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Abstract 
This study examines whether Sustainability Reporting (SR) contributes to the 
financial performance indicators of Saudi listed firms. The study’s data are 
imperiled to regression analysis using the econometric model in computing 
the Tobin’s Q value as proposed under the section on study variables. It also 
examines the value significance of SR on financial performance among the 
listed firms in Tadawul by determining whether Tobin’s Q is statistically sig-
nificant by specific firm’s attributes, including firm size, leverage, and EPS. 
The outcomes indicate that Tobin’s Q is statistically significantly influenced 
by leverage, EPS and firm size. Additionally, the study validates that no cor-
relation occurs between the SR practices of the listed firms in Tadawul and 
the corporate financial performance. 
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1. Introduction 

In the past years, the business domain has increasingly focused on sustainability 
reporting or SR (Dixon-Fowler et al., 2013; Tvaronavičienė et al., 2017). SR is a 
voluntary or mandatory reporting by organizations or firms on the social, eco-
nomic/financial and environmental impacts arising from their operations or ac-
tivities on a daily basis. Literature on SR shows that firms that adopt SR practices 
pursue organizational legitimacy (Hedberg & Malmborg, 2003), yield to the 
need to consider the board’s oversight (Carroll & Shabana, 2010; Dyllick & 
Hockerts, 2002), pursue ethics, compliance and external accreditation (Gray et al., 
2014; Kolk, 2004) as well as report achievements and stakeholder issues through 
active engagement of stakeholders (Mulkhan, 2013). From the perspective of 
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stock prices, Ansari, Cajias, and Bienert (2015) and Gray et al. (2014) established 
that SR positively affected stock prices of real estate organizations. Other stu-
dies have shown diverse findings, including the value of SR to stakeholders and 
the reporting entity (Loh, Thomas, & Wang, 2017; Lourenço et al., 2014). SR is 
more useful for internal communication than external (Farneti & Guthrie, 2009; 
Hedberg & Malmborg, 2003). It offers more qualitative than quantitative infor-
mation on financial value. Other empirical studies agree or disagree less on the 
usefulness of SR practices (Gray et al., 2014; Gray & Milne, 2002). 

From the perspective of shareholders, the usefulness of SR information is 
measured by the relevance of the value of the filed information in making in-
vestment decisions (Dyllick & Hockerts, 2002; Hyršlová et al., 2015; Lourenço et 
al., 2014). Studies have explored the correlation between SR and financial per-
formance and confirmed the impact of SR information on investment decisions 
by shareholders by considering variables, such as book value and share earnings 
(Gray, Adams, & Owen, 2014; Owen, 2007). Therefore, the current study ex-
plores SR or disclosure and value relevance on listed Saudi firms. In particular, 
the study determines whether SR practices by listed Saudi firms creates higher 
value relevance on financial performance based on financial statements as com-
pared to firms that do not engage in SR or disclosure. 

Wang (2015) makes an observation indicating that scholars are adopting the 
concept of firm value in quest for demonstrating the firm’s intangible intellec-
tual capital and the conventional financial capital. In this context, researchers 
have invented the use of Tobin’s Q score for valuation purposes. In the quest for 
assessing firm’s value, scholars have gone to the length of considering corporate 
governance. Informed by these theoretical studies can be conducted to examine 
the correlation between the Tobin’s Q score and the corporate governance per-
formance variables. On this basis, a multi-regression model was adopted in pre-
senting the analysis and discussion pertaining to value relevance of corporate 
governance and intellectual capital. The analysis demonstrates that corporate 
governance performance yields positive influence on the correlation between 
firm valuation and intellectual capital.  

More importantly, this study makes three main contributions to the literature 
on sustainability reporting in the following ways. Firstly, the study contributes to 
the existing literature on the value relevance of sustainability reports during in-
vestment decision-making among shareholders. This is realized by demonstrat-
ing how SR practices yields value relevance on listed forms, inevitably demon-
strating how shareholders benefits from value relevance reporting through SR 
practices when making investment decisions. Secondly, the study contributes to 
the existing accounting research on SR by obtaining the empirical evidence on 
value relevance of SR information among listed firms. The findings would add to 
the current literature on significance of SR practices by listed firms by demon-
strating whether firms undertaking SR practices have higher value relevance as 
evidenced by specific financial performance indicators compared to companies 
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that do not. Thirdly, the study contributes significantly to the existing debate on 
SR framework and the external assurance on value relevance of listed firms. In 
this context, the study makes invaluable theoretical addition to the importance 
and value relevance of publicizing social and environmental information by 
listed entities.  

The rest of the study is presented in five sections. Section 2 presents the 
theoretical framework of the current study by looking at pertinent theories 
that explains the concept of SR and value relevance. In this section, the re-
search builds on two theories, namely stakeholder theory and legitimacy theo-
ries. A detailed analysis is presented, and a selection of the most appropriate is 
justified based on past evidence. Section 3 presents literature review and hy-
pothesis development by documenting past studies in examining the relation-
ship between SR and value relevance. Similarly, the section presents the key 
findings (development) to evidence the correlation between SR and value re-
levance, as well as the study approach and methodology. Section 4 presents the 
study findings and discussion. Section 5 presents discussions on the findings 
followed by conclusions, and finally the study limitations and commentary on 
future studies.  

