in ILCs. This study agrees with Karnani (2013) 
and other researchers’ sentiments that legally mandating CSR activities 

1 In ILCs, the word promoter refers to ownership of shares held by individual 
family owners, as well as corporate promoters. Thus, Indian studies include 
shareholding by corporate promoters as family owners, along with their direct 
and indirect ownership, enable them to control firms through intercompany 
cross-holdings and holding companies (Sarkar & Sarkar, 2000; Ashwin et al., 
2015). 
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in less developed countries like India might be a bad proposition.2 

Three contributions are discernable from our study. First, the study 
examines whether there exists a CSR performance link in India that has 
been observed in other emerging economies (Hou et al., 2016). In the 
Indian institutional context, we find that CSR disclosures only indirectly 
affect firm value. Further, when the Indian Companies Act mandates 
investments in CSR after 2013, this study could serve as a foundation to 
explore the influence of insiders on CSR activities after the passage of the 
law. In addition, according to the dividend signaling theory, in countries 
like Taiwan and Chile, when a firm seeks to serve the interest of minority 
shareholders, it does so by smoothing the dividend payout as a per-
centage of its earnings that is also affected by the controlling families’ 
cash flow rights (Huang et al., 2012; Mahenthiran, Cademartori, & 
Gjerde, 2020). Our study indicates that signaling theory can be used as 
an overarching theoretical foundation to explain the value of CSR dis-
closures by ILCs, as was the case in the study of East Asian companies 
(Hou et al., 2016), just as much as dividend signaling has been associ-
ated with firm value (Mahenthiran et al., 2020). This study extends the 
literature on dividends and the voluntary disclosure research links to 
firm value by suggesting that future studies should consider controlling 
for the short-term and long-term effects of CSR activities on firm value. 

Moreover, given that laws are poorly enforced and corporate 
governance mechanisms are weak, investigating the moderating role of 
institutional ownership contributes to understanding why ILCs use both 
dividend and CSR disclosures as complementary signals. Given the 
challenging institutional environment, for the ILCs to sustain firm per-
formance, growth, and dividends, they may need to attract investments 
from institutional investors. Our study highlights how the institutional 
investor can monitor the boards of companies in less developed coun-
tries with weak corporate governance that provides insight into the 
integration of disparate theories used in dividend studies, in the CSR 
literature, and the corporate governance literature. 

2. Literature review and hypotheses development 

Leary and Michaely (2011) studied the dividend behavior of 1574 U. 
S. firms over 20 years and concluded that their findings are consistent 
with the predictions based on the agency cost theory of free cash flow 
that led them to conclude that this theory offered the most promise. This 
theory predicts a positive relationship between dividend smoothing and 
the level of dividend payouts that depends upon the severity of the free 
cash flow agency problem (Mahenthiran et al., 2020). Leary and 
Michaely (2011) findings suggest managers strongly believe the capital 
market puts a premium on the share price of firms with a stable dividend 
payout, and managers behave as if the dividend policy has relevance to 
firm value. Alternatively, Larkin, Leary, and Michaely (2017) concluded 
that retail investors are less likely to hold dividend smoothing stocks in 
the U.S., while institutional investors are more likely to do so. However, 
studies suggest that dividend smoothing is costly to firms. For example, 
Brav, Graham, Harvey, and Michaely (2005) found that firms willing to 
raise external capital and/or forego positive net present value projects to 
avoid cutting dividends find it is detrimental to firm value. Firms are 
also reluctant to cut dividends as studies find an asymmetric market 
response with returns reacting more severely to dividend cuts than to 
dividend increases (Allen, Bernard, & Welch, 2000; Larkin et al., 2017). 

Studies have investigated the relationship between management 
ownership and firm value (Chen & Steiner, 1999; Morck, Shleifer, & 
Vishny, 1988). These studies put forth two competing theories to explain 
the association between management ownership and firm value referred 
to as the alignment hypothesis and the entrenchment hypothesis. 

According to Morck et al. (1988), there is an inverted U-shaped rela-
tionship between managerial ownership and firm value in the U.S. With 
dispersed managerial ownership, there is an alignment effect or a pos-
itive relationship between managerial ownership concentration and 
firm value that turns negative for the range of insider ownership be-
tween 5% and 25%. The negative effect, referred to as the entrenchment 
effect, is attributed to the increasing information asymmetry between 
insider and outsider shareholders, but the alignment effect seems to 
dominate at levels of managerial ownership beyond 25%. 

In developing countries, the evidence is mixed, but the belief is that 
the alignment effect dominates the entrenchment effect due to high 
ownership concentration even in Indian family firms (Hegde et al., 
2020). The family owners’ interest in passing on the business to future 
generations provides them with the incentive to focus on the long-term 
performance of the firm. Thus, insiders and family owners are motivated 
to enhance the firm’s reputation (Hasnan, Abdul Rahman, & Mahen-
thiran, 2013; Wang, 2006). However, research argues that the 
entrenchment effect may dominate in family firms if the corporate 
governance mechanisms are weak, such as cross-ownership and a py-
ramidal structure, and the BoD lacks independence (Claessens, Djankov, 
& Lang, 2000). Given the weak institutional environment and poor law 
enforcement in India, we hypothesize a non-linear relationship between 
ILCs’ insider ownership levels and firm value. 

H1. Ceteris paribus, there is a non-linear relationship between insider 
ownership levels and firm value in ILCs. 

Farinha (2002) demonstrated a U-shaped relationship between the 
payout ratio and insider ownership levels in large UK firms that was 
attributed to managerial entrenchment. Khan (2006) also examined UK 
firms and found there is a relationship between dividends and ownership 
concentration. In emerging economies, a non-linear relationship be-
tween insider ownership and dividends has been documented. In 
Taiwan, Huang et al. (2012) found a non-linear relationship between 
controlling families’ ownership levels and dividend payouts. Therefore, 
in less developed countries, such as Taiwan and India, where there is 
concentrated family ownership, dividend payouts could be a means of 
resolving the principal-principal agency conflict between majority and 
minority shareholders (Banerjee, Gatchev, & Spindt, 2007; Reddy, 
2002). Thus, in a less efficient capital market, the level of dividend 
payout could be important for minority shareholders and other stake-
holders to assess the firm’s value. 

