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ABSTRACT 

The increasing integration of Environmental, Social, and Governance (ESG) factors into financial 

markets has reshaped corporate valuation paradigms, particularly in ESG-sensitive sectors such as real 

estate and construction. This study investigates the impact of ESG activities on the market valuation 

of thirty-eight listed Indian real estate and construction firms over the period FY 2017–18 to FY 2023–

24. Using Bloomberg and CRISIL ESG scores alongside financial data from CMIE Prowess, the 

analysis employs fixed-effects panel regressions, lagged models, and a difference-in-differences 

design exploiting SEBI’s 2022 Business Responsibility and Sustainability Report (BRSR) mandate. 

Results indicate a robust positive association between ESG performance and valuation, measured 

primarily by Tobin’s Q and Price-to-Book ratios. Governance emerges as the strongest driver of 

valuation premiums, followed by environmental performance, while social initiatives show weaker 

market recognition. Evidence further suggests that markets often price ESG improvements with a lag 

and that mandated disclosure enhances valuation, particularly for previously opaque firms. The 

findings contribute to ESG–valuation literature in emerging markets and provide practical insights for 

regulators and corporate managers balancing sustainability with shareholder value.      

 

KEYWORDS: ESG; corporate valuation; Tobin’s Q; real estate sector; construction industry; 

governance; India; Business Responsibility and Sustainability Report (BRSR); panel data; emerging 

markets 

 

1. INTRODUCTION 

1.1 ESG and the Evolution of Corporate Value Paradigms: In recent years, Environmental, Social, 

and Governance (ESG) considerations have evolved from niche compliance concerns to fundamental 

elements of strategic corporate valuation. Mounting climate risks, the rise of stakeholder capitalism, 

expanding regulatory mandates, and investor preferences for sustainability have all driven this shift 

(Eccles, Ioannou, & Serafeim, 2014). ESG integration is now embedded in investment guidelines, 

credit risk assessments, and supply chain evaluations. Notably, the UN-backed Principles for 
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Responsible Investment (PRI) surpassed 5,400 signatories representing over USD 140 trillion in assets 

by 2024, reflecting the mainstreaming of responsible investing (PRI, 2024). Concurrently, ESG-

labeled assets under management are projected to cross USD 53 trillion globally by 2025 – nearly 

one-third of all managed capital (GSIA, 2023). This surge signals that markets increasingly view 

strong ESG performance as a proxy for prudent, long-term management. 

 

Research accordingly has intensified into how ESG activities affect firm valuation. Early studies 

suggest that sound ESG practices can lower firms’ cost of capital, improve operational efficiency, and 

mitigate downside risks. A broad meta-analysis of over 2,000 studies finds that ~90% report a non-

negative relationship between ESG and corporate financial performance, with the majority indicating 

a positive impact. Strong governance in particular is linked to higher investor trust and more stable 

share prices (CFA & PRI, 2019). However, valuation impacts are often context-specific and sector-

dependent. Some evidence shows that markets reward ESG strengths mostly in the presence of high 

disclosure quality or material ESG issues, and may even penalize immaterial or purely cosmetic ESG 

efforts (Krüger, 2015). In certain cases, heavy ESG investments can drag short-term profits, creating 

a U-shaped relationship where benefits accrue only beyond a threshold (as suggested by Sinha Ray 

& Goel, 2022). Thus, whether ESG activities boost valuation hinges on factors like industry dynamics, 

investor clientele, and the credibility of a firm’s ESG commitments. 

 

1.2 Why Real Estate and Construction? The real estate and construction sectors are ESG-intensive 

by nature, making them ideal to study ESG–valuation links. Environmentally, buildings account for 

an estimated 39% of global energy-related CO₂ emissions. Construction also generates significant 

waste and can threaten biodiversity through land use. Socially, these sectors employ large workforces 

(often contract labor) exposed to hazardous conditions, and projects can spark community relations 

issues (e.g. land acquisition disputes). Governance risks — from opaque land banks, corruption in 

permits, to safety compliance — frequently plague real estate development, especially in emerging 

markets (Transparency International, 2022). These high ESG stakes mean that sustainability initiatives 

(or lapses) in real estate are likely to be salient for investors and regulators. 

 

Indeed, institutional investors and lenders have begun demanding ESG integration across property 

portfolios. In many global cities, green buildings (with certifications like LEED or GRIHA) 

command rental and valuation premiums, as tenants are willing to pay more for resource-efficient, 

healthy workplaces. A recent Asia-Pacific survey by CBRE found that ~45% of occupiers would pay 

a premium to lease or buy a green-certified building. Correspondingly, developers with sustainable 

projects may enjoy higher selling prices and brand benefits. On the financing side, access to green 

bonds and sustainability-linked loans offers real estate developers a lower cost of capital. Lenders and 

bond investors often accept a “greenium” – a lower yield – for issuers committed to ESG projects, 
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effectively reducing borrowing costs. For example, Indian companies issuing green bonds have 

reported interest rates slightly below comparable conventional bonds, as investors value the reduced 

environmental risk exposure. These advantages suggest that proactive ESG strategies could enhance 

a firm’s market valuation through both better cash flows and cheaper capital. 

 

At the same time, the sectors face greenwashing risks. Inconsistent ESG reporting standards and lack 

of third-party verification can lead some firms to overstate sustainability achievements. If investors 

perceive a firm’s ESG claims as disingenuous, it can backfire – undermining trust and exposing the 

firm to reputational damage (Sensharma, Aggarwal, & Singh, 2022). This is especially pertinent in 

real estate, where long-term promises (e.g. net-zero buildings by 2030) must eventually be met with 

tangible results. Thus, the credibility and transparency of ESG disclosures are critical in determining 

whether ESG activities translate into improved valuations. 

 

1.3 ESG Regulation and Market Practices in India: India has moved swiftly to institutionalize ESG 

principles in its corporate and financial systems. A landmark 2013 amendment to the Companies Act 

made India the first country to legally mandate corporate social responsibility (CSR) spending for 

large companies. On the market side, the Securities and Exchange Board of India (SEBI) introduced 

the Business Responsibility Report (BRR) in 2012, initially requiring the top 100 listed companies to 

disclose ESG initiatives in annual reports. This threshold was expanded to 500 companies in 2015, 

and to the top 1,000 companies by 2019. In 2021, SEBI revamped the framework by launching the 

new Business Responsibility and Sustainability Report (BRSR), aligning disclosures with the nine 

principles of the National Guidelines on Responsible Business Conduct. The BRSR significantly 

broadened the scope and depth of ESG reporting, covering quantitative metrics on environmental and 

social performance. Starting FY 2022–23, filing of BRSR became mandatory for the top 1,000 listed 

companies by market capitalization. (It was voluntary in the preceding year, allowing early adopters 

to comply ahead of time.) 

 

Regulators also encouraged ESG transparency through other channels: for instance, stock exchanges 

in India have ESG indices (like NIFTY100 ESG Index) and rating agencies such as CRISIL and MSCI 

began publishing ESG scores for Indian firms. Between 2017 and 2023, the availability of ESG data 

on Indian companies has expanded greatly. Bloomberg’s ESG coverage for Indian equities more than 

doubled, and domestic rating agencies started providing ESG scores. According to a joint study by 

NSE India and CRISIL (2023), the real estate sector showed the most dramatic improvement in ESG 

disclosure over the past few years – with average disclosure scores rising from 44 (out of 100) in 2017 

to 81 in 2023. This reflects both stricter regulatory push and greater voluntary reporting by firms. Such 

improvements in transparency may reduce information asymmetry and risk perceptions, potentially 

boosting investor confidence in ESG-leading companies. 
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1.4 Investor Preferences and Valuation Impacts: The evolving investor sentiment in India mirrors 

global trends. A 2019 survey by CFA Institute and PRI revealed that 71% of Indian investment 

professionals felt governance factors often or always influence share prices, more than environmental 

or social factors. Foreign Portfolio Investors (FPIs) in particular exhibit a bias toward firms with high 

ESG scores – evidenced by higher institutional ownership and trading interest in ESG leaders (NSE 

India & CRISIL, 2023). These investors typically take a long-term view and may assign premium 

valuations to firms deemed sustainable and well-governed. 

 

Conceptually, ESG initiatives can affect standard valuation drivers in several ways: 

 

• Revenue Enhancements: Sustainability features can drive demand and pricing power. For 

example, a developer of green-certified commercial buildings might charge higher rents (a 

“green premium”) and experience lower vacancy, boosting revenue. Similarly, strong 

community relations and social initiatives can enhance a company’s brand and customer 

loyalty, potentially translating into better sales in the long run. 

• Cost Reductions and Efficiency: Environmental efforts often entail efficiency gains (e.g. 

energy-saving technologies, waste reduction) that lower operating costs. Proactive governance 

and social policies can also reduce the likelihood of costly accidents, fines, or labor disputes. 

These savings improve margins and predictability of cash flows. Empirical research finds that 

companies with superior ESG tend to enjoy better operational performance and lower 

downside risk, supporting this mechanism. 

• Improved Capital Access: As noted, firms with strong ESG credentials may access capital at 

favorable rates. This occurs through both debt and equity channels. On the debt side, issuing 

green bonds or securing sustainability-linked loans can lower the cost of debt financing due to 

investor appetite for ESG assets. On the equity side, a robust ESG profile can broaden a firm’s 

investor base to include ESG-focused funds, potentially raising the stock’s valuation multiples 

(ESG-oriented investors often pay premium prices for perceived quality and lower risk). 

Additionally, lower perceived risk (e.g. due to better governance) can reduce a firm’s cost of 

equity capital. 

• Enhanced Terminal Value: ESG initiatives, by focusing on long-term sustainability, might 

extend a company’s growth runway or reduce terminal risk. Companies managing 

environmental and social risks effectively are more likely to survive and thrive in a future of 

carbon regulation and stakeholder activism. This can lead analysts to assign higher terminal 

growth or lower fade rates in valuation models, thus increasing the present value of future cash 

flows (Jo & Harjoto, 2012). 
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While these channels suggest a positive ESG–valuation linkage, the extent of impact likely varies. For 

instance, Governance improvements (better board oversight, transparency, minority shareholder 

protection) are almost immediately rewarded in emerging markets like India, as they directly reduce 

risk and improve investor trust. Environmental initiatives may have a mix of short-term costs 

(compliance investments) and long-term payoffs (avoided regulatory costs, brand value), making their 

net effect on valuation timing uncertain. Social initiatives (employee welfare, community 

development) often yield more intangible benefits, and investors may only value them when they see 

clear reputational advantages or talent retention outcomes. Therefore, disentangling which ESG pillar 

drives valuation is an empirical question this paper investigates. 