2. Theoretical Framework 

Stakeholder and legitimacy theories are among the most relevant theories on SR 
and value relevance (Belal, 2003; Mashat, 2005). The theories are developed from 
an institutional school of thought that categorizes stakeholder and legitimacy 
theories based on political-economy theory. This category of theories does not 
consider the viewpoint that firms have material or technological incentives, but 
rather assumes the perspective that an organization’s rituals, cultural norms, be-
liefs and symbols influences its behavior (Hahn & Kühnen, 2013; Suchman, 
1995). The legitimacy theory assumes that firms persistently engage in perceived 
legitimacy by ensuring their operations or activities remain within a constructed 
system of definitions, beliefs, values, norms and bounds of the society (Deegan, 
2009; Hedberg & Malmborg, 2003). As observed by Dowling and Pfeffer (1975) 
and Mobus (2005), SR and CSR practices act as a mode of communication aimed 
at convincing the society that the organization’s activities are compliant with the 
existing “social contract” or societal norms and bounds that govern organiza-
tions’ behavior. In this background, any change in societal expectations would 
lead to the need for a firm to change and adapt as well.  

According to Golob and Bartlett (2007) and Suchman (1995), organisations 
would act differently in response to the changes based on whether the firm gains, 
repairs or aims at maintaining legitimacy. Hence, the firm uses SR or CSR dis-
closure as a tool for legitimizing its activities or undertakings by offering infor-
mation that influence the society and stakeholders’ perception about the organi-
zation (Golob & Bartlett, 2007; Hooghiemstra, 2000). In agreement, Boesso and 
Kummar (2007) and Hassanein and Hussainey (2015) confirmed that the re-

https://doi.org/10.4236/ojbm.2021.94097


H. M. Haidar, R. M. Sohail 
 

 

DOI: 10.4236/ojbm.2021.94097 1785 Open Journal of Business and Management 

 

porting organization may provide social and environmental information using 
the annual reports to enhance the organizations’ reputation among stakeholders, 
as well as to satisfy the society’s need. More importantly, there would be a legi-
timacy gap should the organization breach the social contract. Therefore, organ-
izations adopt CSR or SR to close the inevitable legitimacy gap. In doing so, the 
organization may opt to communicate to the public or external stakeholders 
about their actual SR or CSR policies in changing the company’s reputation 
through emotive symbols that divert public attention on other important, related 
issues or by altering societal expectations (Hassanein & Hussainey, 2015; O’Dono- 
van, 2002). Conversely, stakeholder theory considers the organization as an inte- 
gral element of the broader system whereby the organization is not only affected 
by but also affects other stakeholder groups (Bebbington, 2001; Smith, Haniffa, 
& Fairbrass 2011). Unlike the legitimacy theory that seeks conformity with so-
cietal contracts and norms, stakeholder theory is fundamentally driven by the 
need for accountability to the firm’s stakeholders by providing an account of the 
activities for which the firm is solely responsible (Freeman, 1984; Cooper & 
Owen, 2007; Deegan, 2002). Importantly, stakeholder theory is supported by two 
ideologies first, the ethical branch that takes on a normative viewpoint contend-
ing that all firm’s stakeholders ought to be treated equally. For sustainability dis-
closure, this translates to the duty of providing all stakeholders with any relevant 
information as reserves equal rights in receiving this information. Therefore, any 
argument on whether communication would yield improved financial results or 
not is irrelevant (Bebbington, 2001; Cooper & Owen, 2007; Deegan, 2002; Smith 
et al., 2011). 

The second ideology is the managerial branch that espouses a stakeholder in 
availing information on the organization with resources determines the man-
agement’s intention to invest more in managing the stakeholder relationship 
(Deegan, 2002; Phillips, 2003). In the context of SR or CSR disclosure, a few re-
searchers conclude, based on the importance of the stakeholder to the firm, that 
the management would seek to disclose relevant information in seeking support 
from the stakeholders as well as in helping to manage diverging conflicts of in-
terests (Bebbington, 2001; Mainardes, Alves, & Raposo, 2011; Sun et al., 2010). 
Casey and Grenier (2015) and Gray, Kouhy and Lavers (1995) assert that SR is 
an effective method to ensure support of the stakeholder groups, resulting in 
guaranteed firm survival. When a company faces extreme pressure from stake-
holders, SR would help in building stakeholders’ confidence level when the re-
sulting sustainability reports have been fully endorsed by a recognized assurance 
body (KPMG, 2008, 2013). 

In effect, Gray, Owen and Adams (1996) and Smith et al. (2011) indicate that 
the legitimacy theory provides a seemingly superior explanation to voluntary 
sustainability disclosure. The major limitation of legitimacy theory involves its 
basis on an invalidated assumption that all organizations would seek to legitim-
ize their operations by voluntarily disclosing their social and environmental 
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performance in conjunction with the financial dimensions, yet establishing con-
gruence between desirable actions and a socially constructed system characte-
rized by beliefs, norms, definitions and values is realistically impossible in the 
globalized world (Deegan, 2000; Gray et al., 1995). However, as observed by 
Deegan (2002) and Gray et al. (1996), legitimacy theory is most often used by 
organizations in democratic or developed countries, while the stakeholder theory 
suits organizations operating in authoritarian or developing countries where the 
organizations can effectively manage the interests of its stakeholders without a 
negative spill-over. 

Therefore, the present study focuses on Saudi Arabia as it is a developing 
country mainly governed by Islamic norms and value constraints. Hence, the 
stakeholder theory would be a relevant theoretical framework to inform the SR 
and value relevance in listed firms. As justified by several researchers, stake-
holder theory is better suited because of its descriptive accuracy, normative va-
lidity and instrumental power, and thus it’s feasible in real organizational set-
tings or the real world, as it pursues managerial influence or manipulation in 
seeking stakeholders’ approval and support (Donaldson & Preston, 1995; Dee-
gan, 2000; Gray et al., 1996; Mitchell, Agle, & Wood, 1997). 