H2. Ceteris paribus, the dividend payout ratios of ILCs are positively 
associated with their firm value. 

Cappelli et al. (2015, p. 9) argue that when markets or strategies 
change, “U.S. companies lay off employees to cut costs and then hire 
new ones to redirect business towards new markets or to meet new skill 
needs. In this model, efforts to harness the motivation and abilities of 
employees tend to focus mainly at the top, with financial incentives (via 
equity) offered to the executives and top managers.” They contrast this 
with the ILCs that see their most important goal as a social mission of 
serving all stakeholders, particularly by empowering their employees. 
Cappelli, Singh, Singh, and Useem (2010) determine that leaders of 
India’s growing companies are focused internally, have a long-term 
view, and put motivating and developing employees higher on the pri-
ority list than the interests of short-term shareholders. The Indian 
leadership studies suggest that investments in CSR activities are 
important long-term decisions made by the BoD of ILCs. Ralston et al. 
(2015) examined the attitudes of business professionals in BRIC coun-
tries toward firms’ corporate responsibilities. They found that socio- 
cultural values were the best predictors of CSR and noted that the cur-
rent generation of Indian professionals was more concerned with CSR 
issues than other generations. A study by Kansal, Joshi, and Batra (2014) 
found that corporate reputation recognized through awards and social 
ratings are significant factors that influence CSR disclosures made by 
ILCs. Thus, as noted by Idemudia (2011), evidence is emerging of a 

2 Indonesia and Mauritius are examples of other less developed countries that 
have mandated CSR activities. For an article on why India should not mandate 
CSR, refer to https://ssir.org/articles/entry/mandatory_csr_in_india_a_bad_ 
proposal#. 
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growing trend in the private sector, including India where firms deci-
sively adopt a social and environmental paradigm, which states that it is 
possible to have both a healthy workplace, community, and a pros-
perous economy with a vibrant stock market. The issue becomes how 
stakeholders can be sure that the CSR activities are not undertaken for 
instrumental self-interest reasons of the senior management rather than 
for the moral principles and the greater good of the society (Aguinis & 
Glavas, 2012; Flammer, 2015). Aguinis and Glavas (2012) call for more 
studies to understand the process linking CSR with a firm’s value. We 
propose to do so. 

Corporate governance studies have shown that board structure and 
composition are influenced by the identity of the owners (Filatotchev, 
Strange, Piesse, & Lien, 2007). Evidence suggests that family owners in 
emerging countries prefer independent boards, but a BoD can exert in-
fluence including role duality where the board chairman is also the CEO 
(Ashwin et al., 2015). This is so they can have the best of both worlds 
consisting of sound investment advice from independent directors with 
control over the board decisions to focus the level of investment in ac-
tivities, such as R&D (Filatotchev et al., 2011; Van Essen, Van Oos-
terhout, & Carney, 2012). Lodh, Nandy, and Chen (2014) found that 
affiliating with family business groups contributed positively and 
significantly to improved R&D productivity in ILCs, but having a family 
CEO on the board negatively affected R&D productivity. These results 
are consistent with both the stakeholder view and the agency theory 
view. 

Similar to R&D investment, CSR investments provide returns that 
accrue over the long term. Guttman, Kadan, and Kandel (2010) suggest 
that dividend smoothing increases as investment opportunities improve 
and as the time horizon of the investment shortens. Covrig, Defond, and 
Hung (2007) argue that when shareholders perceive that their rights are 
protected, they may be more willing to let firms with good growth op-
portunities retain their cash and pay lower dividends as they are 
confident that they will share in the future profits and the share price 
appreciation. However, if shareholders know that insider ownership is 
high and corporate governance is weak, the minority shareholders may 
be more haphazard in their desire for current dividends vs. CSR activ-
ities. Baker and Kapoor (2015) suggest that Indian investors are con-
servative and prefer current dividends to price appreciation. Hegde et al. 
(2020) observed that a majority of ILCs benefit from high growth op-
portunities, as well as a lower level of competition, but high family 
ownership stakes are beneficial only in less competitive markets, 
particularly when growth opportunities are strong. Thus, firms with 
high insider ownership and poor board governance that face cash con-
straints to grow may have the incentive to provide significant CSR dis-
closures to signal their stellar stewardship. 

Su, Peng, Tan, and Cheung (2016) found evidence that firms 
adopting CSR practices positively signal to investors that their firms 
have superior capabilities for filling institutional voids. According to 
Khanna and Palepu (1997), institutional voids are the absence or un-
derdevelopment of institutions that enable and support market activity. 
They found that ILCs that belonged to business groups had superior 
performance because they could create an internally efficient market for 
labor and capital. Mukherjee, Makarius, and Stevens (2018) found that 
business group reputation is a key factor influencing whether a firm 
enters a developed country rather than a developing country market. It 
also determines whether the firm would enter countries with a more 
prominent diaspora presence, which, in turn, strengthens the reputation 
of the business group. Su et al. (2016) study based on ten Asian emerging 
economies found that the positive relationship between CSR practices 
and financial performance is most robust in less developed capital 
markets. The benefits are more salient in a low information diffusion 
country.3 Su et al. (2016) conclude that CSR practices in and of 

themselves are a valuable resource for firms to adapt regardless as to 
their impact on a firms’ culture, reputation, and innovation (McWilliams 
& Siegel, 2011; Orlitzky, Schmidt, & Rynes, 2003). Further, signaling 
theory is an alternative theoretical lens that reveals how CSR contributes 
to firms’ financial performance, particularly in emerging economies. 
Based on these arguments, we state the following two hypotheses: 

H3. Ceteris paribus, the voluntary CSR disclosure levels of ILCs are 
positively associated with firm value. 

H4. Ceteris paribus, the dividend payout ratios and voluntary CSR 
disclosure levels of ILCs interact to positively affect firm value. 