 

1.5 Research Problem and Objective: Despite growing policy emphasis on sustainability and a rapid 

uptick in corporate ESG disclosures, there is limited empirical evidence on whether such activities 

improve firm valuation in India’s real estate and construction sectors. Most Indian studies so far 

have been either market-wide (mixing all industries) or have focused on singular aspects like CSR or 

governance in isolation (Behl et al., 2022). This leaves a research gap in understanding sector-specific 

dynamics and the integrated ESG effect on market value. 

 

To address this gap, our study poses the core question: Do ESG activities of India’s listed real estate 

and construction firms influence their market valuation over the 2017–2024 period? Within this 

broad query, we examine sub-questions: 

 

• Which of the three pillars – Environmental (E), Social (S), or Governance (G) – is most 

strongly associated with higher firm valuation? 

• Do any positive valuation effects of ESG initiatives materialize immediately 

(contemporaneously) or only with a lag (e.g., after sustained ESG performance or improved 

disclosure over time)? 

• Are ESG disclosures alone sufficient to drive valuation premiums, or do investors only reward 

actual ESG performance outcomes (such as reduced emissions, improved safety records, etc.)? 

In other words, can mere compliance and reporting boost valuations, or must companies “walk 

the talk” on sustainability to see market benefits? 

 

By investigating these questions for an ESG-sensitive sector in an emerging market, the study aims to 

contribute nuanced insights. Real estate and construction form a significant part of India’s economy 

and have unique ESG exposures, so findings here could inform both corporate strategy in these 

industries and broader policy on ESG disclosures. 
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1.6 Research Scope and Data: The study focuses on an unbalanced panel of 38 listed Indian real 

estate and construction firms from FY 2017–18 to FY 2023–24. The sample primarily includes 

companies listed on the National Stock Exchange (NSE) that are part of major indices (NIFTY or 

SENSEX), ensuring coverage of large, well-followed firms. By restricting to listed firms, we capture 

those subject to SEBI’s ESG disclosure mandates and active scrutiny by investors. The sample spans 

a mix of real estate developers (residential and commercial), construction engineering firms, and 

related infrastructure developers. It thus covers both pure-play realty companies (e.g., developers in 

the NIFTY Realty index) and construction conglomerates (some of which feature in the Sensex). 

 

For data sources: wherever possible, we rely on publicly accessible datasets to enhance transparency 

and reproducibility. ESG scores (overall and pillar-wise) are obtained from published ESG ratings and 

reports – specifically, we use Bloomberg’s ESG disclosure scores and CRISIL’s ESG sector reports 

for cross-verification. These scores are on a 0–100 scale, with higher values indicating better ESG 

performance or more comprehensive disclosure. We also compile ESG activity metrics from 

companies’ annual reports and sustainability reports (now BRSR). For example, data on CSR 

expenditures (segmented into social vs environmental initiatives), any reported carbon emission 

figures, energy usage, safety incident rates, etc., are hand-collected from public annual disclosures for 

use as additional indicators of ESG performance. Financial data are sourced from the Centre for 

Monitoring Indian Economy’s Prowess database, which includes detailed firm financials and ratios, 

or directly from annual financial statements available on stock exchange websites. Key financial 

variables include: 

 

• Firm Size and Performance: Total assets (as a proxy for size and scale), Net sales/Revenue, 

and Profit After Tax (PAT). These control for the baseline size and profitability which naturally 

influence valuation multiples. We also compute Return on Assets (ROA) or EBITDA margin 

as additional performance metrics. 

• Market Valuation Metrics: We use Tobin’s Q (the ratio of (market capitalization + total debt) 

to total assets) as a primary dependent variable to measure market valuation relative to asset 

base. A higher Tobin’s Q indicates the market values the firm above its book assets, often 

interpreted as reflecting intangible value from growth opportunities or goodwill (potentially 

enhanced by ESG reputation). We also examine Price-to-Earnings (P/E) and Price-to-Book 

(P/B) ratios as alternate valuation measures, to check consistency. 

• Ownership and Governance: Promoter shareholding percentage (the fraction of equity held 

by founders/insiders) and Non-promoter (public) shareholding give insight into ownership 

structure. We include this because promoter ownership can influence governance quality and 

minority shareholder confidence. Additionally, we capture Board characteristics – e.g., board 

size, the proportion of independent directors, and whether the CEO and Chairman roles are 
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separated – since these governance factors might mediate both ESG strategy and investor 

perceptions. Data for these are drawn from annual corporate governance reports (which are 

publicly filed by listed companies). For firms where this data is not readily available in 

Prowess, we extract from annual report disclosures. 

• Investment & Innovation: R&D expenditure is included as a percentage of sales (where 

applicable) to control for innovation or development intensity. While traditional real estate 

firms have minimal R&D, construction and engineering firms invest in new technologies (e.g., 

green construction materials, design software) that could affect future growth and are 

correlated with ESG innovation (Principle 2 of BRSR encourages resource allocation to R&D 

for sustainability). 

• ESG Expenditures: To gauge a firm’s commitment to ESG initiatives, we track CSR 

spending (particularly on social programs) and any reported environmental expenditures 

(such as spending on pollution control equipment, renewable energy installations, or 

sustainability certifications). Indian law mandates a minimum CSR spend (2% of profits for 

eligible firms), and companies report the actual amount and areas of spend. We calculate Social 

and Environmental Expenses from these disclosures (e.g., community development vs. 

environmental programs). Although these are input measurements (how much money is 

invested into ESG), they are proxies for ESG effort level that we can compare to outcomes. 

• Leverage and Other Controls: Since more leverage lowers market valuation, we add the 

debt-to-equity ratio or debt-to-assets to account for financial risk. We account for capital 

expenditure intensity (capex as % of sales) since expanding enterprises may have distinct value 

and ESG characteristics. 

 

All monetary numbers (e.g., INR crores) are normalized, and ratios are winsorized to reduce outliers. 

Thus, the dataset is rich in financial performance, ownership, and ESG variables for each firm-year. 

 

1.7 Methodology and Analytical Approach: We employ a multi-pronged empirical strategy to 

examine the ESG–valuation relationship: 

 

• Descriptive and Correlation Analysis: We examine summary statistics and basic 

relationships. This tests if organizations with better ESG scores have greater value multiples. 

We calculate a Pearson connection between the aggregate ESG score and Tobin's Q. The 

association between ESG score and Tobin's Q is somewhat favorable (r = 0.25 in our sample), 

indicating that firms with stronger ESG credentials generally trade at higher valuations. Each 

ESG pillar score (E, S, and G) is correlated with valuation measures to see which dimension 

has the greatest univariate association. Governance scores have the strongest connection with 
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Tobin's Q (0.3), indicating that investors value governance quality. These correlation 

coefficients are presented in a heatmap (Figure 1) to show major variable correlations. 

• Panel Regression Analysis: We use fixed-effects panel regression models to identify ESG and 

adjust for confounding variables. Representative model specification: 

Tobin’s Qit = α + β·ESG_Scoreit + γ₁·Controlsit + γ₂·YearDummies + μi + εit, 

where i indices’ firms and t indexes year. We use firm fixed effects (μi) to account for time-invariant 

heterogeneity, together with year dummies to account for macroeconomic or market-wide impacts 

such real estate cycles, interest rate fluctuations, and Covid-19 impact in 2020. The coefficient β on 

ESG_Score links a one-unit rise in ESG score to a change in Tobin's Q, when other parameters remain 

constant. To account for panel data heteroskedasticity and serial correlation, we estimate robust firm-

level standard errors. 

We first run this model with the aggregate ESG score, then with pillar scores (E, S, G) entered 

simultaneously to examine their impacts. In all specifications, we incorporate control factors like size, 

profitability, leverage, promoter ownership, etc. This ensures that any ESG benefit is not simply 

attributable to larger or more successful enterprises having better ESG scores and values. Note that 

multicollinearity diagnostics (VIF values) are checked, especially when including all three pillar 

scores. The VIFs are all below 5, indicating manageable collinearity since E, S, and G scores are 

correlated but not perfectly. 

• Lagged Effects and Causality Checks: The panel regressions are rerun using lagged ESG 

scores to address time (contemporaneous versus delayed effects). The lagging term may be 

more affected by ESG efforts if the market takes longer to recognise them or affect financial 

performance. We also test change factors, such as utilizing ESG score growth to explain price 

multiples. ESG may be a leading signal of value or a reflection of successful organizations 

using these methods. 

• Difference-in-Differences (DiD) Analysis: In a difference-in-differences paradigm, SEBI's 

BRSR requirement is used as a quasi-exogenous shock to improve causal interpretation. 

Companies that were previously opaque may gain from obligatory ESG disclosure starting 

FY2022-23. We use earlier ESG disclosure to create a treatment vs. control group. One set of 

enterprises voluntarily embraced improved ESG reporting early (in the optional phase 

FY2021-22, some submitted BRSR reports or analogous sustainability reports) and the other 

did not disclose much until it became required. Pre- and post-mandate values for these groups 

are compared using the DiD. Once everyone is required to report, businesses with historically 

low ESG transparency (control group) may suffer a value catch-up, whereas early adopters 

(treatment) may already have a “ESG transparency premium.” ESG disclosure may improve 

investor views (narrowing the knowledge gap) if late adopters perceive a higher post-mandate 

valuation gain. In implementation, we incorporate post-2022 interaction terms and the group 
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dummy in regression. We verify parallel trends by comparing pre-trend values between groups 

(the DiD design was supported by similar trends). 

 

These approaches combine for a solid analysis. In accordance with open-science, the Supplementary 

Materials provide all data and statistical scripts. We prefer public data sources (annual reports, 

exchange filings, etc.) to guarantee that others may verify or duplicate our results without private 

database constraints. 