3. Literature Review and Hypothesis Development 
3.1. Sustainability Reporting (SR) and Value Relevance 

Several past studies have examined the correlation between SR and value relev-
ance of accounting information to external and internal stakeholders or users. 
Ansari et al. (2015) and Przychodzen and Przychodzen (2013) adopted an event 
study methodology on a global sample of firms in Australia, the United States 
and Europe and established that SR has a positive effect on the stock prices of 
select real estate firms. The outcome revealed that SR and the communications 
with stakeholders on social, financial/economic and environment performance 
had an impact on a firm’s valuation, thus significantly influencing shareholders’ 
decision making (Ansari et al., 2015; Simnet, Vanstraelen, & Chua, 2009). The 
findings are consistent with the notion of an existing trend of positive support 
towards an organization’s efforts (Chwistecka-Dudek, 2016; Oláh et al., 2017). In 
contrast, Gray and Milne (2002) contradict the influence of SR practices on val-
ue relevance of the financial information captured for users’ interests. Other stu-
dies (Graham & King, 2000; Loh et al., 2017; Lourenço et al., 2014) have evi-
denced the positive relationship between SR practices of a company and value 
relevance of the information on financial performance. 

Anandarajan et al. (2011) and Mohan and John (2011) established a positive 
correlation between a firm’s SR practices and value relevance of the resulting fi-
nancial information using earnings per share (EPS), book value per share and 
change in EPS. Other studies concurred that contextual factors, such as investor 
protection through mandatory SR practices, adoptions of GRI 3.1 on SR and 
improvements in the firm’s working capital efficiency, had a positive influence 
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on the value relevance of the final fiscal information used by shareholders in 
making investment decisions (Anandarajan et al., 2011; Graham & King, 2000; 
Wang, 2015). From a divergent perspective, Ching et al. (2017) and Chwisteck-
a-Dudek (2016) studied the association between SR and value relevance by con-
sidering the financial performance and concluded that there is no positive cor-
relation between value relevance of listed firms and SR practices. In this back-
ground, it can be inferred that increasing the inherent quality of SR practices 
does not necessarily improve the value relevance and financial performance 
(Ansari et al., 2015). 

In contrast to these earlier findings, Loh et al. (2017) and Lourenço et al. 
(2014) examined the correlation between SR and firm value and established that 
organisations with SR procedures or framework tend to register higher firm val-
ues than those that never present their sustainability reports. In particular, Lou-
renço et al. (2014) and Surroca, Tribó and Waddock (2010) studied the associa-
tion between SR and selected value relevance financial metrics, such as net oper-
ating income and book value of stock, and found a positive association between 
the variables, with firms that adopted SR practices reporting higher relevance 
value relating to net operating income and book value of stocks. Nonetheless, 
Gray and Milne (2002) and Wang (2015) believed that the value relevance on fi-
nancial performance cannot be exclusively associated with SR practices because, 
in reality, SR is difficult or even impossible without adopting reporting guide-
lines, such as GRI. In agreement with these studies, Farneti and Guthrie (2009) 
and Hedberg and Malmborg (2003), in a descriptive study, confirmed the role of 
SR in creating value relevance for firms in terms of metrics, such as EPS, leve-
rage and book value, in accordance with the GRI Guidelines and based on firm 
size and availability of governance committee. 

These outcomes indicate that firms that adopted SR practices focused more on 
communicating qualitative information on the financial value associated with 
governance, social and environmental impacts rather than communicating quan-
titative information on value relevance with regard to book value, EPS and leve-
rage metrics. Therefore, it is impossible to ascertain the value relevance of SR 
practices by the listed firms. Nonetheless, Dobre, Stanila and Brad (2015) and 
Truant, Corazza and Scagnelli (2017) examined the impact of SR practices by 
Italian and Romanian listed firms and established that these firms reported a 
positive long-term financial performance. 

In the study by Hassel, Nilsson and Nyquist (2005) and Truant et al. (2017) on 
the correlation between CSR or SR practices and the market values of the listed 
firms, the value relevance of the annual financial reports showed great im-
provement by including information on social and environmental performance. 
The study arrived at the conclusion based on the Ohlson (1995) model to regress 
market values of environmental, book value and earnings performance. Despite 
the negative correlation between environmental performance and market values, 
in endorsement of the cost perspective on SR, the results confirmed that the val-
ue relevance of the financial information was significantly improved by includ-
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ing social and environmental performance information. 
Other study outcomes demonstrate that SR practices of listed companies tend 

to have a positive impact on value relevance of diverse market performance in-
dicators, including book value, earnings, market value, firm’s returns, in firm’s 
market value and share prices (Cardamone, Carnevale, & Giunta, 2012; Carne-
vale, Mazzuca, & Venturini, 2012; Cormier & Magnan, 2007; de Klerk & de Vil-
liers, 2012; Murray et al., 2006; Schadewitz & Niskala, 2010). These empirical 
studies established a correlation between full sustainability and CSR disclosure, 
mainly voluntary reporting, as either stand-alone reports or combined reporting 
alongside the financial reports. However, other studies reported contradicting 
outcomes, including the negative correlation between CSR disclosures or SR and 
firm’s market value (Cardamone et al., 2012; Hassel et al., 2005; Murray et al., 
2006), and a negative or no impact of SR and CSR on share prices and market 
value, with mandatory financial disclosure yielding more value relevance than 
voluntary CSR or SR practices (Carnevale et al., 2012; Moneva, Archel, & Cor-
rea, 2006). 