Larkin et al. (2017) found evidence that firms adjust the supply of 
smoothed dividends to match investors’ demand. Notably, they found 
that institutional investors rather than retail investors are more likely to 
hold dividend smoothing stocks in the U.S. However, their study failed 
to find relationships between the smoothness of dividends, expected 
returns, and market values. Internationally, Short, Zhang, and Keasey 
(2002) examined the association between dividend policy and institu-
tional ownership in UK firms and found a positive relationship. Firth, 
Gao, Shen, and Zhang (2016) determined that mutual fund ownership 
levels are positively associated with the level of cash dividends paid by 
Chinese firms. Ramaswamy, Li, and Veliyath (2002) found that the 
proportion of holdings by for-profit institutional investors and mutual 
funds in ILCs is negatively associated with unrelated diversification. 
However, banks’ ownership in ILCs tends to support the efforts of senior 
management and insiders to diversify into unrelated business domains. 
In India, they further found that foreign ownership and government 
ownership are not related to any of the measures of diversification that 
affect firm value. Thus, only the pressure resistant institutional investors 
seem to behave consistently along the lines that agency theory would 
predict to help mitigate the principal-principal agency conflict. This 
literature suggests that institutional investors prefer more smoothed 
dividends that lead to the following hypothesis: 

H5. Ceteris paribus, there is a positive relationship between institu-
tional ownership levels and the value of ILCs. 

Hegde et al. (2020) found a significant positive association between 
family ownership concentration and stock market performance across 
all competitive market conditions in India. Notably, in Indian PLCs, 
family ownership is positively associated with growth opportunities and 
stronger product market competition as indicated by the significant 
association between the HHI competitive index and the book-to-market 
value. Further, Mahrt-Smith (2005) argues that capital and ownership 
structures of the firms are used interactively to affect firm value as these 
structures involve a trade-off between managerial discipline and 
managerial initiatives. For example, the agency theory argues that a 
higher number of free-floating shares improves stock liquidity as it 
suggests greater shareholder monitoring, particularly when managerial 
shareholdings have effective control (Haque, Arun, & Kirkpatrick, 
2011). Despite the agency costs of concentrated shareholdings, studies 
find a significant positive relationship between CSR disclosures and the 
number of institutional investors’ holdings in company shares (Aguinis 
& Glavas, 2012; Subramaniam et al., 2016). The studies suggest that 
institutional investors prefer larger mature firms that provide more 
voluntary disclosure. 

Doh, Rodrigues, Saka-Helmhout, and Makhija (2017) suggest that 
CSR signaling could be a mitigating strategy firms use to adapt to 
emerging economies’ institutional voids and shortcomings. They argue 
that rather than considering weak institutions as constraining actions, it 
is better to use the institutional void lens to examine how firms strate-
gize to avoid, remedy, compensate, substitute, shape, and even take 
advantage of institutional weaknesses to differentiate themselves from 
others. Accordingly, we argue that institutional investors could be 
concerned about signaling the legitimacy of dividends. Voluntary CSR 
disclosures could be how the Indian PLCs signal their ability to satisfy 

3 Diffusion is measured by dividing the circulation figures of daily newspa-
pers by the country’s population. 
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multiple stakeholders’ needs while sustaining a conservative dividend 
payout. Thus, despite the agency costs of concentrated managerial 
shareholdings, we suspect that due to the symbiotic relationship be-
tween insiders, that includes promoters and senior managers in ILCs, it is 
likely that dividend payouts, as well as CSR disclosures, have an infor-
mation value relevance role in signaling to institutional investors that 
the investment activities add long-term firm value. We hypothesize the 
following interaction effect between dividend payout, CSR, and insti-
tutional ownership: 

H6. Ceteris paribus, the level of institutional ownership interacts with 
both dividend payout and CSR disclosures to affect firm value positively. 

3. Research methodology 

3.1. Sample and variables 

The dividend, financial data, governance, and ownership data are 
collected from the 2013 edition of the Prowess database, and any 
missing data is hand-collected from company annual reports. Of the total 
population of about 200 most actively traded companies on the Bombay 
Stock Exchange, we could obtain CSR disclosure data and dividend 
payment data from 2009 to 2012 for 115 ILCs.4 This sample consisted of 
103 ILCs that paid a dividend at least once during these four years and 
12 firms that had not paid any dividend during this period. Thus, our 
sample consists of 460 firm years. Firms in the sample belong to 19 
sectors. The two largest sectors were the biotechnology and the phar-
maceutical sectors, consisting of 15 firms, and the specialty finance and 
insurance sector that includedd12 firms. 

According to Coff (1999), Tobin’s Q is a forward-looking measure 
that is sensitive to the information opacity associated with managerial 
opportunism. Further, corporate governance studies have used Tobin’s 
Q as the dependent variable of firm value to investigate the effect of firm 
ownership levels (Filatotchev et al., 2011; Himmelberg, Hubbard, & 
Palia, 1999). Recently, Lu and Taylor (2016) used it as a market-based 
financial performance measure and found it to be associated with CSR 
performance. Thus, we choose Tobin’s Q as the dependent variable and 
as the proxy of firm value and label it as Tobin_Q. It is calculated as the 
total assets of the firm minus the book value of equity plus the market 
value of a firm’s equity divided by total assets. 

The dividend payout variable is the dividend to net income ratio 
measured as the total equity dividend scaled by profit after taxes 
(Div_NI). Total dividends generally include the sum of the quarterly and 
final dividends. The other primary explanatory variable is the CSR 
disclosure level of a firm measured using the Environmental Social 
Governance (ESG) disclosure score obtained from the Bloomberg data-
base.5 This measure is based on the company’s disclosures required as 
part of the ESG information for the Securities and Exchange Board of 
India (referred to as SEBI) and is labeled as the ESG_Score. An advantage 
of this measure is that the awards and certifications received by the ILCs 
in various categories of environmental, social, and governance that 
Kansal et al. (2014) studied are the same criteria used by Bloomberg 
data services. 

As noted, ILCs are concerned about their reputation and are 
compelled to maintain a consistent dividend payout policy. In the U.S., 
in companies that issue public debt, Aivazian, Booth, and Cleary (2003) 
suggest that there is a link between debt levels and dividend smoothing. 
Thus, we control for the level of financial leverage using the debt-to- 
asset ratio, labeled as “Lev,” and calculated as total liabilities divided 
by total assets. Additionally, we control for the firm’s risk that is 
measured using an attribute provided by the Prowess database (i.e., co- 
beta), labeled as “Risk,” that we find is highly correlated with the 
variability of monthly stock market returns.6 Past studies have used a 
similar systematic risk proxy to measure a company’s cost of equity 
capital and to study its association with voluntary disclosures around the 
world (Francis, Schipper, & Vincent, 2005). 