 

1.8 Academic and Practical Contributions: This paper contributes to the burgeoning ESG–valuation 

literature in several ways: 

 

• Sector-Specific Insight: We present one of the first focused analyses of ESG impacts in India’s 

real estate and construction sector. Our findings address an essential need given this sector's 

large environmental footprint and societal relevance (e.g., urban expansion, housing). They 

supplement bigger studies that bundle businesses together and may miss intricacies like how 

green construction projects add value to real estate. Our sectoral focus gives organizations and 

investors in property and infrastructure assets additional practical insights. 

• Disaggregating ESG Pillars: Isolating valuation effects of E, S, and G pillars helps 

organizations focus ESG initiatives for optimum value impact. If Governance is the most 

value-relevant pillar (as our data reveal), enterprises and regulators may emphasize governance 

changes (independent boards, audit quality, etc.). However, growing environmental 

performance (possibly due to climate risk awareness) indicates market recognition of energy 

efficiency or green project investments. 

• Temporal Dynamics: Lagged ESG impacts and event-based BRSR requirement analysis 

illuminate market reactions. We can tell if investors price ESG improvements quickly or after 

sustained outcomes. Thus, the article discusses whether markets have fully embraced ESG or 

whether there are delays owing to information digestion or skepticism that fades as rules 

provide confidence. Our results show that requiring transparency improves market efficiency, 

therefore the difference-in-differences method for the 2022 disclosure rule evaluates policy. 

• Practical Implications for Policymakers and Managers: Our findings will show regulators 

if present ESG disclosure rules reward good actors through market processes or if more 

incentives are needed. If we observe significant valuation premiums for high ESG performers, 

it validates the push for transparency and perhaps suggests extending such requirements to 

smaller firms. For corporate managers and boards, the results offer an empirical business case 

for ESG. The analysis can inform strategic resource allocation – for example, if only certain 

ESG activities yield high ROI in market value, firms can prioritize those (especially under 

budget constraints). We also touch on the risk of greenwashing: if mere disclosure without 
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performance is not rewarded (or penalized), it reinforces that companies should focus on real 

improvements. 

 

Overall, this study aims to advance academic understanding of ESG’s role in value creation in 

emerging markets, while also serving as a practical reference for industry stakeholders seeking to 

balance sustainability and shareholder value objectives. 

 

1.9 Structure of the Paper: The remainder of the paper is organized as follows. Section 2 reviews 

relevant literature on ESG and firm performance, with a focus on findings from global studies and 

Indian context. Section 3 describes the data and variables in detail, and outlines the empirical 

methodology. Section 4 presents the results, including baseline regressions, pillar-wise analysis, 

lagged effect tests, and the BRSR mandate impact. Section 5 discusses these results, highlighting the 

implications for theory and practice – for instance, why certain ESG dimensions are valued by 

investors and how firms might strategize accordingly. Section 6 concludes the paper, summarizing 

key insights, acknowledging limitations (such as data constraints or the short horizon of analysis), and 

suggesting avenues for future research (for example, extending the analysis to unlisted companies or 

considering investor heterogeneity in pricing ESG). Finally, we include references and appendices 

(with supplementary tables or robustness checks) as needed, in line with the journal’s guidelines. 

 

LITERATURE REVIEW 

ESG and Firm Value – Global Evidence: A substantial body of literature has examined whether and 

how ESG performance relates to firm value and financial performance. The consensus from meta-

studies is that the relationship is generally non-negative, and often positive. Friede, Busch, & Bassen 

(2015) aggregated results from ~2,200 studies and found that about 48% reported positive ESG–

financial performance correlations, 48% showed neutral or mixed results, and only 4% were negative. 

This suggests that, at worst, adopting ESG does not hurt financially, and at best it can help – providing 

a “business case” for ESG investing. The channels proposed include those outlined in our 

introduction: improved risk management, better stakeholder relationships, and innovation 

opportunities (Clark, Feiner & Viehs, 2015). 

 

However, the literature also underscores heterogeneity. For example, Eccles et al. (2014) 

distinguished “High Sustainability” firms (those adopting ESG policies early) versus traditional 

firms, and found the high-sustainability group outperformed in stock returns over 18 years and had 

higher Tobin’s Q, but only after a long-time lag. This implies the market eventually rewarded 

sustainability-oriented management, though not overnight. 
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Studies on specific ESG pillars often show Governance having the clearest impact on market 

valuation. Strong governance (measured by factors like board independence, shareholder rights, 

transparency) is consistently linked to higher market multiples and lower cost of capital, especially in 

emerging markets where governance standards vary widely. For instance, Black et al. (2006) on 

Korean firms and Kumar & Zattoni (2016) on Indian firms found that governance indices correlated 

positively with Tobin’s Q. The intuition is straightforward: good governance reduces expropriation 

risk and ensures efficient capital use, which investors price in. 

 

Environmental and Social Dimensions: Findings on the environmental pillar’s impact are mixed 

and often industry-specific. In heavy-polluting sectors (oil & gas, mining, utilities), better 

environmental performance (lower emissions, fewer spills) tends to correlate with higher valuations, 

presumably because it signals lower future liabilities and better readiness for regulation (Clarkson et 

al., 2011). There is also evidence of “green premium” effects in real estate and other sectors: for 

example, studies in the U.S. and Europe have shown buildings with energy-efficient certifications sell 

or lease at 3–8% higher prices . Such revenue benefits could translate to firm-level value if the 

portfolio is large. Yet, environmental investments also incur costs; some studies find that for industries 

with thin margins, heavy environmental spending can hurt short-term profitability, which might drag 

stock prices unless investors take a long view. An interesting dynamic noted by Flammer (2013) is 

that stock markets tend to react positively to eco-friendly news (like winning an environmental award) 

and negatively to eco-harmful news (like toxic spills), indicating that markets are attentive to 

environmental signals. 

 

The social pillar (which includes employee relations, diversity, community impact) has historically 

been harder to link to market value. Many social benefits are diffuse or long-term – e.g., a strong safety 

record or good labor practices might prevent future accidents or strikes, but investors may not fully 

capitalize those avoided costs. Nonetheless, in recent years, social issues like employee well-being 

and diversity & inclusion have gained investor attention. For instance, research by Edmans (2011) 

showed that firms listed as “Best Companies to Work For” (a proxy for good employee relations) 

earned higher long-run stock returns than peers. In real estate/construction, safety performance (fewer 

accidents) and community relations (fair rehabilitation for displaced communities, etc.) could affect 

the ability to win projects and avoid delays, which in turn has valuation implications. Empirical studies 

specifically linking social metrics to Tobin’s Q are scant, but some evidence (e.g., Jo & Harjoto, 2012) 

suggests positive effects when social initiatives are genuine and material to the business. 

 

ESG in Emerging Markets and India: Emerging markets present a unique context – often weaker 

enforcement of standards, varying levels of investor awareness, and sometimes higher marginal utility 

of ESG improvements (because baseline standards are lower). Research focusing on emerging 
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economies often highlights governance reforms as key to unlocking value. For example, Dahya et 

al. (2008) documented that mandating independent directors in emerging markets led to valuation 

gains. In India, Kumar et al. (2019) found that firms with better corporate governance scores (from a 

domestic rating agency) enjoyed significantly higher P/B ratios. 

 

On environmental and social fronts, evidence from India is growing post-2010 as data becomes 

available. One study by Behl et al. (2022) examined Indian firms (across sectors) and found no 

bidirectional causality between ESG disclosure scores and firm value – implying that while higher 

ESG might precede higher firm value, higher value firms also tend to do more ESG, making it hard to 

pin down cause and effect. They did note, however, that ESG leaders had marginally better stock 

performance during certain periods, and the effect was more pronounced in industries like energy 

and IT. Another study by Sinha Ray & Goel (2022) focusing on Indian listed companies found a U-

shaped relationship between ESG scores and financial performance. Specifically, moderate levels of 

ESG investment were associated with a performance dip (perhaps due to expense without immediate 

payoff), but very high ESG performers saw improved ROA and Tobin’s Q, suggesting that once a firm 

becomes an ESG leader, the market recognizes and rewards it. This non-linear effect is a caution that 

simplistic linear models might miss important thresholds or diminishing returns in ESG–value 

linkages. 

 

Literature about Indian real estate is scarce. Industry reports and worldwide equivalents are our main 

sources. Research on real estate investment trusts (REITs) and developers (Eichholtz et al., 2012) 

shows that REITs with sustainability certifications or higher GRESB scores (a global real estate 

sustainability benchmark) have lower debt costs and sometimes trade at premiums to net asset value. 

In India, prominent developers like DLF, Godrej Properties, and others are publishing sustainability 

data, even though REITs are new and few are ESG-rated. Investors pay attention to governance 

concerns (governance failings have caused stock drops in this industry). Governance would likely 

affect Indian real estate enterprises' values. Developers leading in green building in India may attract 

investors, strategic collaborations, and cheaper funding (e.g., from global pension funds with green 

mandates). 

 

According to the NSE-Crisil 2023 study, real estate disclosure ratings improved significantly. It shows 

that many real estate corporations disclosed ESG data at top sector levels by 2023. Higher transparency 

may lower investors' information risk premium. Before disclosures, investors may have assumed 

worst-case ESG risk, but with better data (e.g., emissions, energy usage, safety statistics), they can 

price the risk more accurately, thus decreasing the equity risk premium for businesses with strong 

metrics. This process accords with notions of voluntary disclosure lowering capital costs (Verrecchia, 

1983), although scholarly research on it in India is lacking. 
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Summary of Gaps: Overall, worldwide and Indian research motivates our study. ESG is expected to 

increase company value, but which pillar and under what conditions are crucial. Indian real estate and 

construction accentuate ESG problems (environmental effect, corruption risk, labor abuses) that 

investors may care about. To our knowledge, no Indian study has experimentally tested the ESG–

valuation relationship in this area. Our work will be the first to use newly available data (due to BRSR 

and rating agency initiatives) and a rigorous panel data technique. We fill a vacuum in academic 

literature and provide practitioners insights in a crucial area for sustainable development and economic 

success. 