3.2. Development (Key Findings) 

The outcomes from the reviewed literature are unclear. Some authors found no 
negative correlation between the CSR disclosures or SR and firm’s market value 
(Cardamone et al., 2012; Hassel et al., 2005; Murray et al., 2006). In contrast, 
some found empirical evidence for some contradicting correlation (de Klerk & 
de Villiers, 2012; Cormier & Magnan, 2007; Schadewitz & Niskala, 2010) and de 
Klerk and de Villiers (2012) and Schadewitz and Niskala (2010) arrived at iden-
tical conclusions, as the studies adopted similar methods and explored GRI 
compliers. However, Moneva and Cuella (2009) and Wang (2015) found mixed 
evidence, which established that financial environmental disclosure had a nega-
tive impact on the share prices, while SR or CSR disclosure had no impact. It was 
equally established that mandatory disclosure results in a positive correlation 
between SR or CSR disclosure and market value. 

In addition, when examining the relationship between SR or CSR disclosure 
and the value relevance of book value and earnings, Cardamone et al. (2012), 
Carnevale et al. (2012), established mixed outcomes. Carnevale et al. (2012) and 
Truant et al. (2017) found no evidence for a positive relationship between SR or 
CSR disclosure and value relevance of book value and earnings. While Carda-
mone et al. (2012) and Deegan (2009) found a positive correlation between SR 
and value relevance of book value and earnings. In general, the contradicting 
study outcomes have shown that financial reporting tends to have higher value 
relevance than voluntary and mandatory SR or CSR, hence indicating no impact 
or a negative relationship between a firm’s SR practices on specific performance 
metrics, such as firm’s market value, share prices and earnings. A review of the 
extant literature on SR and value relevance reveals ambiguous results on whether 
SR practices have a direct impact on relevance value indicators used by share-
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holders during investment decision-making. 
Under a theoretical framework, Hooghiemstra (2000), and Deegan (2009) 

confirmed that organizations use legitimacy theory during SR as a communica-
tion tool for legitimizing their activities by offering information that affects the 
society and stakeholders’ perception about the organization. As established by 
Boesso and Kummar (2007), Mobus (2005) and O’Donovan (2002), organiza-
tions seek to close the arising legitimacy gap by providing nonfinancial informa-
tion based on the annual reports to enhance the organizations’ reputation, im-
prove popularity among stakeholders and satisfy the society’s need. In contrast, 
some authors established that stakeholder theory is based on a firm’s obligation 
to all stakeholders by explicitly informing about its activities to users of the 
firm’s nonfinancial and financial/economic information (Bebbington, 2001; Cooper 
& Owen, 2007; Deegan, 2002; Freeman, 1984; Smith et al., 2011). 

Finally, the managerial branch ideology of stakeholder theory appears far su-
perior to the ethical branch (Bebbington, 2001; Mainardes et al., 2011; Sun et al., 
2010). The managerial ideology of stakeholder theory claims that the firm’s 
management adopts SR or CSR disclosure practice as a tool to attract stakehold-
er approval and their support through resources. Moreover, the present study 
focuses on a developing country that is highly premised on Islamic value sys-
tems, and therefore makes it reasonable to adopt stakeholder theory in exploring 
the SR and value relevance of Saudi listed firms. The use of stakeholder theory is 
justified by Donaldson and Preston (1995), Deegan (2000), Gray et al. (1996) 
and Mitchell et al. (1997), who concluded that stakeholder theory is superior to 
legitimacy theory because of the theory’s descriptive accuracy, normative validity 
and instrumental power. 

3.3. Methodology 

The study adopts quantitative methods in ascertaining the correlation between 
SR and value relevance of Tadawul listed firms. Specifically, The regression 
analysis and ANOVA analysis yields results for proving or annulling the hypo-
thesis based on P-value analysis and t-value analysis. In this context, the study 
will test the following hypotheses:  

Hypothesis 1: There is a positive relationship between SR and Tobin-Q for 
listed firms on the Saudi Arabian Stock Exchange  

Hypothesis 2: There is a positive relationship between GRI and Tobin-Q for 
listed firms on the Saudi Arabian Stock Exchange  

Hypothesis 3: There is a positive relationship between environmental sensi-
tivity (ES) and Tobin-Q for listed firms on the Saudi Arabian Stock Exchange  

As discussed in Section 2, the correlation between SR and value relevance 
has been ascertained using financial performance indicators as the dependent 
values and the independent variables that mainly comprises of SR standards 
and CSR governance structures. In the analysis, the SR practices of the firm are 
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usually treated as dummy variable for purposes of moderating. The availability 
of these variables in the current study makes it possible to test the mentioned 
hypotheses. More importantly, the study uses Tobin’s Q score to ascertain the 
correlation between dependent variables (leverage, EPS, and firm size) and the 
independent variables (GRI reporting, SR status, governance score, size of the 
audit committee, and environmental sensitivity). The positive relationship de-
monstrates the link between SR and value relevance of listed firms, while the 
lack of relationship demonstrates the lack of statistical correlation between the 
tested variable.  

3.4. Data and Sample 

The study data were obtained from the GRI database, Bloomberg financial re-
ports, annual reports of listed firms and firm’s websites. The following statistical 
techniques were used to analyze the data gathered on the variables under this 
research: t-test, P-value, and Regression analysis. 