The other explanatory variables are the insider ownership levels and 
the institutional ownership levels. The level of insider ownership is the 
percentage of shares owned by promoters who are also part of the 
company’s management and/or on the firm’s BoD, labeled as Ins_Own. 
We use a log transformation of Ins_Own as it is not normally distributed. 
The level of institutional ownership is labeled Inst_Own, which is 
calculated as the percentage of shares owned by all institutional in-
vestors including mutual funds. 

The control variables are firm size, profitability, and the retained 
earnings to equity ratio. The firm size is labeled as “Size” and is 
measured as the natural log of total assets, and the profitability of the 
firm is labeled as ROI that is calculated as operating income divided by 
operating assets.7 The life cycle theory of dividends suggests that firms 
tend to pay high dividends only in their mature stages when they have 
access to internally generated earnings (Denis & Osobov, 2008; La Porta, 
Lopez-de-Silanes, Shleifer, & Vishny, 2000). Additionally, Attig, El 
Ghoul, Guedhami, and Suh (2013) observed that mature-stage firms 
engage in high CSR activities and provide greater disclosures. Thus, 
underinvestment (overinvestment) in CSR due to the unavailability of 
funds may be associated with a lower (higher) dividend payout that may 
cause them to be interdependent. Moreover, letting substantial cash 
accumulate internally can lead to agency problems associated with the 
free cash flow in family-owned companies as noted by Huang et al. 
(2012). We control for the maturity of the firms using the ratio of 
retained earnings scaled by equity, and it is labeled as Ret_Earn. The 
appendix lists the labels used and how each variable is measured. 

3.2. Models 

Tobin’s Q is the dependent variable, and the dividend payout ratio 
Div_NI and the ESG_Score are the explanatory variables. The other in-
dependent variables are insider ownership (Ins_Own), insider ownership 
squared (Ins_Own2), and the percentage of institutional ownership (Ins-
t_Own). Model 1 is the base model used to test the main effects that 
control for firm characteristics, types of ownership, the dividend payout 
ratio, and the ESG_Score. Model 2 tests for the incremental effect of the 
two-way interaction between the ESG_Score and the dividend payout 
ratio (ESG_Score*Div_NI). Model 3 adds the three-way interaction term 
ESG_Score*Div_NI*Inst_Own to Model 2, which is used to test Hypothesis 
H6. For brevity, only Model 1 and Model 3 are shown below. 

4 We removed central government majority-owned, state government 
majority-owned, and banking firms from the sample. Together these numbered 
around 30 firms. Due to the economic downturn, a significant number of firms 
had negative equity and net income in 2007–2008.; As such, we did not include 
these years in our sample. 

5 Based on an e-mail reply from Bloomberg, it currently captures 300 in-
dicators to calculate the ESG disclosure scores with each indicator providing 
different weighting. The ESG disclosure scores have only been available on a 
comprehensive basis since 2008. 

6 We chose co-beta as the risk measure rather than the variability of monthly 
stock market returns to maximize our sample size due to a greater number of 
missing observations for the latter.  

7 The correlation between ROI and free cash flow proxy cash and short-term 
investment was high, and ROI had better explanatory power. Cash and short- 
term investments also had many missing values. 
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Tobin Qit = α0 +α1Sizeit + α2Levit +α3Ret Earit + α4ROIit +α5Riskit 

+α6DIV NIit.+α7ESG Scoreit + α8Ins Ownit +A9Ins Own2
it 

+α10Inst Ownit + εit  

Tobin Qit = β0 + β1Sizeit + β2Levit + β3Ret Earit + β4ROIit + β5Riskit.

+ β6Div NIit + β7ESG Scoreit + β8Ins Ownit + β9Ins Own2
it 

+ β10Inst Ownit.+ β11ESG Scoreit*Div NIit + β11ESG Scoreit*Div NIit 

*Inst Ownit + εit  

4. Results 

Table 1 reports the descriptive statistics. The average (median) 
Tobin_Q value is 4.84 (3.96) and the mean (median) dividend as a per-
centage of net income (Div_NI) is 18.5% (15.7%). The dividend payout 
ratio is consistent with Reddy (2002) study that found it to be in the 
range of 14.3%–19.3%, and the mean (median) ROI is 11.5% (10%). 
Given that the Indian market was not affected to the same extent by the 
2008–2009 economic crisis in Europe and the U.S., and the sample 
consists of a high number of growth firms from the biotechnology and 
pharmaceutical sector, the Tobin’s Q and the ROI values though high are 
reasonable. The mean (median) ESG_Score is 46.61 (44.643) out of a 
maximum of 100. This low score suggests that there is a lot more an ILC 
could do to improve its CSR activities and disclosures to comply with the 
Companies Act 2013. The mean (median) risk (Risk), leverage (Lev), and 
retained earnings to equity ratios are 11.78% (11.48%), 21.44% 
(17.43%), and 19.50% (17.10%), respectively. The mean (median) in-
sider ownership (Ins_Own) percentage and the institutional ownership 
percentage (Inst_Own) are 11.44% (1.88%) and 25.85% (21.84%), 
respectively.8 These results suggest that there are significant institu-
tional investments in our ILCs. We use the natural log transformation of 
the insider ownership measure Ins_Own as this variable had a positively 
skewed distribution. The mean (median) firm size measured by total 
assets is Rupees 217 million (3,271 million). Given the skewed nature of 
the distribution of total assets, we also transformed it to a natural log 
and labeled it “Size.” Further, 56% of the firms are family-owned and 

there are 104 firm-years with dividend cuts and 116 firm-years with 
dividend increases.9 