 

DATA AND METHODOLOGY 

Data Sources and Sample Selection 

This study analyzes a panel dataset of 38 Indian real estate and construction enterprises from 2017–

18 to 2023–24. Two criteria determined company selection: (1) they are listed on major stock 

exchanges (NSE/BSE) and included in flagship indices (NIFTY, SENSEX, or sectoral indices like 

NIFTY Realty), indicating they are key industry participants; and (2) they have ESG metrics data from 

third parties or their own disclosures. The sample includes prominent real estate developers 

(residential and commercial), infrastructure construction firms, and a few cement/building material 

companies that are closely tied to construction (though primary focus is on developers). By including 

both NIFTY and SENSEX companies, we cover virtually all large-cap firms in this space (many of 

which are dual-listed on NSE and BSE). This approach captures the upper echelon of the industry 

where ESG practices might be more advanced and also where valuation impacts would be more visible 

due to high analyst and investor coverage. 

 

All data used in the analysis are sourced from the public domain or standard financial databases 

to maintain transparency: 

• ESG Scores: For each company-year, we obtained an ESG composite score and individual 

pillar scores (E, S, G). These were primarily taken from Bloomberg’s ESG dataset (which 

compiles information from public sustainability reports and other disclosures). Bloomberg’s 

scores are available for large Indian companies especially in recent years; they are rated out of 

100 (higher = better). As a robustness check, we cross-referenced 2021–2023 scores with 

CRISIL’s ESG scores reported in their annual publications. The correlation between 

Bloomberg and CRISIL scores was high (0.8+), so we are confident in using Bloomberg as the 

main source. In cases where a score was missing (e.g., a company in early years), we 

interpolated or used the closest available year’s score, and introduced a dummy to flag 

interpolated data (though this was rare). We also collected ESG disclosure scores (which 

evaluate the extent of reporting) to possibly distinguish quality of disclosure from actual 
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performance. Additionally, data on ESG controversies (significant negative events like fraud, 

accidents, environmental fines) were noted from Bloomberg’s ESG news analytics – we 

created an indicator for whether a firm had a major controversy in a given year, as this can 

negatively affect valuation. 

• Financials and Market Data: We used the CMIE ProwessIQ database to extract firm 

financials – including balance sheet items (total assets, debt), profit & loss items (revenue, 

PAT, R&D expense, CSR expense if reported), and calculated ratios (ROA, debt/equity, etc.). 

Prowess is a reputable source for Indian company data and is built from publicly filed financial 

statements. We cross-checked key figures like revenue and PAT with annual report figures for 

accuracy. Market capitalization and share price data were taken from the NSE/BSE official 

records at fiscal year-end to compute valuation ratios (P/E, P/B) and Tobin’s Q. Stock exchange 

disclosures (any listed firm in India reports its shareholding pattern quarterly) provided 

promoter and non-promoter ownership percentages for each year-end. Board composition 

(directors, independents, female directors) and CEO/Chairman responsibilities were obtained 

from annual report corporate governance sections or the NSE's CG database. 

• ESG Performance Metrics: Besides the high-level scores, we dug into annual reports 

(including Business Responsibility Reports (BRR) for 2017–2021 and BRSR for 2022–

2023) for concrete metrics: 

o Environmental: e.g., total greenhouse gas (GHG) emissions (Scope 1 and 2) if 

disclosed, energy consumption, water usage, waste recycling percentage, etc. Not all 

firms disclosed these quantitatively in earlier years, but by 2023 with BRSR many have 

started to. We noted which firms set quantitative targets (like “reduce carbon intensity 

20% by 2025”) as a qualitative indicator of proactiveness. 

o Social: e.g., number of employees trained in safety, Lost Time Injury Frequency Rate 

(LTIFR), employee turnover rates, community beneficiaries of CSR programs, etc. 

Again, disclosure varied; we did capture CSR spend breakdown (education, healthcare, 

environment, etc.) since that’s mandated reporting. 

o Governance: e.g., number of board meetings held, attendance rates, any promoter 

pledging of shares (a risk factor in India), and existence of whistleblower policies. 

These metrics were used to create a few additional variables: for instance, an emissions intensity 

metric (emissions per crore of revenue) for firms that disclosed emissions – useful to see if lower 

intensity firms have higher valuation. Or a safety metric (like 1 if LTIFR improved vs previous year, 

0 otherwise) to test if improvements in worker safety correlate with value. 

 

All data were compiled into a panel dataset, with each row as firm-year. Table 1 (in the paper) provides 

summary statistics of the main variables. To illustrate: the mean Tobin’s Q in our sample is about 1.8 

(with median ~1.5), meaning on average these companies are valued at 1.8 times book assets – 



 

International Journal of Research in Commerce and Management Studies 

  
ISSN 2582-2292 

 

Vol. 7, No. 05 Sep-Oct; 2025 Page. No. 489-528 
 

 

 

 

https://ijrcms.com Page 503  

indicative of growth expectations. The mean ESG score (aggregate) is ~55 (on a 0–100 scale) with a 

range from about 30 (low performer) to 80+ (high performer). Governance scores tend to be higher 

(mean ~65) than environmental (mean ~50) and social (mean ~52), reflecting the general trend that 

Indian firms score best on governance and are catching up on E and S . Promoter ownership in the 

sample averages 58%, typical for Indian companies which often have majority family or founder 

ownership; this has implications for governance as well. 

 

It’s worth noting that using publicly available data not only aligns with journal guidelines but also 

means our findings are based on information that actual investors could realistically access and act 

upon. Proprietary ESG scores (like MSCI or Sustainalytics) were avoided due to access limitations 

and black-box methodologies – instead, our use of Bloomberg and published reports ensures the ESG 

measures reflect broadly known data. This is important when interpreting results: if we find ESG 

scores predict higher valuation, it suggests the market is responding to publicly disclosed ESG 

information (not some secret metrics). 

 

Empirical Methodology 

Our empirical approach, as introduced earlier, centers on panel data regression analysis augmented 

with specialized tests. Here we detail the models and estimation techniques: 

 

1. Baseline Panel Regression: The core model assesses how the ESG score relates to firm valuation, 

controlling for other factors. We estimate models of the form: 

 

\text{Valuation}{it} = \beta_0 + \beta_1 \text{ESG}{it} + \beta_2 \mathbf{X}{it} + \mu_i + 

\lambda_t + \epsilon{it}, 

 

Valuation it is one of the valuation measures for firm i in year t (usually Tobin's Q, but also P/B or log 

of market cap as robustness), ESG it is the ESG score (0–100), and Xit is a vector of control variables 

like size (log assets), profitability (PAT/Assets), leverage, promoter stake Firm fixed effects (μi) 

indicate time-invariant properties of each firm, whereas year dummies (λt) represent common shocks 

(e.g., a bull market year increasing values or a demonetization year impacting real estate). We assume 

standard conditions for error εit and use clustered standard errors by firm. 

 

We prefer fixed-effects (within) estimation over random-effects since a Hausman test indicated 

systematic differences — basically, firm unobserved traits are likely correlated with ESG engagement 

(for example, a highly reputed firm might both have high ESG and high valuation due to reputation, 

which FE can control for). We also ran random-effects and pooled OLS for comparison; the FE results 

were generally more conservative (as expected) but qualitatively similar. 
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2. ESG Pillar Regressions: To identify which pillar drives results, we run a model with ESG 

components: 

 

\text{Tobin’s Q}{it} = \beta_E E{it} + \beta_S S_{it} + \beta_G G_{it} + \beta_4 \mathbf{X}{it} + 

\mu_i + \lambda_t + \epsilon{it}. 

 

The environmental, social, and governance scores are Eit, Sit, Git (0–100). Thus, we can determine if 

Governance has a statistically significant coefficient but E and S do not. Multicollinearity is a risk 

because organizations that excel in one pillar frequently excel in others. We examined correlations: G 

versus E score ρ ~ 0.50, G vs S ρ ~ 0.55, and E vs S ρ ~ 0.65 in our sample. Correlated, although not 

excessive; condition indices were satisfactory. If two pillars impact value, the regression may 

understate one if the other is associated. 

 

3. Interaction and Non-linear Effects: We test for a U-shape or decreasing returns in ESG effect 

based on literature clues of non-linearity. We incorporate a quadratic term (ESG²) in one specification. 

A positive ESG coefficient and a negative ESG² indicate decreasing marginal benefit, perhaps 

resulting in an inverted U if ESG² is considerably negative. Conversely, a negative linear and positive 

quadratic form a U-shape (negative first, positive later). ESG may benefit large businesses more (or 

less) since they are more visible in the public eye and their ESG efforts may affect value more strongly. 

 

4. Lagged ESG Regression: To address the possibility that markets take time to price ESG or that 

ESG acts through improving future financial performance, we estimate: 

 

\text{Tobin’s Q}{it} = \beta_1 \text{ESG}{i,t-1} + \beta_2 \mathbf{X}{it} + \mu_i + \lambda_t + 

\epsilon{it}. 

 

This looks at whether last year’s ESG score predicts the current year’s valuation. If $\beta_1$ (lag) is 

significant while the contemporaneous $\beta_1$ (in baseline) was not, it implies a lagged effect. We 

find in our results that lagged ESG indeed has a positive and significant impact even in cases where 

contemporaneous is weaker, suggesting some delay in market recognition (detailed in Section 4). 

 

5. Difference-in-Differences (DiD): For the BRSR mandate analysis, we define a binary variable 

Post2022 which is 1 for years 2022-23 onward (when BRSR became mandatory), and 0 for years 

before. We also define a LowDisclosure indicator for firms that, prior to 2022, had below-median 

ESG disclosure levels (as measured by whether they published sustainability/BR reports voluntarily, 

and their disclosure score if available). These are the firms presumably most “surprised” by the new 
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mandate (they had been doing minimal ESG reporting). Early adopters/high disclosure firms act as a 

pseudo-control since they were already disclosing (for them, the mandate changed little). Our DiD 

model is: 

 

\text{P/B}_{it} = \gamma_0 + \gamma_1 (\text{LowDisclosure}i \times Post2022_t) + \gamma_2 

\text{LowDisclosure}i + \gamma_3 Post2022_t + \gamma_4 \mathbf{X}{it} + \mu_i + \epsilon{it}. 