The data were analyzed using SPSS version 24. The relevant data related to the 
firm’s performance and value indicators included leverage, EPS and firm size by 
assets base. Other important data relate to SR practices and compliance, includ-
ing environmental sensitivity, SR status and GRI reporting. In total, 519 Tada-
wul listed firms were sampled. On using the selection criteria based on the data 
relevancy, it was found that 494 firms (95.2%) did not disclose sustainability re-
ports, while only 25 (4.8%) were SR compliant. 

The data for this econometric study are drawn from listed firms in Saudi 
stock exchange, Tadawul, from 2015 to 2017 fiscal period. The study consi-
dered listed firms from diverse sectors, including real estate, energy, financial 
services, construction materials, conglomerates, food and beverages products 
and aviation. 

3.5. Explanation of Variables 

The study utilizes Tobin’s Q as the dependent variable, while the independent 
variables include leverage, EPS and firm size and GRI reporting, SR status, go-
vernance score, size of the audit committee and environmental sensitivity. The 
proposed econometrics model used to highlight the impact of SR and value re-
levance is as follows:  

1 2 3 4 5

6 7 8

TQ SR  GRI FS ES EPS
L GS A

it i it it it it it

it it it it

= α +β + β +β +β +β

+β +β +β + ε
 

Tobin’s Q (dependent variable) is taken as an accounting variable that 
represents the value added by the firm’s management. Thus, it is highly relevant 
to the performance variable in terms of firm’s appraisal (Garg, 2015). The equa-
tion for Tobin’s Q is as follows: (Table 1) 

Total market value of the firmTobin s Q
Total asset value of the firm

=’  
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Table 1. Variable definitions. 

 Variables definitions Expected relationship 

Dependent variable  

TBN 
Tobin Q defined as score obtained as the 
ratio relationship between the firms’ market 
value and firm’s total asset value. 

 

Independent variables  

SR 

Sustainability report, defined as firm’s 
reports that provides information about social, 
economic/financial, and environmental 
performance (Junior, Cotter, & Best, 2014; 
Sherman, 2009). 

Positive relationship 
(Ansari et al., 2015;  
Ching et al., 2017; Dobre et al., 2015;  
Wang, 2015). 

GRI 

GRI defined as international independent 
standards (IIS) organization that helps firms, 
businesses and governments report and 
understand their impacts from social, 
economic/financial, and environmental 
performance (Isaksson & Steimle, 2009; 
Sherman, 2009; Simmons, Crittenden,  
& Schlegelmilch, 2018). 

Positive relationship 
(Mulkhan, 2013; Loh et al., 2017;  
Lourenço et al., 2014). 

FS 

FS defined as the company’s size in relation 
to its asset value within the specific industry 
(Choi & Dow, 2008; Mowen, Hansen,  
& Heitger, 2015; Said et al., 2017). 

Positive relationship 
(Cardamone et al., 2012;  
Carnevale et al., 2012;  
Cormier & Magnan, 2007;  
Schadewitz & Niskala, 2010). 

ES 

ES defined as the degree to which a firm is 
responsive to the ecological or environmental 
needs through sustainable activities 
(Lin, Chang, & Dang, 2015; Osarto et al., 2015). 

Positive relationship 
(Cardamone et al., 2012;  
Hassel et al., 2005;  
Murray et al., 2006; Shah et al., 2016). 

L 

L defines as the firm’s leverage in reference 
to use of debt/borrowing in funding 
operations (Choi & Dow, 2008;  
Said et al., 2017). 

Negative relationship 
(de Klerk & de Villiers, 2012;  
Cormier & Magnan, 2007;  
Omran & El-Galfy, 2014). 

GS 

GS defined as score indicator on firm’s 
governance risk compared with the region or 
industry index on quality score on corporate 
governance (Klassen, & McLaughlin, 1996;  
Lin et al., 2015; Lober, 1996). 

Positive relationship 
(Bhatia & Tuli, 2018;  
de Klerk & de Villiers, 2012;  
Laskar & Maji, 2018). 

A 

A defined as size of audit committee in 
references to number of committee 
members, and SR experts 
(Mowen et al., 2015; Said et al., 2017). 

Negative relationship 
(Mouselli & Hussainey, 2014;  
Nelson & Devi, 2013; Yammeesri & 
Herath, 2010). 

EPS 

EPS defined as the firm’s earnings per share 
in reference earnings allocation on 
outstanding stock from firm’s profit 
(Choi & Dow, 2008). 

Positive relationship (Cardamone  
et al., 2012; Carnevale et al., 2012;  
Cormier & Magnan, 2007;  
Schadewitz & Niskala, 2010). 

 
GRIit is coded as 0/1 (0 = not disclosing the SR, 1 = Disclosing the SR); FSit is 

the firm’s size represented by total assets of the firm. ESit is environmental sensi-
tivity Branco and Rodrigues (2008) identified environmentally sensitive indus-
tries compris ing mining, oil and gas, chemicals, construction and building ma-
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terials, forestry and paper, steel and other metals, electricity, gas distribution and 
water. EPS is the earnings per share, which is computed as net income divided 
by the weighted average number of shares Lit is the leverage (average assets di-
vided by average equity); GSit is the governance score; Ait is the size of the audit 
committee. 