Table 2 provides the correlations among the variables. Tobin_Q is 
positive and significantly correlated with the ratio Div_NI, the institu-
tional ownership proxy Inst_Own, and the ROI at p < 0.01. Tobin_Q is 
significant and negatively correlated with the firm risk proxy and the 
size proxy at p < 0.05. The univariate results for Tobin’s Q are consistent 
with prior study findings (Himmelberg et al., 1999). Div_NI is positively 
and significantly associated with the ESG_Score, Inst_Own, ROI, and size, 
as well as the firm’s retained earnings available for distribution (Ret_Ear) 
at p < 0.01. It is also significantly negatively associated with Lev and 
Ins_Own at p < 0.05. These correlations suggest that firm value is asso-
ciated with the dividend payout ratio and the ownership type, but it is 
not directly correlated with the firms’ CSR activities. Larger and more 
mature ILCs may have sufficient earnings (as indicated by the significant 
positive correlations between Div_NI and ROI and between Div_NI and 
Ret_Ear) than smaller firms. Thus, larger profitable ILCs are better able to 
use signaling to differentiate themselves from the smaller firms. This is 
evidence consistent with signaling theory that argues not all firms’ 
dividend signaling credibility is sustainable (Denis & Osobov, 2008). 

The univariate results led us to examine the characteristics that 
distinguish high dividend payout firms from low dividend payout firms. 
We separated the high vs. low dividend payout firms based on the me-
dian values of the Div_NI ratio. Table 3 indicates that the Tobin_Q, 
ESG_Score, Inst_Own, ROI, and size are significantly higher for the high 
dividend payout than for the low dividend payout firms at p < 0.01. As 
expected, the retained earnings available for distribution are also 
significantly higher for the high dividend payout firms at p < 0.01. The 
significantly higher factors (at p < 0.01) for the lower dividend payout 
firms are their Lev, the insider ownership, and the risk proxy. The results 
are consistent with prior studies finding a negative relationship between 
dividend payouts and managerial ownership (Short et al., 2002) and 
firms with high debt levels are riskier and tend to pay lower dividends 
(Mahenthiran et al., 2020). 

4.1. Multivariate statistics 

The variance inflation factors for all variables are less than 10 sug-
gesting that multi-collinearity between variables is not a significant 
concern.10 Moreover, in all our regression analyses, we control for firm 
and year fixed effects. 

Hypothesis H1 states that there is a non-linear relationship between 
insider ownership levels and firm value. Table 4, Model 1 reports that 
only the quadratic term Ins_Own2 is positively and significantly corre-
lated with firm value at p < 0.05. This result can be interpreted as fol-
lows. In ILCs, the alignment effect, rather than the entrenchment effect, 
is dominant suggesting that high levels of insider ownership align the 
interest of insiders with outsiders that help to increase firm value. This 
finding conforms to the agency theory findings in emerging economies 
that high insider ownership reduces agency costs (Wang, 2006). 
Therefore, we conclude that there is support for Hypothesis H1. 

Hypothesis H2 states that the dividend payout ratios of ILCs are 
positively associated with their firm value. Table 4, Model 1 indicates 
that Div_NI is positively and significantly associated with Tobin’s Q at p 
< 0.01. Thus, we conclude that there is support for Hypothesis H2. The 

Table 1 
Descriptive Statistics.  

Variable N Mean Std. Dev. Median Minimum Maximum 

Tobin_Q 449  4.840  3.668  3.957  0.000  24.410 
Div_NI 444  0.185  0.164  0.157  0.000  1.334 
ESG_Score 460  46.611  6.287  44.643  28.571  67.857 
Risk 401  11.776  1.562  11.478  8.240  18.250 
Lev 460  21.436  19.617  17.426  0.000  88.582 
Ins_Own 458  0.216  2.936  4.000  − 6.910  4.450 
Inst_Own 460  25.851  20.045  21.184  0.000  85.060 
ROI 460  0.115  0.088  0.100  − 0.100  0.868 
Size 460  11.050  1.773  11.058  5.400  15.000 
Ret_Ear 455  0.195  0.214  0.171  − 0.823  0.882 
Family 460  0.556  0.497  1.000  0.000  1.000 

Refer to the appendix for the variable labels and definitions. 

8 In our sample, about half of the ILCs have insider ownership more than 50% 
that makes it difficult to obtain different insider ownership ranges to study the 
alignment vs entrenchment effects as was done in the Morck et al. (1988) study. 
Instead, we use Ins_Own2 to capture the non-linear effect of insider ownership 
on firm value. 

9 In a particular firm-year, it is difficult to identify a company as cutting 
dividends because, in one quarter, a company can cut its dividend, and in the 
next quarter, it can increase the dividends. Thus, in the multivariate test, the 
Chg_Div variable is used as a proxy for a firm not having a smooth dividend 
policy. Given that majority of the firms are family owned, we suspect that our 
analyses may not be able to capture the incremental significant effect of this 
ownership type.  
10 For the base model with only the direct effects, the variance inflation factors 

are below three. 
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proportion of the firm’s earnings distributed as dividends is positively 
and significantly associated with the value of ILCs. This result is 
consistent with the findings of prior studies that have found that 

dividend decisions have relevance for firm value (Baker & Kapoor, 
2015). 

Hypothesis H3 states that the voluntary CSR disclosure levels of ILCs 
are positively associated with their firm value. Table 4, Model 1 in-
dicates that the ESG_Score is not significantly associated with the firm 
value. However, Table 4, Model 2 suggests that there is a significant 
negative relationship between ESG_Score and Tobin’s Q. Given the 
contradictory findings, a search of the practitioner journals leads us to 
suggest that ESG investments in human capital and R&D today can only 
belatedly affect the price-to-book value proxy by 1%–3% in six to 10 
years (Yanagi & Michels-Kim, 2021). Moreover, in the short term, these 
and other researchers (Cheema-Fox, LaPerla, Serafeim, & Wang, 2020) 
suggest that there is likely to be a negative correlation between ESG 
investment and firm value due to increased personnel and R&D costs. 
Thus, it is not surprising that in Model 2, when we include contempo-
raneous values for the ESG_Score, it is significantly negatively associated 
with firm value. Regardless, given the evidence in our Models 1 and 3 
that find that there is no significant relation between ESG_Score and firm 
value, we decided it is prudent to conclude that there is no support for 
Hypothesis H3. 