 

The coefficient of interest is $\gamma_1$ on the interaction. It captures the differential change in 

valuation for low-disclosure firms after the mandate, relative to high-disclosure firms. We expect 

$\gamma_1 > 0$ if improved transparency due to regulation helped those firms’ valuations (i.e., they 

narrowed the gap). Alternatively, if the market already anticipated everything, there might be no 

significant effect. We include firm FE here as well, meaning the $\gamma_2$ (LowDisclosure main 

effect) drops out (absorbed by firm FE), effectively focusing on within-firm changes. We did a pre-

period check: regressing the outcome on a fake interaction for a pre-period (placebo test) found no 

significant differences, supporting parallel trends. 

 

6. Robustness Checks: We perform a few additional checks: 

• Replace Tobin’s Q with P/E ratio (using trailing 12-month earnings) as dependent variable in 

the regression. P/E can be volatile, but it’s a direct market metric. The idea is to see if high 

ESG firms command higher P/E (suggesting investors are willing to pay more per rupee of 

earnings, possibly expecting more growth or safety). We find similar qualitative trends. 

• In case ESG ratings (which combine numerous elements) are noisy or biased, use CSR 

spending intensity (CSR spend / profits) and Board independence % as proxy for S and G 

initiatives. These regressions confirm the governance story: stronger board independence 

corresponds with higher Tobin's Q. 

• Check for endogeneity: ESG investment may be more feasible for higher-valued enterprises 

(reverse causation). The lagged model and instrumental variable (IV) approach minimize 

simultaneity but do not address causation. We searched for ESG-affecting instruments without 

value for IV. We considered using the business's NIFTY100 ESG Index membership as a tool, 

as reputational concerns might motivate a firm to enhance its ESG score, but index entry could 

not directly boost valuation beyond a short announcement effect. The IV findings (two-stage 

least squares) showed a higher positive coefficient for ESG on Q than OLS, suggesting that 

our OLS may be cautious (albeit marginally significant and instrument strength was good with 

an F-stat ~10, so interpret carefully). 

 

By employing these varied methods, we strengthen the evidence for a genuine link between ESG 

activity and valuation, while checking the robustness of that link from multiple angles. 



 

International Journal of Research in Commerce and Management Studies 

  
ISSN 2582-2292 

 

Vol. 7, No. 05 Sep-Oct; 2025 Page. No. 489-528 
 

 

 

 

https://ijrcms.com Page 506  

Statistical Analysis and Model Validation 

We conducted the analysis using statistical software (Stata/Python), and results are visualized for 

interpretability: 

• We drew scatter diagrams of ESG scores vs. Tobin's Q for each year before regression outputs. 

These rose in most years, indicating a favorable association. The figure was messier in 2020 

(pandemic influences overshadowed fundamentals), but removing 2020, the trend is clearer. A 

trendline of ESG versus Q for a typical year (2023) is shown in Section 4. 

• We create a correlation matrix (Appendix Table A1) for all variables. This prevents large 

correlations from distorting regression (the highest was 0.85 between size and sales, which is 

anticipated given bigger enterprises have more sales; we avoid including both in the same 

regression when not required). ESG score correlated with size (larger businesses had somewhat 

better ESG, presumably due to greater resources or inspection) and ROA (better ESG firms 

were slightly more profitable, consistent with “doing well by doing good” or excellent 

management effect). 

 

We validated our models with standard diagnostics: 

• Fixed effects vs random effects: Hausman test strongly favored FE (p < 0.01). Also, the 

Breusch-Pagan LM test rejected pooled OLS in favor of random effects; hence panel approach 

is justified. 

• Heteroskedasticity and autocorrelation: Modified Wald test indicated heteroskedasticity 

across panels, so we use robust SE. The Wooldridge test for autocorrelation in panel data 

indicated some AR(1) autocorrelation (likely due to trending variables), which clustering by 

firm also addresses. 

• Normality of residuals: Residuals of main regressions were roughly normal (a slight left tail 

due to few firms with consistently low Q and high ESG resulting in negative residuals). 

• Multicollinearity: As indicated, VIFs were often below 2, except for models with size and 

sales (VIF ~8, excluding sales to reduce duplication). 

 

Finally, to confirm our ESG findings are not an artifact of another macro trend, we added an interaction 

of temporal trend with a dummy for high-ESG enterprises to determine if they were on a different 

trajectory prior (or belonged to booming categories). It was negligible, confirming that ESG 

determinants caused the differential outcomes we assign to ESG rather than all high-ESG enterprises 

being in high-growth subsectors. 

 

The technique combines a rigorous econometric approach with careful data quality and assumption 

attention, following panel data analysis best practices in corporate finance research. This analysis's 

descriptive and regression results are shown in the next section. 
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RESULTS 

Descriptive Findings and Correlations 
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Table 1. Descriptive statistics for main variables (FY2017–2023). 

 

 
 

Figure 1. Correlation heatmap of ESG scores, valuation measures, and controls. 

 

Before delving into regression outcomes, we highlight key descriptive results from the data: 

• Trend in ESG Scores: The ESG performance of Indian real estate firms saw a notable 

improvement over 2017–2023. The average aggregate ESG score in our sample rose from 

about 45 in 2017 to 62 in 2023. This mirrors the broader disclosure trend noted earlier. 

Interestingly, the Governance (G) scores were consistently the highest of the three pillars each 

year (mean G ~65 in 2023, vs E ~60, S ~58 for top firms). Environmental (E) scores showed 

the greatest increase over time (reflecting initiatives like green building certifications and 

energy efficiency drives ramping up recently). Social (S) scores improved modestly (many 

firms started formalizing diversity and community programs, but the impact is gradual). Figure 
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1 in the paper illustrates these pillar score trends, showing a clear upward trajectory, especially 

post-2020 when both regulatory and investor pressure intensified. 

 

 
  

Figure 2. Scatter plot of ESG score vs Tobin’s Q (latest year). 
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Table 2. Correlation matrix of ESG pillars, valuation metrics, and controls. 

 

• ESG and Valuation Scatter: In Figure 2, we plot each firm’s FY2023 ESG score against its 

Tobin’s Q. There is an evident positive slope – firms with higher ESG scores tend to lie above 

those with lower scores in terms of Q. Godrej Properties and Brigade Enterprises, which have 

top-quartile ESG ratings (both adopted green initiatives and professionalized management), 

also have high Tobin's Q (>2). However, some smaller construction businesses with low ESG 

ratings (bottom quartile) sell at lower Q (around 1 or below, suggesting the market values them 

at or below book assets). The Pearson correlation for 2023 is +0.37, and a simple linear fit 

shows that a 10-point higher ESG score is connected with 0.3 higher Tobin's Q (20% of the 

average Q). While this is just a raw correlation, it gives a first hint that ESG leaders enjoy a 

valuation premium. We see a similar pattern if we use P/B ratio on the Y-axis. 

 

• Pillar-wise Correlations: When breaking it down, the Governance score has the strongest 

individual correlation with Tobin’s Q (around 0.35 across years). Environmental score also 

shows a positive correlation, though slightly lower (~0.25). Social score has the weakest 

correlation (~0.15) and in some years was not significantly different from zero correlation. 

This suggests that governance and environmental initiatives might be more in focus for 

investors than social initiatives, at least in terms of immediate valuation. It could also reflect 

measurement – governance and environment metrics are somewhat more quantifiable or 

visible (board structure, certifications) than social metrics, which might be why they align 

more with market values. 

• ESG vs Financial Performance: We also looked at whether high ESG firms are simply 

higher-performing financially. In our sample, ROA and ESG score have a mild positive 

correlation (~0.20). The top ESG companies tend to have decent profitability, but not 

uniformly – there are examples of high ESG firms with mediocre profits and vice versa. So, 

ESG is not just a proxy for “good business” in terms of profits. The correlation with firm size 

(total assets) was also modest (~0.22), indicating that while larger firms often engage more in 

ESG (due to resource and reputational reasons), some smaller firms are also punching above 

their weight in ESG. Thus, controlling for size and performance in regressions is important to 

isolate the pure ESG effect. 

• Valuation differences by ESG tier: As a quick cut, we grouped firms into terciles based on 

ESG score (top 1/3 = “ESG leaders”, bottom 1/3 = “ESG laggards”). ESG leaders had an 

average Tobin’s Q of 2.1, whereas laggards averaged 1.3 – a substantial gap. Even within the 

real estate sector, the market-to-book premium for sustainability-oriented firms appears 

sizable. For example, in 2023, one of the ESG leaders DLF Ltd. (which, despite past 
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governance issues, improved ESG disclosure and invested in renewable energy for its projects) 

had a P/B of ~2.5, while a traditionally run peer had P/B ~0.8. While many other factors differ 

between DLF and a smaller peer, the pattern of “ESG leader = higher multiple” holds on 

average. 

 

These descriptive findings set the stage: there are positive associations between ESG and valuation, 

especially driven by governance and environmental aspects. Next, we see if these hold in multivariate 

regression controlling for other influences. 

 

Regression Results: ESG and Tobin’s Q 

 

 
 

Table 3A. Fixed-effects regression of Tobin’s Q on aggregate ESG score. 

 

Baseline Model: Table 2 (Panel A) in the paper reports the results of fixed-effects regressions of 

Tobin’s Q on the aggregate ESG score and controls. The key result: ESG score has a positive and 

statistically significant coefficient in all specifications. In our primary model, the coefficient on 

ESG_score is about 0.0065 (with t-stat ~2.9, significant at the 1% level). This implies that a 10-point 

increase in ESG score is associated with a 0.065 higher Tobin’s Q. To put that in perspective, for a 
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firm at the sample median Tobin’s Q of 1.5, a 10-point ESG improvement (say from 50 to 60) 

corresponds to roughly a 4.3% increase in market valuation relative to assets. While modest, this effect 

is economically meaningful, especially for large firms where even a few percentage points in valuation 

are in tens of millions of dollars. 

 

Among the control variables in that regression: 

• Size (log assets) has a negative coefficient (larger firms have slightly lower Q, perhaps due to 

conglomerate discount or more tangible assets base). 

• Profitability (PAT/Assets) is positive and significant, as expected (more profitable firms have 

higher Q). 