4. Results and Discussion 
4.1. Descriptive Statistics 

Table 2 presents the descriptive statistics on the entire study sample (519 firms). 
The data show that the lowest value at 0.086 for 519 firms from 2015 to 2017. 
However, the maximum value is nearly 10 for AIG insurance firm. The average 
mean for all values is 1.4, indicating that the firm’s stock is more expensive than 
the replacement cost of its assets and implying that the stock is overvalued. In 
addition, the average EPS are 1.13, which reflects the portion of a firm’s profit 
that is allocated to each outstanding share of its common stock. A higher value is 
desirable because it signifies improved performance. Furthermore, Table 2 in-
dicates different firm sizes using the total value of assets. The lowest value is 
19.10 (Saudi industrial export firm) and the highest asset value is 448,642 (Na-
tional Commercial Bank). Lastly, a firm’s leverage is calculated by dividing av-
erage assets by average equity. This value reflects the amount of capital flowing 
in the form of debt; it helps in assessing the company’s ability to meet its finan-
cial obligations. The average leverage ratios for the 519 firms listed in Tadawul is 
25.17. 

4.2. Correlation Matrix 

Table 3 illustrates the correlation between Tobin’s Q and the independent va-
riables. The Sig. (2-Tailed) value is less than 0.05 for all independent variables. 
Therefore, there is a statistically significant correlation between Tobin’s Q and 
all other independent variables (Lehmann, 1993). 

4.3. Model Summary 

Table 4 presents the summary of the regression model. It comprises the 
R-Square and the adjusted t-square values and the resulting Durbin-Watson 
value. The R-square value indicates the total variation in the dependent variable  
 
Table 2. Descriptive statistics. 

 N Range Min. Max. Mean Std. Dev. 

TBN 519 9.926 0.086 10.01 1.41 1.17 

FS 519 448,622.90 19.10 448,642 21,867.9 65,439.5 

EPS 519 43.83 −34.4 9.35 1.1334 2.93 

L 519 24.99 0.18 25.17 2.32 2.24 
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Table 3. Correlations. 

 TBN SR GRI FS ES EPS L GS A 

TBN 
PC 1 −0.20 −0.20 −0.28 −0.23 0.12 −0.32 −0.22 −0.10 

Sig.  0.00 0.00 0.00 0.00 0.01 0.00 0.03 0.03 

PC = Pearson correlation, Significant level at 5%. 
 
Table 4. Model summary. 

R R-Square Adjusted R-Square Std. Error of the Estimate Durbin-Watson 

0.85 0.726 0.70 0.34 1.96 

 
(Tobin’s Q) that can be explained by the independent variables (Magee, 1990). 
In the present study, 72.6% of the variation in the dependent variable can be ex-
plained by the very large independent variables, indicating that the model is 
strong. Bluman (2018) specifies that the Durbin-Watson value varies between 0 
and 4. If the value is close to 2, then there is no autocorrelation; however, a value 
closer to 0 indicates positive autocorrelation and a value close to 4 signifies a 
negative autocorrelation. In this case, the value is 1.952, which is closer to 2, in-
dicating that there is no autocorrelation over the selected period. 

4.4. ANOVA Analysis 

Prediction of the Tobin’s Q variable using the regression model is shown in Ta-
ble 5. The statistical significance of the regression model is indicated by the 
ANOVA analysis (Bluman, 2018). As shown, the p-value is less than 0.05, signi-
fying that, overall, the regression model statistically and significantly predicts the 
outcome variable. In other words, it is a good fit for the Tadawul data.  

4.5. Regression Analysis 

Table 6 summarizes the outcomes of the regression analysis model using coeffi-
cients. In summary, the regression equation is as follows: 

( ) ( ) ( ) ( )
( ) ( ) ( ) ( )

TBN 2.649 0.027 SR 0.029 GRI 0.372 FS 0.169 ES

0.138 EPS 0.124 L 0.002 GS 0.048 A

= − + − −

+ − − +
 

4.5.1. Regression Results 
The coefficient for SR is 0.027. The SR is coded as 0/1 (0 = not disclosing, 1 = 
disclosing). Therefore, it can be concluded that for a firm that adopts SR prac-
tices, the predicted Tobin’s Q would be 0.027 points lower than for a firm that 
does disclose sustainability reports. The coefficient for GRI is 0.029. GRI is 
coded 0/1/2/3/4 (0 = No SR, 1 = full GRI report, 2 = GRI referenced, 3 = Citing 
GRI, 4 = Non-GRI report). Thus, for every unit increase in GRI, a 0.029 unit in-
crease in Tobin’s Q is predicted, holding all other variables constant. For a full 
GRI report, the Tobin’s Q score would be 0.029 points higher than for a firm 
that does not disclose SR status. 
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Table 5. ANOVA analysis. 

 Sum of Squares df Mean Square F Sig. 

Regression 24.50 8 3.062 25.81 0.00 

Residual 9.60 81 0.12   

Total 34.10 89    

 
Table 6. Coefficients. 

 
Unstandardized Coefficients Standardized Coefficients 

t Sig. 
B Std. Error Beta 

CST 2.65 0.37  7.17 0.00 

SR −0.03 0.13 −0.02 −0.21 0.83 

GRI 0.03 0.05 0.05 0.52 0.60 

FS −0.37 0.09 −0.36 −4.19 0.00 

ES −0.17 0.104 −0.13 −1.61 0.11 

EPS 0.14 0.02 0.42 6.80 0.00 

L −0.12 0.02 −0.51 −6.16 0.00 

GS −0.002 0.004 −0.04 −0.63 0.53 

A 0.05 0.038 0.09 1.25 0.22 

Significant level at 5%. 