Hypothesis H4 states that the dividend payout ratios and voluntary 
CSR disclosure levels interact to affect firm value. Table 4, Model 2 in-
dicates that the interaction term ESG_Score*Div_NI is positively and 
significantly associated with firm value at p < 0.01. Given that we find 
dividends do possess signaling properties, the results suggest that 
increased levels of CSR disclosures interact positively with dividends to 
affect firm value. We conclude that there is support for Hypothesis H4. 
This result suggests that dividend signaling and signaling via voluntary 
CSR disclosures complement each other to reinforce firm value.11 Given 
the findings of H3 and H4, it seems that CSR disclosures do indirectly 
influence firm value by complementing the dividend signaling 
hypothesis. 

Hypothesis H5 states that there is a positive relationship between 
institutional ownership levels and firm value. Table 4, Models 1 and 2 
confirm that Inst_Own is positively and significantly associated with firm 
value at p < 0.01. Thus, we conclude that there is support for Hypothesis 
H4. Institutional ownership in ILCs positively and significantly in-
fluences firm value. This finding confirms the monitoring role of insti-
tutional investors in India (Ramaswamy et al., 2002). 

The institutional ownership percentage is considered to be indicative 
of inherent investment risk such that lower firm risk should increase this 
proportion (Healy, Hutton, & Palepu, 1999). Hypothesis H6 examines 
whether the channel for the complementarity of the CSR and dividend 
signaling is the influence of institutional investors seeking to invest in a 

Table 2 
Pearson Correlations.  

Variables Tobin_Q Div_NI ESG_Score Risk Lev Ins_Own Inst_Own ROI Size Ret_Ear 

Div_NI  0.292***          

ESG_Score  0.064  0.164***         

Risk  − 0.298***  − 0.087**  0.043        
Lev  − 0.012  − 0.191***  − 0.121***  0.210***       

Ins_Own  0.056  − 0.154**  − 0.130***  − 0.117***  − 0.055      
Inst_Own  0.254***  0.234***  0.087**  − 0.029  − 0.313***  − 0.178***     

ROI  0.326***  0.204***  0.182***  − 0.267***  − 0.522***  0.140***  0.265***    

Size  − 0.101**  0.115***  0.464***  0.326***  0.153***  − 0.265***  0.120***  − 0.172***   

Ret_Earn_Equ  0.036  0.119***  0.215***  − 0.016  − 0.330***  0.234***  0.165***  0.358***  0.034  
Family  − 0.053  0.096**  0.230***  − 0.006  − 0.208***  − 0.013  0.023  0.179***  0.154***  0.226*** 

Refer to the appendix for the variable labels and definitions. 
*, **, and *** denote significance at the 10%, 5%, and 1% levels, respectively. 

Table 3 
Comparing Low vs. High Dividend Firms –Partitioning based on Div_NI ratio.   

Low Dividend Firms High Dividend Firms  

Variable Mean SD Mean SD t-Test 

Tobin_Q  3.990  2.782  5.772  4.245  − 5.215*** 

ESG_Score  45.547  5.794  47.802  6.663  − 3.832*** 

Risk  11.995  1.664  11.531  1.391  3.025*** 

Lev  25.526  18.868  17.151  19.519  4.635*** 

Ins_Own  0.515  2.646  − 0.111  3.178  2.268*** 

Inst_Own  22.330  17.914  29.256  21.146  − 3.749*** 

ROI  0.097  0.071  0.134  0.086  − 4.912*** 

Size  10.944  2.082  11.144  1.387  − 1.206*** 

Ret_Earn_Equ  0.171  0.244  0.225  0.174  − 2.668** 

Family  0.347  0.432  0.425  0.495  − 1.789* 

Refer to the appendix for the variable labels and definitions. 
*, **, and *** denote significance at the 10%, 5%, and 1% levels, respectively. 

Table 4 
Regression of Tobin’s Q on the Dividend to Net Income Ratio (Div_NI), ESG 
Disclosures, Governance and Control Variables (t-statistics in parentheses).  

Parameter Model 1 Model 2 Model 3 

Constant 7.060*** 7.481*** 7.014***  

(4.241) (4.520) (4.507) 
Size − 0.072 − 0.095 0.044  

(− 1.202) (− 0.788) (0.770) 
Lev 0.334*** 0.325*** 0.285***  

(6.159) (6.037) (5.614) 
Ret_Ear − 0.099** − 0.086* − 0.012  

(− 2.000) (− 1.745) (− 0.243) 
ROI 0.369*** 0.341*** 0.345***  

(6.271) (5.781) (6.217) 
Risk − 0.212*** − 0.217*** − 0.210***  

(− 4.395) (− 4.542) (− 4.668) 
Div_NI 0.208*** − 0.796** − 0.210  

(4.559) (− 2.258) (− 0.615) 
ESG_Score 0.003 − 0.144** − 0.097  

(0.056) (− 2.023) (− 1.432) 
Ins_Own 0.029 0.048 0.053  

(0.548) (0.914) 1.062 
Ins_Own2 0.112** 0.120*** 0.067  

(2.354) (2.550) (1.481) 
Inst_Own 0.227*** 0.219*** − 0.155**  

(4.798) (4.664) (− 2.253) 
ESG_Score*Div_NI  1.041*** 0.017   

(2.872) (0.045) 
ESG_Score*Div_NI*Inst_Own   0.682***    

(7.074) 
Adj. R2 0.298 0.312 0.392 
N 386 384 384 

Refer to the appendix for the variable labels and definitions. 
11 Specifically, in Table 4, Model 2, if you consider the derivative of dTobin’sQ 

/ d ESG_Score = − 0.144 + 1.041 * DIV_NI, then the net effect on firm value 
depends upon the value of the Div_NI ratio. If Div_NI is < 0.138, the net effect on 
firm value is negative. If Div_NI greater than 0.138, the net effect on firm value 
is positive. 
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lower risk firm. Table 4, Model 3 provides the results of extending Model 
2 with the three-way interaction term. The ESG_Score*Div_NI*Inst_Own 
coefficient is positively and significantly associated with firm value at p 
< 0.01, which we construe as support for Hypothesis H6. Additionally, 
now the main effect of Inst_Own is negative and significant suggesting 
that the only time the insider influence resistant institutional investors’ 
ownership levels positively affect firm value is when they are low. The 
combination of more aligned institutional investors combined with the 
credibility of the dividend payouts and CSR disclosures enables stake-
holders to assess the sustainability of firm value. Therefore, in a less 
developed country like India, where laws are poorly enforced and there 
is concentrated ownership, we suggest that the channel causing the 
complementarity of dividend signaling and signaling via voluntary CSR 
disclosures is the interest of institutional investors. Institutional in-
vestors are more likely to increase their investments in ILCs with sus-
tainable dividend payout ratios and in firms with a reputation of doing 
good as signaled by their higher levels of CSR disclosures that presum-
ably is a proxy for the level of CSR activities. These results suggest that 
introducing a mandatory ESG investment regime could reduce the 
ability of Indian PLCs and their CEOs to overcome the institutional voids 
that are roadblocks to access scarce resources, such as financing from 
institutional investors. 