• Leverage (debt/equity) enters with a negative sign and is significant – firms with higher debt 

relative to equity are valued lower, reflecting risk (which is standard corporate finance finding). 

• Promoter share% has a curvilinear effect: we included both promoter% and its square. The 

coefficient on promoter% is positive up to a point, but the square is negative (though not always 

significant at conventional levels). This suggests that moving from low insider ownership to 

moderate (skin in the game) boosts valuation, but extremely high insider ownership might 

reduce public float and raise concerns of entrenchment, which can hurt valuation – consistent 

with theory. 

• Board Independence (% of independent directors) shows a positive coefficient (a 10 

percentage point increase in independent directors was associated with ~0.02 higher Q, though 

this was marginally significant p ~0.10). This aligns with the governance argument that better 

board oversight increases firm value. 

• Year fixed effects showed, for example, 2020 had a significant negative intercept shift (the 

pandemic year saw valuations dip industry-wide), while 2021–22 had positives (market 

recovery). 

 

Despite model modifications, the ESG coefficient remained steady (~0.006–0.007 range), indicating 

a strong relationship. ESG actions (as proxied by better ESG ratings) do correspond with higher 

market valuation for these organizations, even after controlling for other factors. 
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Table 3B. Fixed-effects regression of Tobin’s Q on E, S, and G pillar scores. 

 

Pillar-wise Model: The pillars that caused this result are examined next. Table 2 (Panel B) illustrates 

the regression with E_, S_, and G_scores. Most notable finding: Governance score affects Tobin's Q 

most. Its coefficient is ~0.005 (p < 0.01). There is a favorable (~0.003) but marginally significant (p 

~0.08) environmental score. Social score has almost no coefficient (sometimes slightly negative, but 

not significant). A combined significance test rejects the null hypothesis of zero coefficients (F-test p 

< 0.01). We cannot deny the social coefficient is zero. This suggests that investors are valuing 

governance changes first, followed by environmental activities, while social initiatives (at least as 

measured by these ratings) are not yet affecting values. 

 

To illustrate magnitude: a 10-point increase in the governance score (e.g., improving board structures, 

transparency, shareholder rights) is associated with a 0.05 higher Tobin’s Q. For context, that is about 

3.3% of the median Q — notable given governance scores ranged ~30 points across firms (so the best 

vs worst governance could differ by ~0.15 in Q purely due to governance aspects). Meanwhile, a 10-

point bump in environmental score yields ~0.03 in Q (2% of median Q). Social, as mentioned, shows 

no clear effect; this might be due to either low variation or investors not perceiving direct financial 

benefits from social metrics yet. 
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It’s worth noting that when we include all three scores, the R-squared of the model improves slightly 

compared to using a single ESG composite. This suggests each pillar contributes some independent 

information. The variance inflation factor for the three scores was around 3–4, which is acceptable, so 

multicollinearity is not severely distorting these results. 

 

 
Table 4. Lagged ESG effects on Tobin’s Q. 

 

Lagged vs Contemporaneous: An alternative model predicted Qt using ESGt-1. The delayed ESG 

was likewise significant (coefficient ~0.0055, p < 0.05), frequently with a magnitude equivalent to or 

somewhat bigger than the contemporaneous. When we included both ESGt-1 and ESGt in one model, 

the lagged kept relevance but the contemporaneous went out (presumably due to their strong 

correlation). This suggests that investors may wait for assurance that ESG efforts are sustained or 

converted into performance before pricing in ESG improvements. Last year's ESG successes may 

reflect in this year's value. Our fixed effects and performance control should reduce the converse 

interpretation: businesses with greater Q can conduct ESG, which shows up next year. The research 

suggests that ESG -> value, although later. 

 

Non-linear test: We added ESG² to see if the effect tapers off. The quadratic term came out negative 

(around -0.00003) and not significant in most runs, which would suggest a slight diminishing returns 
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but not a strong one. The linear term remained positive. If we extrapolate, the turning point of that 

quadratic would be outside the sample range of ESG anyway (around score 100+ which no one has). 

So within our observed range, the relationship is roughly linear-positive. This means there isn’t 

evidence that “too much ESG” hurts valuation, at least not in this range – if anything, going from 

medium to high ESG keeps adding value linearly. We do see maybe mild diminishing gains: the 

difference in Q between ESG 50 and 60 is a bit more than between ESG 70 and 80 in the fitted model, 

but the confidence intervals are wide. So, a safe conclusion is no strong non-linearity; moderate ESG 

efforts already show benefit and higher ESG continues to add (albeit each additional improvement 

maybe slightly less impactful). 

 

Additional Valuation Measures 

 

 
Table 5. Difference-in-differences estimate of BRSR mandate on P/B ratio. 

 

We replicated the analysis using Price-to-Book ratio and Price-to-Earnings ratio as dependent 

variables to ensure results aren’t specific to Tobin’s Q. 
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• ESG vs P/B: The fixed-effects regression of P/B on ESG score showed a coefficient of ~0.02 

(p < 0.05). Since P/B is unitless, a 10-point ESG gain raises P/B by 0.2. The mean P/B was 

~2.5, indicating an 8% rise, slightly larger than the impact shown with Q. Pillar-wise version 

again centered on governance. This confirms ESG leaders' greater market-to-book premium. 

• ESG vs P/E: Earnings might vary year-to-year, impacting P/E, making results noisier. ESG 

score had a positive but not always significant influence on P/E in a random-effects model 

(fixed effects not suited for P/E because many businesses had one or two years of negative 

earnings, which we winsorized or deleted). Given P/E scale and outliers, the point estimate 

was 0.3 (10-point ESG = 3x greater P/E), which is hard to understand. Many good ESG 

businesses had high P/Es (investors presumably expect growth or stability), but outliers (e.g., 

a firm with massive losses and a huge negative P/E also had decent ESG) made this association 

less evident. This shows Tobin's Q and P/B are better indicators for our goal than P/E, which 

may need a larger window or normalized profits. However, ESG leaders consistently had 

higher P/Es than laggards (e.g., top ESG tercile median P/E ~25 versus lowest tercile ~12 in 

2023). 

 

Impact of ESG Disclosure Mandate (DiD Results) 

Difference-in-differences analysis of the 2022 BRSR mandate offers quasi-experimental information. 

We compare the valuation of low-ESG-disclosure enterprises versus high-disclosure firms before and 

after the mandate. 

• Pre-mandate (before FY2022-23): corporations with poor past ESG disclosure (e.g., those 

that did not disclose BRR or provided minimum information) traded at somewhat lower values 

than more transparent corporations. At end-2021, the low-disclosure group had an average P/B 

of ~1.8, whereas the high-disclosure group had ~2.6. Lack of transparency may have 

contributed to a risk discount, but other reasons may have contributed to this discrepancy. 

• Post-mandate (FY2023): With BRSR mandatory, all firms now had to report a comprehensive 

set of ESG data. We observed that some of the previously opaque firms saw a notable increase 

in investor interest and valuations. The DiD regression formalizes this: The interaction term 

LowDisclosure × Post2022 came out positive and significant. Specifically, the coefficient 

implies that after the mandate, the low-disclosure group’s P/B increased about 0.4 more than 

it would have relative to the high-disclosure group (which was the benchmark). In other words, 

the valuation gap narrowed – the low transparency firms “caught up” partly once they were 

forced to be transparent. This $\gamma_1$ coefficient was significant at the 5% level. 

 

Interpreting this: it suggests ESG disclosure itself has value. When previously withheld information 

became available, investors perhaps updated their perceptions. Some firms likely benefitted from 

dispelling uncertainty (e.g., a company might always have had decent safety standards but never 
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reported, so investors assumed the worst; once data showed, say, decent safety and community 

engagement, the risk discount reduced). This result aligns with the idea that reducing information 

asymmetry via mandated reporting can improve market efficiency and reward sustainable practices 

that were earlier unappreciated. 

 

An alternate explanation could be that 2022-2023 was just a good year for real estate stocks generally. 

However, our diff-in-diff controls for overall market trend by comparing against the firms that were 

already disclosing. Those high-disclosure firms did well too, but not as dramatically – so the relative 

gain of previously low-disclosers stands out. We double-checked by looking at some individual cases: 

one mid-cap construction firm that never published any sustainability info saw its P/B jump from ~1 

to ~1.5 after it published the first BRSR (which revealed, for example, that it had instituted strong 

anti-corruption policies and was not as risky as thought). While anecdotal, it fits the pattern. 

 

To exclude confounding factors, we repeated the diff-in-diff using Tobin's Q as the result and achieved 

comparable but lesser significance (presumably because Tobin's Q includes debt and these businesses 

had different debt changes). The overall conclusion is that regulation-enforced ESG openness 

improved values of enterprises that were trailing in disclosure, supporting the idea that markets reward 

knowledge and maybe underlying activities. 

 

Robustness and Other Analyses 

Alternate Proxy Tests: As mentioned, we used some alternate proxies to validate the ESG effect: 

• Using CSR spend (% of profits) as an independent variable in place of ESG score yielded a 

positive but not significant coefficient. This is not surprising since CSR spend is a narrow 

measure and often just meets the 2% requirement for most firms. It doesn’t capture quality of 

ESG, and some high ESG firms may spend less (if they do more in operational ESG than 

philanthropic CSR). So we didn’t rely on this. 

• Using Board independence directly: when we put % independent directors in the Q regression 

(without ESG score), it was positive and significant. When we include it alongside ESG score, 

both remain positive, but independence loses some significance, implying it is one component 

of the broader governance factor captured by ESG score. This is intuitive – governance score 

includes board structure among other things. 

• We also tried excluding 2020 (the pandemic outlier year) from the panel and results actually 

got a bit stronger for ESG, as 2020 had noise where even good ESG firms saw stock dips due 

to real estate slowdown. 

• Another check: we split the sample into real estate developers vs infrastructure 

construction subgroups to see if ESG mattered more for one. It appeared that the effect was 

slightly stronger for real estate developers. Possibly because developers interface more with 
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end-buyers and foreign investors (who care about ESG), whereas construction (EPC 

contractors) are more B2B or government-facing where ESG is mostly about compliance. In 

developers, a 10-pt ESG rise was associated with ~0.08 higher Q; in contractors, ~0.04. Both 

positive, but more pronounced for developers. This could be explored further in future 

research. 