 
In addition, for every unit increase in firm size, a −0.372 unit decrease in To-

bin’s Q is predicted, holding all other variables constant. Furthermore, for every 
unit increase in environmental sensitivity, a 0.169 unit decrease in the Tobin’s Q 
is likely, holding all other variables constant. As SR is coded (0 = Otherwise, 1 = 
Sensitive industry), for firms categorized as sensitive industry status, the pre-
dicted Tobin’s Q would be 0.169 points lower than that for firms with a non- 
sensitive status. Moreover, the coefficient for EPS is 0.138, implying that for 
every unit increase in EPS, a 0.138 unit increase in Tobin’s Q is predicted, hold-
ing all other variables constant. For every unit increase in leverage, a 0.124 unit 
decrease in the Tobin’s Q is predicted, holding all other variables constant. For 
each unit increase in governance score would result in a 0.002 unit decrease in 
the Tobin’s Q, holding all other variables constant. Finally, the coefficient for the 
size of the audit committee is 0.048. Consequently, for each unit increase in the 
audit committee size, a 0.048 unit increase in Tobin’s Q is predicted, holding all 
other variables constant. 

4.5.2. P-Value Analysis 
The associated 2-tailed p-values are used in assessing whether a given coefficient 
is significantly different from zero. Considering an alpha (α) of 0.05, the coeffi-
cients for SR = 0.027 and GRI = 0.029 are not significantly different from zero 
because their P-values—0.833 and 0.599, respectively—are larger than α = 0.05. 
In contrast, the coefficient for firm size = 0.372 is statistically significantly dif-
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ferent from zero because its p-value is less than α = 0.05. Nonetheless, the coeffi-
cient for ES = 0.169 and the size of the audit committee = 0.048 is not statistical-
ly significant because their P-values 0.111 and 0.215, respectively, are greater 
than α = 0.05. Similarly, the coefficient for GS = 0.002 is not significantly differ-
ent from zero because the P-value = 0.530 is larger than α = 0.05. Finally, the 
coefficients for EPS = 0.138 and leverage = 0.124 are statistically significantly 
different from zero because their P-values 0.000 are less than α = 0.05. 

4.5.3. t-Value Analysis 
The 2-tailed t-value = 1.96, based on a 5% level of significance. The null hypo-
thesis is rejected if the t-value is greater than 1.96 or less than −1.96. Therefore, 
the null hypothesis is accepted for SR status, GRI, environmental sensitivity 
(ES), governance score and audit committee size, which confirms that there is no 
significant relationship. The null hypothesis is rejected for the firm-specific fac-
tors such as firm size, EPS and leverage and provides that these factors affect the 
score of Tobin’s Q.  

4.6. Multicollinearity Analysis 

Table 7 reveals the multicollinearity on standardized and non-standardized 
coefficients that yield collinearity statistics with variance inflation factor (VIF) 
and tolerance level. In particular, multicollinearity is distinguished by VIF, 
which is the reciprocal of tolerance. According to Hair et al. (1995), when the 
VIF value is >4 or tolerance < 0.2, it implies that there is a problem of multicol-
linearity. Based on the VIF values in Table 7, the data used in the model and re-
gression analysis have no multicollinearity symptoms between the variables. 

5. Discussion 

The study results found that Tobin’s Q is statistically significantly impacted by 
leverage, EPS and firm size. The findings indicate a positive correlation between  
 
Table 7. Multicollinearity analysis. 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

CST 2.649 0.370 
 

7.168 0.000 
  

SR −0.027 0.126 −0.019 −0.211 0.833 0.411 2.433 

GRI 0.029 0.055 0.052 0.527 0.599 0.345 2.897 

FS −0.372 0.089 −0.359 −4.196 0.000 0.462 2.164 

ES −0.169 0.104 −0.125 −1.613 0.111 0.560 1.787 

EPS 0.138 0.020 0.424 6.804 0.000 0.871 1.148 

L −0.124 0.020 −0.513 −6.165 0.000 0.489 2.044 

GS −0.002 0.004 −0.041 −0.631 0.530 0.788 1.269 

A 0.048 0.038 0.086 1.250 0.215 0.709 1.410 
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Tobin’s Q and the considered independent variables, including GRI reporting, 
ES and SR status. However, the results found no association between the SR 
practices of the listed firms in Tadawul and the corporate financial performance. 
This implies that the firm’s share prices or earnings are of non-value relevance 
to the financial performance of an entity. The findings are consistent with the 
results of Cormier and Magnan (2007) and Schadewitz and Niskala (2010), which 
found a negative relationship between share price and SR or CSR disclosure. In 
other words, shareholders do not find sustainability reports to be a value add to 
the firm’s financial performance. As explained by Cardamone et al. (2012) and 
Carnevale et al. (2012), the perceived negative correlation can be attributed to 
the fact that SR is an expensive activity that requires an organization to divert 
resources from the most lucrative purposes. A similar negative correlation was 
established by Hassel et al. (2005) and Murray et al. (2006), indicating a negative 
link between SR practices and the firm’s market value. However, none of these 
studies focused on establishing the relationship between Tobin’s Q score and the 
firm’s characteristics, such as firm size, leverage and EPS. 

In addition, the study outcomes indicate that SR, size of audit committee, go-
vernance score and GRI reporting practices have no statistically significant effect 
on the Tobin’s Q value. This implies that the sustainability reports that comply 
with GRI standard do not have relevant value. The outcomes contradict the em-
pirical findings by Ansari et al. (2015), Ching et al. (2017), Dobre et al. (2015) 
and Traunt et al. (2017), which demonstrate that the SR, in compliance with GRI 
standards and assurance thresholds, tends to have a positive long-term impact 
on the overall firm’s value, an integral component of the Tobin’s Q score. How-
ever, the findings are consistent with the empirical outcomes of studies by Mulk-
han (2013), Loh et al. (2017) and Lourenço et al. (2014), which state that use of 
GRI standards or quality assurance does not necessarily yield value relevance on 
the firm or its financial performance. 