4.2. Robustness tests 

The first robustness test examines whether these relations are 
unique to family-owned firms and are affected by the smoothness of 
dividends. Table 5 – Model 1E extends our Model 1′s main effects 
confirming the findings in Table 4. The dividend smoothing proxy 
(Chg_Div) and the family ownership (Family) do not directly affect firm 
value. However, the extended Model 3, which is shown in Table 5 – 
Model 3E, finds that the two-way interaction between Family*-
Ins_Own2 is negative and marginally significant at p < 0.10. This result 
suggests that the alignment effect observed at high ownership levels 
holds mostly for non-family firms. Moreover, the two-way interaction 
term Chg_Div*Inst_Own is negative and significant, and the three-way 
interaction term ESG_Score*Div_NI*Inst_Own is positive and significant 
at p < 0.01. These findings confirm that institutional investors prefer 
those ILCs that smooth dividends and can complement it with doing 
good as indicated by their voluntary ESG scores. In summary, the 
Table 5 findings confirm our proposition that it is attractive to insti-
tutional investors that ILCs use both dividend smoothing and CSR 
signaling. 

Next, we discuss whether the different components of the ESG 
disclosure scores have a stronger influence on firm value and examine 
whether the direction of the effect is from dividend policy and CSR 
disclosures signaling to firm value and not vice versa. According to 
Bloomberg database sources, the ESG_Score is a function of the: (1) 
environmental disclosure score, (2) the social disclosure score, (3) the 
governance disclosure score, and (4) the CDP climate change perfor-
mance score.12 Reporting of the CDP climate change score by ILCs is 
very sparse. Thus, we re-run our regressions by replacing the ESG_Score 
with each of the first three components of ESG. Our findings indicate 
that none of the components of the ESG_Score provide similar results. 
None of the environmental, governance, or social disclosure scores 
provide comparable significant results. We conclude that ILCs’ volun-
tary reporting is consistent with the Indian institutional context that 
suggests voluntary CSR disclosures as a whole are used strategically to 
complement their dividend payout policy. 

To test for endogenous relationships, we re-run our regression with 
lag values for the dividend payout ratio Div_NI and lag values for the 
ESG_Score as independent variables that influence the year-ahead values 
for Tobin_Q. We find that the dividend payout ratio (Div_NI) and its 
interaction with the ESG_Score continue to be significant at the p < 0.05 
level. We conclude that it is signaling through dividends and its inter-
action with CSR disclosures that affects firm value, and the relationship 
is not from high value firms investing in high dividend payouts and CSR 
disclosures.13 

To test for the effects of omitted variables, the corporate governance 
variables board independence, audit committee independence, and 
auditor type (Big 4 vs. Non-Big 4) are included in the models and re- 
analyzed. We find none of these corporate governance variables to be 
significant predictors of firm value. 

Table 5 
Regression of Tobin’s Q on Dividend to Net Income Ratio (Div_NI), ESG Dis-
closures, Family Owned, Change in Dividends, Governance and Control Vari-
ables (t-statistics in parentheses).  

Parameter Model 1E Model 3E 

Constant 6.499*** 7.588***  

(3.517) (3.149) 
Size − 0.063 0.014  

(− 1.016) (0.230) 
Lev 0.329*** 0.321***  

(6.022) (6.265) 
Ret_Ear − 0.098 − 0.023  

(− 1.981) (− 0.461) 
ROI 0.385*** 0.323***  

(6.352) (5.696) 
Risk − 0.208*** − 0.205***  

(− 4.352) (− 4.643) 
Chg_Div − 0.002 0.213***  

(− 0.033) (2.825) 
Family − 0.071 0.118  

(− 1.457) (1.554) 
Div_NI 0.211*** − 0.206  

(4.622) (− 0.457) 
ESG_Score 0.023 − 0.065  

(0.434) (− 0.692) 
Ins_Own 0.035 0.105*  

(0.651) (1.738) 
Ins_Own2 0.102** 0.164***  

(2.132) (2.868) 
Inst_Own 0.217*** − 0.026  

(4.584) (− 0.328) 
Family*Div_NI  − 0.040   

(− 0.419) 
Family*Ins_Own  − 0.045   

(− 0.708) 
Family*Ins_Own2  − 0.129*   

(− 1.921) 
Chg_Div*Inst_Own  − 0.253***   

(− 3.198) 
ESG_Score*Div_NI  0.067   

(0.131) 
ESG_Score*Div_NI*Inst_Own  0.629***   

(5.198) 
Adj. R2 0.297 0.411 
N 384 384 

Refer to the appendix for the variable labels and definitions. 