 

Endogeneity considerations: Panel FE and DiD increase causality assertions, but a purist may worry 

that some unobserved time-varying factor drives ESG and value (a charismatic CEO might improve 

ESG image and market sentiment). IV (using ESG index as an instrument) was tried. The first stage 

demonstrated that being in the binary NIFTY100 ESG index considerably enhances a firm's ESG score 

(makes sense, those indexes identify high-ESG enterprises). The second stage produced an ESG 

coefficient double the OLS, suggesting measurement error is attenuating the underlying effect. It was 

imprecise due to the significant standard error. However, the direction validates our primary 

conclusions. Since the instrument is weak (just a few businesses are in/out of that index), we provide 

these cautiously in the appendix. 

 

ESG actions positively affect market valuation for Indian real estate and construction enterprises, 

according to our findings. This link is driven by governance reforms and occasionally environmental 

activities. Social initiatives are not yet clearly reflected in market prices. Perhaps with some lag and 

after credible disclosures (easing uncertainty), the market rewards ESG. Importantly, we found no 

indication that ESG participation hurts valuation on average. In fact, sustainability spending seems 

neutral to positive. 

 

DISCUSSION 

The empirical findings outlined above carry several implications and nuances worth discussing in light 

of theory, prior research, and the context of India’s real estate sector. 

 

Our work adds to the rising evidence that investing in ESG practices may boost business values, 

demonstrating that markets increasingly consider ESG as part of effective management. ESG ratings 

and Tobin's Q are positively correlated for Indian real estate and construction enterprises, indicating 

that investors value sustainable and well-governed corporations. This aligns with stakeholder theory 

and the resource-based view – ESG can be a source of competitive advantage (e.g., better stakeholder 

relationships, brand equity, innovation in green construction). It also reflects the risk mitigation 

perspective: firms with strong ESG profiles likely have fewer risky incidents (scandals, accidents, 

regulatory fines) and thus a lower discount rate applied by investors. 
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Notably, this does not imply causation in one direction only; it could also be that high-valued firms 

find it easier to allocate funds to ESG initiatives. However, our lagged and DiD analyses lend support 

to the notion that improving ESG can lead to valuation uplift rather than just vice versa. The fact that 

lagged ESG predicts future higher valuation is particularly telling – it suggests ESG efforts 

eventually manifest in ways investors recognize (be it through improved earnings, risk profile, or 

sentiment). 

 

Governance Leads the Way: In our pillar analysis, Governance emerged as the most 

consequential pillar for valuation. This resonates strongly with the situation in India, where corporate 

governance standards have historically been uneven. Investors (especially foreign institutions) often 

use governance quality as a quick litmus test for whether to invest at all. Good governance practices 

– transparent accounting, independent oversight, protecting minority shareholders – reduce the risk of 

unpleasant surprises (fraud, expropriation) and therefore justify higher valuation multiples. Our 

finding that governance score had a significant positive effect is in line with studies in India and other 

emerging markets that have found premium valuations for companies with higher corporate 

governance ratings (e.g., CLSA’s CG Watch, etc.). 

 

For managers, this underscores that governance improvements can yield tangible market benefits. 

Simple steps like appointing reputable independent directors, separating the CEO and Chair roles, and 

enhancing disclosure can boost investor confidence. The real estate sector in India has seen its share 

of governance lapses in the past (e.g., accounting irregularities, conflicts of interest in related-party 

land deals). Those firms that have professionalized and cleaned up governance (for example, some 

family-run companies brought in professional CEOs or big private equity investors imposing 

governance discipline) are enjoying investor favor. 

 

It’s also worth noting that governance is somewhat within a firm’s immediate control (unlike external 

environmental factors) and doesn’t necessarily require big expenditures – it’s more about mindset and 

policy. So, the strong valuation impact of governance suggests a relatively low-hanging fruit for 

companies aiming to improve market perception. 

 

Environmental Efforts Paying Off Gradually: The environmental pillar’s positive (though smaller) 

impact is encouraging. It suggests that even in an emerging market, investors are starting to appreciate 

environmental leadership. In real estate, this could be due to multiple reasons: (a) Firms pursuing 

green building projects might tap into the growing demand from MNC tenants and environmentally 

conscious buyers, which will reflect in future revenues (investors possibly capitalizing this ahead of 

time). (b) Energy-efficient operations and use of renewables can cut costs, improving margins in a 

sector where input costs (power, materials) are significant. (c) Climate risk is increasingly being 
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factored – properties and companies vulnerable to climate impacts (floods, heat) or regulatory changes 

(carbon taxes) might be seen as riskier. Those proactively managing these issues could be viewed as 

more resilient, deserving a premium. 

 

Our timeframe (2017–2024) is still relatively short to capture long-term environmental benefits, but 

the fact we see any signal is notable. It likely helped that during this period, several high-profile green 

finance deals occurred in India – e.g., developers raised green bonds, and some got cheaper loans for 

sustainable projects – sending a market signal that E matters. The government also announced plans 

for smart cities and sustainable infrastructure, aligning investors’ outlook with environmental 

performance. 

 

One nuanced point: the environmental score is broad; a company might score well by disclosure even 

if actual performance is so-so. We tried to see if actual outcomes (like emissions intensity) had any 

clearer link. There was a mild pattern that firms that reduced emissions intensity or obtained green 

certifications for a higher share of their portfolio saw slightly more valuation uptick. This implies 

substance over form is what truly gets rewarded. Disclosure is important to reveal substance, but if 

it’s just disclosure without real performance (e.g., publishing targets but not acting), investors may not 

reward it for long. 

 

Social Pillar – The Missing Link? It is intriguing that the social pillar did not show a measurable 

impact on valuation. There are a few interpretations: 

• It could be a measurement issue: social performance is hard to quantify and compare. Our 

social scores likely capture things like policies on human rights, community spending, 

diversity statistics, etc. Investors may find these metrics either less reliable or less immediately 

tied to financial outcomes. 

• It could be a time horizon issue: social investments (like community development, worker 

welfare) might yield benefits in the very long term (e.g., a more stable workforce, brand 

loyalty) which were not realized within our period or not recognized by short-term focused 

markets. 

• Or perhaps investors implicitly care about social factors through other lenses. For instance, 

a company with poor labor practices might eventually face strikes or legal trouble, which 

actually shows up as governance risk or financial risk. If our governance score or risk controls 

already capture that, the separate social score may appear redundant. 

• Another angle: In India, many companies treat CSR (the main social initiative) as a compliance 

to tick off (the 2% rule), so doing more than the required might not be seen as value-additive 

unless it directly mitigates some risk. 
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That said, the social pillar is not to be dismissed. It may be indirectly contributing via intangibles not 

captured in valuations yet. We also might see that in downturns or crises, the social practices become 

more salient (e.g., how companies treated workers during COVID could influence investor trust, but 

that might manifest later). 

 

ESG Disclosure vs Performance: One of our research questions was whether disclosure alone 

suffices or actual performance is needed for market rewards. The evidence from the BRSR mandate 

DiD indicates that disclosure had a distinct positive effect, supporting the idea that transparency 

itself creates value by reducing uncertainty. However, disclosure is likely just unveiling performance. 

If a firm disclosed and the numbers were bad (say high injury rates, or a gap in governance), investors 

would penalize it. In our case, many firms likely had decent practices but weren’t disclosing – once 

they did, it reassured investors. 

 

So, we infer that disclosure is necessary but not sufficient. The lack of information prevents even a 

reputable firm from being credited. Your disclosure must match investor expectations; thus, it is not 

enough. Here comes greenwashing risk: Smart investors will ignore firms' glowing claims without 

data. BRSR rigor (with quantifiable KPIs and third-party certification moving forward) reduces 

superficial disclosure. We anticipate the market to discern between organizations with real changes 

and check-the-box disclosures over time. 

 

In our research period, the rise in disclosure, regardless of substance, may have been seen as beneficial 

(since it showed the business was engaged with ESG). As disclosure becomes common, outcomes 

quality will become more important. We see it already: two corporations may publish emissions, but 

the one lowering emissions year-over-year may get greater investor response. 

 

Implications for Managers: For company executives in real estate and infrastructure, our results 

underscore a few actionable points: 

• Prioritize Governance Reforms: In our research period, the rise in disclosure, regardless of 

substance, may have been seen as beneficial (since it showed the business was engaged with 

ESG). As disclosure becomes common, outcomes quality will become more important. We see 

it already: two corporations may publish emissions, but the one lowering emissions year-over-

year may get greater investor response. 

• Integrate Material Environmental Practices: Focus on environmental initiatives that also 

make business sense. For developers, this might mean aggressively pursuing green building 

certifications, which can allow premium pricing and also signal to investors your commitment. 

It could also mean reducing energy costs via solar installations – boosting profit and ESG score 

together (a win-win that investors will applaud). Since environment is a rising concern, getting 
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ahead on this (e.g., adopting TCFD reporting of climate risks, setting science-based emission 

targets) could future-proof the company’s valuation as carbon regulations tighten. 

• Social Initiatives – communicate the value: While social factors didn’t move the needle in 

our data, managers should not ignore them. Instead, they might need to better communicate 

the tangible benefits of social initiatives. For instance, if a construction firm significantly 

invests in worker safety training and sees fewer accidents, it should highlight how that avoids 

project delays and legal costs – linking a social measure to financial outcomes. Or if a 

developer’s CSR in a community eases the process of new project approvals (less local 

opposition), that’s a social investment yielding a direct business benefit. Quantifying and 

disclosing these linkages may help investors appreciate the social pillar more. 

• Avoid ESG as a mere PR exercise: The partial lack of correlation with social and the 

requirement of disclosure suggest that shallow ESG engagement (just marketing without 

metrics) won’t fool markets for long. Managers are advised to treat ESG as a strategic 

imperative, not just a branding exercise. For example, establishing an internal ESG committee, 

tying a portion of executive compensation to ESG targets, and publishing assured sustainability 

reports can signal seriousness. As regulatory scrutiny (e.g., SEBI’s new BRSR Core KPIs 

from 2023 onwards) increases, those firms that integrated ESG early will handle these 

demands smoothly, whereas laggards might scramble and could be penalized by investors for 

reactive compliance. 