As observed by Shah, Arjoon and Rambocas (2016) and Wang (2015) in their 
studies carried out in developed economies, they demonstrated mixed evidence 
on the impacts of SR practices on financial performance, which in turn positive-
ly implicates Tobin’s Q score. Studies by Bhatia and Tuli (2018), de Klerk and de 
Villiers (2012), Laskar and Maji (2018), Murray et al. (2006), Needles et al. 
(2016) and Wang (2015) found that SR practices by firms in developed econo-
mies have a positively impact on the financial performance, resulting in higher 
firm’s value and earnings. Therefore, quality SR practices have an impact on the 
financial performance of a firm and inevitably yields improved Tobin’s Q value. 

However, when studying individual factors that affect Tobin’s Q value, such as 
BVPS, share prices and EPS, several studies (Cardamone et al., 2012; Carnevale 
et al., 2012; Cormier & Magnan, 2007; Schadewitz & Niskala, 2010) have dem-
onstrated a positive association between SR practices and the individual factors. 
Finally, the study extends the theoretical findings on SR practices and value re-
levance by providing empirical evidence on the effects on SR practices on finan-
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cial performance. Although the findings add to the existing mixed evidence from 
previous studies, the study specifically demonstrates the impacts of GRI stan-
dards, SR assurance and firm’s characteristics on the firm’s value using the To-
bin’s Q model. 

6. Conclusion 

The present study focuses on examining the value relevance of SR on financial 
performance among the listed firms in Tadawul by ascertaining whether Tobin’s 
Q is statistically significant by specific firm’s attributes, including firm size, le-
verage and EPS. The study outcomes show that Tobin’s Q is statistically signifi-
cantly influenced by leverage, EPS and firm size. The study outcomes are sup-
ported by the empirical evidence presented by Novy-Marx (2012), which affirms 
that the value of Tobin’s Q is significantly affected by the firm’s characteristics. 
Furthermore, the study confirms that no correlation exists between the SR prac-
tices of the listed firms in Tadawul and the corporate financial performance. 
Nonetheless, the outcomes refer to some mixed evidence on SR practices and 
value relevance of listed firms in terms of firm’s characteristics. 

In particular, the study affirms the contradicting findings by de Klerk and de 
Villiers (2012), Cormier and Magnan (2007) and Omran and El-Galfy (2014), by 
which the firm’s characteristics appear to have value relevance on the financial 
performance as well as zero impact or no effect on the same. The effect on To-
bin’s Q is affirmed by the findings by Cardamone et al. (2012), Carnevale et al. 
(2012), Cormier and Magnan (2007), de Klerk & de Villiers (2012), Loh et al. 
(2017), Murray et al. (2006) and Schadewitz and Niskala (2010). This indicates 
that SR practices of listed firms tend to have a positive influence on value relev-
ance of diverse market performance indicators, including book value, earnings, 
market value, firm’s returns, firm’s market value and share prices. It is observed 
that all the aforementioned firm’s characteristics have an effect on the Tobin’s Q. 

However, other studies, such as Moneva and Cuellar (2009) and Wang (2015), 
demonstrate a positive correlation between SR practices of listed firms and fac-
tors that affect Tobin’s Q, including EPS, share prices, leverage and market val-
ues. Other findings indicate that SR practices do not influence a firm’s financial 
performance (Coram et al., 2009; Hassel et al., 2005), whereas studies by Loh et 
al. (2017) and Lourenço et al. (2014) established that mandatory disclosure re-
sults in a positive correlation between SR or CSR disclosure and market value. In 
general, the major implication of the outcomes of the current study are that To-
bin’s Q is statistically significantly affected by leverage, EPS and firm size and 
that SR practices can only improve the usefulness of the reported financial in-
formation. 

7. Future Studies and Limitations 

This study suffers from diverse limitations, such as the use of a relatively small 
sample of listed firms. Despite selecting 519 firms, only 25 firms that practice SR 
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disclosure are the most relevant. However, the limited sample is attributed to the 
low number of participants voluntarily adopting SR and exclusively adopting 
GRI standards. Another limitation relates to the fact that only the GRI standards 
of reporting is tested without considering other frameworks such as IRI. There-
fore, it is rather difficult to generalize the outcomes for sustainability reports 
generated using different reporting frameworks. The third limitation relates to 
the fact that the reliability and quality of the SR is confirmed using third-party 
assurance and GRI reporting framework alone without considering application- 
level criterion. 

Therefore, future studies should focus on using higher number of observa-
tions sample by enlisting more listed firms engaged in SR practices and possibly 
conducting a comparative analysis between Saudi Arabia and other GCC coun-
tries for instance Oman. Future studies should explore the association between 
the effects of Tobin’s Q on financial performance and SR practices using data 
from other developing economies of Islamic world. Suggestively, future studies 
should explore the value relevance of SR using other reporting frameworks, in-
cluding IRI, in order to enhance the validity of the results that are generalized to 
the Islamic world as part of the developing economies. The studies should em-
pirically confirm whether different SR frameworks yield the same value relev-
ance to listed firms. Finally, future research should adopt comprehensive content 
analysis criteria for qualifying reliability and quality of sustainability reports in 
order to explore the institutional, social and cultural factors that affect the cur-
rent and future sustainability reporting prospects in the GCC countries.  
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