12 CDP refers to the “Carbon Disclosure Project,” which is an organization 
based in the UK that works with companies and shareholders to disclose the 
greenhouse gas emissions of major corporations.  
13 To test reverse causality, we conducted an Arellano and Bond (1991) 

analysis. These researchers suggest the use of dynamic panel data analysis with 
lag predictor variables as instrument variables to explain the difference in the 
dependent variable. Arellano-Bond (1991) dynamic panel-data estimation re-
sults indicated that the significant predictors are the lagged ROI and Div_NI 
proxies at the p < 0.05 and p < 0.10 levels, respectively. This finding also 
points to the likelihood that the causation is from performance and dividend 
payouts to firm value rather than vice-versa. 
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5. Conclusion 

The family control of firms and the institutional environment in India 
make it essential to study the tradeoff between returns to shareholders in 
the form of dividend payouts vs. returns on social capital. In India, there 
are studies concerning the power of CEOs on boards affecting invest-
ment and dividend decisions, which find that excessive CEO compen-
sation in ILCs is not due to CEO entrenchment, but due to the demand for 
talent (Jaiswal & Bhattacharyya, 2015). Based on the Indian leadership 
studies (2015; Cappelli et al., 2010), we expected that most CEOs and 
boards would work together to balance investments in dividends and 
CSR activities effectively. This belief led us to argue that CSR disclosures 
serve as a complementary signal to communicate to shareholders about 
the sustainability of their dividend policies. Alternatively, CSR disclo-
sures by ILCs may suggest possible hypocritical behavior by the CEOs 
and the boards using investments in CSR for their gains. Our findings 
confirm that investment in CSR activities serves as a complement and 
not as a partial substitute to dividend signaling by ILCs. Our Indian 
findings are similar to the study of large European firms by De Villiers, 
Ma, and Marques (2020) showing that managers use CSR disclosure and 
dividends to signal future performance prospects. Additionally, we find 
that institutional investors value the complementary relation between 
dividend signaling and signaling via CSR disclosures. 

Our findings could provide valuable guidelines regarding dividend 
distributions and CSR endeavors for managers of Asian firms. Gradually 
increasing the distribution of earnings as dividends and making in-
vestments in CSR activities can be costly. Moreover, CSR disclosures 
reveal the way companies balance their economic, social, and environ-
mental objectives while addressing stakeholder expectations (Zhu et al., 
2014). Thus, an understanding that signaling via CSR disclosures and 
dividends are complementary may help relieve the financial pressure on 
smaller Indian growth firms trying to satisfy the broader mission of 
stakeholder relationships. Our study argues that not only does dividend 
distribution help resolve the principal-principal agency conflict between 
insiders and minority investors in ILCs, but CSR activities and their 
disclosure of doing good also signal to outside stakeholders that help 
solve the information asymmetry between insiders and outside stake-
holders and aid in building the firm’s reputation. 

The study results confirm that along with dividends, CSR is a stra-
tegic signal used by the boards of ILCs to convince institutional investors 
of the sustainability of future firm performance. However, in South Asia, 
the use of CSR to enhance business performance is at its early stage of 
development, not unlike in East Asia. Given that the Indian Companies 
Act has mandated the level of spending in CSR activities, the law may 
have the effect of accelerating the adaption and emulation of environ-
mental and social aspects of CSR. However, that could pose a strategic 
challenge for ILCs if it is perceived as coming at the expense of economic 
CSR. As the Indian economy attracts greater investment from foreign 
institutional investors who have experience using CSR to affect business 
performance, the ILCs may be forced to more seriously review the 
strategic value of their CSR beyond empowering employees along with 
their commitment to providing stable dividends. 

This study is limited as it analyzed a single country over a limited 
period and failed to find the typical corporate governance mechanisms 
beyond ownership affecting firm value. However, this may not be sur-
prising as other studies also find the performance consequence of board 
attributes to be inconsequential (Van Essen et al., 2012). To address the 
principal-principal agency conflict, our study provides a significant 
contribution by demonstrating that voluntary CSR disclosure levels and 
dividend payouts are interdependent and help mitigate agency conflicts 
due to intuitional investors’ interest in their combined signaling prop-
erties. We encourage future studies to compare the consequences of the 
Companies Act 2013 that requires firms to spend 2% of their average net 
profits on CSR activities by studying the signaling properties of divi-
dends and CSR disclosures pre-and-post the passing of the 2013 Indian 
law. We encourage similar studies across emerging economies with a 

larger sample of listed firms for which the Bloomberg database and/or 
stand-alone company websites provide ESG disclosure scores. 
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Appendix 

Variable labels and definitions 

Tobin_Q: Market performance proxy calculated as the total assets less 
the book value of equity plus the market value of equity, which was 
calculated by multiplying the shares outstanding by the closing price 
at the end of the fiscal year. Divide the market performance proxy by 
total assets to calculate the Tobin Q ratio. The calculated value was 
cross-checked with a similar measure provided by the Bloomberg 
database and if the calculated amount did not match, we used the 
value provided by the Bloomberg database. 
Size: The total asset of a firm is the proxy for its size. Given that it is 
not normally distributed, we used the natural log of it in our 
analyses. 
Lev: The total of long- and short-term debt scaled by total assets. 
Ret_Earn: Retained earnings scaled by total equity. 
ROI: Operating income is divided by operating assets and used as a 
proxy for firm profitability and as a proxy for free cash flow. 
Risk: The company beta provided by the Prowess database is the 
proxy for firm risk. 
Div_NI: Cash dividend paid scaled by profit after taxes. To avoid a 
negative ratio, we only include firms with positive profit after taxes 
in the sample. 
ESG_Score: Proprietary Bloomberg score based on the extent of a 
company’s governance disclosure as part of Environmental, Social, 
and Governance (ESG) data. Companies that do not disclose anything 
are shown as N/A in the database and were not included in the study. 
The score ranges from 0.1 for companies that disclose a minimum 
amount of governance data to 100 for those that disclose every data 
point collected by Bloomberg. The score is also tailored to different 
industry sectors. In this way, each company is only evaluated in 
terms of the data that is relevant to its industry sector. 
Ins_Own: The percentage of shares owned by promoters who are also 
in company management and/or on the board of directors. Given 
that it was not normally distributed, we used the natural log of it in 
our analysis. 
Ins_Own2: The squared term of the log of Ins_Own. 
Inst_Own: The percentage of shares owned by non-promoters 
including foreign mutual funds. Specifically, this percentage in-
cludes shares held by non-promoter mutual funds/UTI shares, non- 
promoter insurance companies, and non-promoter financial 
institutions. 
Family: The firm is defined as family-owned if the promoter/founder 
and their family members owned more than 20% of the outstanding 
equity shares. 
Chg_Div: If a firm cut its dividend or increased its dividend in a 
particular year, it was coded as “1,” otherwise it is coded as “0”. 
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