 

Implications for Investors and Policymakers: Our study implies that ESG measurements may 

improve real estate investment decisions for investors, particularly domestic mutual funds and retail 

investors new to ESG analysis. ESG-aware stock-picking (overweighting governance-strong, 

environmentally proactive enterprises) may improve risk-adjusted returns or prevent governance 

crises. Low ESG enterprises had lower values, sometimes for good cause as they ran into problems. 

Thus, ESG can help investors control portfolio risk. 

 

Politicians and regulators can be encouraged by the BRSR mandate's success. It lowered information 

barriers and increased value for opaque entities. These favors keeping the regulation and maybe 

increasing ESG disclosure requirements beyond top 1000 firms. It also implies that compelling 

corporations to publish their sustainability initiatives is allowing market forces to drive change. 

Market pressure will encourage low ESG companies to improve after disclosures. Our data indicate 

that mechanism is starting. 

 

One caution for regulators is to ensure data quality and comparability. The more investors trust the 

ESG data, the more they will price it in. If there are doubts about greenwashing or inconsistent metrics, 

the market might discount all ESG data. SEBI’s move to require assurance for select BRSR metrics 
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from FY2023-24 (BRSR Core assurance) is a good step in this direction. As data becomes 

standardized, academic studies like ours will become even more precise, and investors more confident. 

 

Why Social isn’t Reflected (A deeper dive): It is worth contemplating why our study (and many 

others) often find governance > environment > social in impact. One reason could be the time horizon 

mismatch. Markets are somewhat short-term oriented (even a year or two ahead). Governance 

changes can have immediate effect on risk premium. Environmental changes, if tied to efficiency, also 

show near-term benefits (or clear future cost avoidance). Social aspects (like education initiatives, 

employee wellness) might be 5+ year payoffs (a healthier, more skilled workforce, a stronger brand in 

communities). It might be that by extending the time frame or looking at different measures (like 

stability during downturns), social contributions would shine. For example, a hypothesis: companies 

with strong social capital might be more resilient in crises (employees go the extra mile, communities 

support them). That might not show in boom times valuations, but in how they navigate tough times 

(maybe requiring an event study around crises). 

 

Thus, we advise caution in interpreting the zero effect on social as “social doesn’t matter.” It may just 

be that investors haven’t yet connected the dots or the benefits are indirect. For now, companies in 

India still largely do social spending because it’s mandated and for goodwill, not because investors 

demand it. But if global trends hold, issues like workforce diversity, supply chain labor standards, and 

community relations could become more material as India integrates with global markets (e.g., export-

oriented construction material firms might face ESG audits from foreign clients). 

 

Limitations: Our study has some limitations that temper the findings: 

• Sample bias: We looked at major listed firms. These are generally better in ESG than the 

universe of all companies (survivorship and size bias). So results might not generalize to small, 

unlisted players who might have different dynamics. It would be interesting to see if mid-cap 

or small-cap firms (many of which are not in our sample) show similar patterns or if perhaps 

ESG is a “luxury” that only large firms capitalize on. 

• ESG Score as a black box: We relied on ESG scores which aggregate many things. While 

useful for overall analysis, it means we can’t pinpoint which specific actions had the biggest 

effect. For instance, did adopting a whistleblower policy boost the stock, or installing solar 

panels, or donating to COVID relief? We treat ESG as a package. Future research could try to 

break out key performance indicators (like carbon intensity, board diversity) and test them 

individually. 

• Short time frame for structural changes: 2017–2024 is a period of rapid change in ESG 

awareness. It might be too short to fully capture long-run effects. For example, maybe a firm’s 

2018 ESG actions might only materially impact its cash flows or risk by 2025 or beyond (like 
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climate adaptation measures). We likely capture market expectations more than realized 

outcomes in many cases. 

• Macroeconomic influences: Real estate sector valuations are heavily influenced by interest 

rates, economic growth, property cycles. We included year effects to blunt this, but a more 

granular control (like property price index, or interest rate variable) could improve precision. 

If ESG leaders happened to also be in segments that boomed (say residential vs commercial), 

that could bias results. We partially mitigated by firm FE (since segment focus is mostly fixed 

per firm) and saw effects even then, but macro noise is always a factor. 

 

Comparison with Other Studies: Our finding of a positive ESG–value link aligns with many global 

studies (Friede et al., 2015 meta-study, etc.) but contrasts with a few recent Indian studies that found 

no or negative effects (e.g., one mentioned earlier where ESG had a negative coefficient on Tobin’s Q 

indicating a U-shape). Why might we differ? One reason is sector focus – an all-sector study might 

dilute sector-specific effects. It’s possible that in some sectors (e.g., heavily regulated ones like 

tobacco or certain state-run enterprises) ESG score is largely driven by formalistic reporting and 

doesn’t correlate with performance, or investors don’t care due to other overriding factors. By focusing 

on real estate, where ESG issues are very tangible and visible, we capture a context where ESG 

matters. Another reason could be time period – ESG in India has reached a tipping point in the past 

2-3 years. Studies using data up to, say, 2020 might have found little effect because investors hadn’t 

incorporated it strongly yet. Our inclusion of 2021-2023, where we actually see increasing 

differentiation in valuations based on ESG, might show a trend that earlier data missed. Essentially, 

the market may be evolving to price ESG now more than before. 

 

Our findings also complement international real estate research that shows sustainability pays off. For 

example, studies on REITs in developed markets show similar positive correlations between 

sustainability scores and firm value. We extend that narrative to an emerging market setting. 

 

CONCLUSION 

This study set out to investigate whether ESG (Environmental, Social, Governance) activities by listed 

Indian real estate and construction companies have a discernible impact on their market valuation. 

Using a panel of 38 major firms over 2017–2024 and employing rigorous statistical techniques, we 

find that ESG performance is positively associated with firm valuation in this context. Companies 

with higher ESG scores enjoy higher Tobin’s Q, P/B ratios, and generally attract a valuation premium 

relative to their less sustainable peers, all else equal. 

 

Crucially, not all ESG components are equal in the eyes of the market: Governance improvements 

show the most robust linkage to higher valuations, underscoring the paramount importance of 
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strong corporate governance in emerging markets like India. Environmental initiatives also correlate 

with better valuations, reflecting growing awareness of environmental sustainability in driving long-

term profitability and risk mitigation for real estate firms. The Social dimension, however, did not 

show a clear immediate effect on market value – a finding that suggests either a lag in recognition or 

that social investments are not yet being translated into the language of investor value. 

 

Our results remained consistent after accounting for firm-specific factors, broader market trends, and 

potential endogeneity. The natural experiment of enhanced ESG disclosure requirements (BRSR) 

further reinforced that greater transparency and commitment to ESG can unlock value, especially for 

firms that historically under-communicated their sustainability efforts. In short, doing good (in terms 

of ESG) and telling the world about it appears to go hand-in-hand with doing well (in terms of 

valuation), at least for the prominent players in India’s real estate sector. 

 

These findings have several important implications: 

• For companies in real estate and infrastructure, integrating ESG into core strategy is not just 

altruism or regulatory compliance, but can be seen as an investment into corporate reputation 

and resilience that shareholders ultimately reward. Particularly, elevating governance 

standards should be a top priority, followed by meaningful environmental actions, to maximize 

the impact on firm value. 

• Investors can consider ESG metrics as useful indicators or screens when evaluating firms in 

these sectors. Those incorporating ESG factors may gain an edge in identifying firms with 

superior management quality and risk profiles that the market will value more over time. 

• Policymakers and regulators should continue to encourage transparent ESG disclosures and 

perhaps provide incentives for real, measurable ESG improvements (such as clear taxonomy 

for green projects, or recognition for top ESG reporters). Our evidence suggests the market is 

responsive to these transparency measures, which bodes well for the efficacy of policy tools 

like the BRSR in influencing corporate behavior through market forces. 

 

Limitations and Future Research: We acknowledge that our study covers a subset of firms and a 

relatively short timeframe in a rapidly evolving ESG landscape. One limitation is that ESG scores, 

while convenient, bundle many aspects – future research could deconstruct ESG into more granular 

indicators to see which specific actions (energy efficiency, gender diversity, anti-corruption policies, 

etc.) drive value most in emerging markets. Also, as more data becomes available post-2024 with 

standardized BRSR reporting, researchers can extend the sample and perhaps apply more advanced 

causal inference techniques (like propensity score matching between ESG leaders and laggards, or 

even experimental investor surveys to see perceptions). It would be particularly insightful to study 

longer-term outcomes: do ESG-leading firms exhibit more stable growth and fewer drawdowns in 
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bad times? Does the ESG–value relationship strengthen as sustainability issues like climate change 

become even more pressing? 

 

Another avenue is to explore the cost of capital channel directly: for instance, analyze if firms with 

better ESG scores in this sector see lower interest spreads on their debt or higher credit ratings – 

something hinted at but not directly tested in our study. Also, comparing across countries (e.g., are the 

effects similar in other emerging markets’ real estate sectors?) could help generalize the findings or 

highlight local differences (perhaps governance is a universal factor, while environmental might 

matter more in countries with stricter climate policies, etc.). 

 

In conclusion, our study adds evidence to the optimistic view that pursuing ESG excellence can be 

synergistic with creating shareholder value, not antithetical to it. In the context of Indian real estate 

and construction – sectors often criticized for unsustainable practices – it is heartening to see that 

sustainability leadership and transparency are being rewarded by the market. This creates a virtuous 

incentive loop: as firms see valuation benefits, they are more likely to invest further in ESG, which in 

turn contributes to broader societal goals like environmental protection and social welfare. The 

challenge going forward will be to maintain the integrity of ESG efforts (avoiding superficial 

adoption) and to ensure that even smaller and mid-sized companies are brought into the fold of 

sustainable business practices. The trajectory, as evidenced by our 2017–2024 analysis, is clearly 

toward greater integration of ESG into the fabric of corporate value proposition in India – a trend that 

is likely to accelerate in the coming years as stakeholders across the board reinforce the link between 

value and values. 
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