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Abstract 
This study examines 1495 publicly listed companies over the period 2016-2022 
to assess whether higher ESG (environmental, social, and governance) scores 
are associated with greater cash dividend payouts, and to explore how this 
relationship varies under both performance-driven and governance-driven 
agency cost scenarios. The results reveal that firms with higher ESG scores are 
associated with greater dividend payouts. Among the three pillars, the social 
and governance scores exert a stronger influence on dividend payout than the 
environmental score. The positive ESG-dividend relationship is most pro-
nounced in firms facing greater agency costs, including young, low asset effi-
ciency, and low free cash flow firms. The social score has a particularly strong 
effect in firms with non-dual leadership structures or low institutional owner-
ship. The environmental score is most influential in firms with high institu-
tional ownership, reflecting institutional investors’ sensitivity to environmen-
tal performance. 
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1. Introduction 

Environmental, social, and governance (ESG) issues have garnered increasing at-
tention from stakeholders, regulators, and academics. The literature suggests that 
firms prioritizing ESG initiatives can improve both operational and financial per-
formance [1]-[4], experience lower financial distress [5]-[7], enhance firm value 
[8]-[10], increase transparency for investors [11], and strengthen stakeholder re-
lationships [12]-[14]. Additionally, ESG has been shown to positively influence 
capital markets [4] [15], with firms demonstrating strong ESG performance ex-
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hibiting higher stock liquidity, lower volatility, and a reduced likelihood of stock 
price crashes [2] [16]-[20]. 

As a result, ESG has become an increasingly important criterion for evaluating 
corporate performance, and its attributes are playing a growing role in investor 
decision-making [21]-[23]. Several studies suggest that ESG endorsement or dis-
closure may influence investor behavior independently of financial return consid-
erations [22] [24] [25]. A growing number of exchange traded funds (ETFs) now 
incorporate ESG performance as a core factor in stock selection or index tracking. 
Moreover, ESG funds and indices have been found to outperform broader market 
benchmarks [26]-[29]. 

In the third quarter of 2024, retail investors accounted for 53.38% of the total 
trading value on the Taiwan Stock Exchange (TWSE), whereas foreign investors 
and domestic institutional investors contributed 34.18% and 12.44%, respectively. 
These figures highlight the predominant role of retail investors in stock market, 
which may in turn exacerbate information asymmetry due to their generally lim-
ited access to timely and comprehensive market information compared to insti-
tutional investors. ETFs focused on environmental, social, and governance (ESG) 
criteria have increasingly become a vehicle for investors seeking to bridge this in-
formation gap. According to data from ESG Fund Section of the Depository & 
Clearing Corporation (TDCC) Fund Information Observatory, as of December 
2024, the stock market had 53 domestic ESG funds with combined assets of ap-
proximately NT$861.5 billion, along with 85 offshore ESG funds totaling around 
NT$109.8 billion. 

Empirical studies indicate that firms with higher overall ESG composite score—
as well as higher scores in the individual environmental, social, and governance 
pillars—tend to be more financially stable and more likely to pay dividends com-
pared to firms with lower ESG scores [30]-[33]. However, the literature on the 
relationship between ESG performance and dividend policy presents mixed find-
ings. Some studies report a positive relationship between ESG scores and dividend 
payout [30] [31] [33]-[38], while others find a negative [39] [40], mixed [32] [41], 
or inconclusive relationship [42]. 

Some research suggests that firms with high ESG scores are more likely to pay 
dividends as a strategy to prevent overinvestment in sustainability initiatives and 
to mitigate agency problems [34]. Socially responsible companies that maintain 
stable dividend policies may also signal to the market a commitment to share-
holder interests [30] [34]. Conversely, other studies propose that ESG initiatives 
and dividends may act as substitutes, with firms exhibiting stronger ESG engage-
ment potentially demonstrating lower dividend growth or payouts [31] [32] [39]. 

In addition, existing research has linked ESG‑related reputational risks to 
higher agency costs, increased stakeholder sanction risks, and greater external fi-
nancing costs—all of which can affect dividend policy [14] [43] [44]. Several stud-
ies suggest that ESG disclosure can serve as a substitute for dividend payments by 
reducing information asymmetry [31] [39]. In particular, greater environmental 
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and social transparency has been associated with higher dividend payout among 
firms facing significant agency costs and information asymmetry [45] [46]. 

Traditionally, investors have viewed dividends as a reliable source of returns. 
However, as environmental, social, and governance (ESG) factors gain promi-
nence, both investors and corporate managers increasingly recognize that strong 
ESG performance bolsters long-term resilience and shareholder value, thereby 
prompting deeper integration of ESG criteria into corporate practices and invest-
ment strategies. In recent years, TWSE has made significant progress in enhancing 
its ESG and corporate governance standards through various policy initiatives and 
regulatory reforms. For example, “Corporate Governance 3.0—Sustainable De-
velopment Roadmap (2021-2023)” was introduced to strengthen the corporate 
governance framework, promote sustainable development, and enhance the in-
ternational competitiveness of its capital markets. The roadmap sets five strategic 
action plans comprising a total of 39 specific measures. These plans focus on: 
strengthening board responsibilities and functions; enhancing information trans-
parency; improving communication with stakeholders; encouraging stewardship 
and alignment with international standards; and fostering a culture of sustainable 
governance while promoting the development of diversified financial products. In 
addition, the Financial Supervisory Commission (FSC) has introduced a series of 
regulations to enhance transparency and promote sustainability among listed 
firms. Beginning in 2023, all listed firms with paid-in capital exceeding NT$2 bil-
lion are required to disclose sustainability reports in alignment with international 
standards, such as those set by the Global Reporting Initiative (GRI). These 
measures have improved sustainability and transparency, thereby reducing infor-
mation asymmetry between firms and investors. Moreover, ESG reforms have in-
directly shaped corporate dividend policies by encouraging firms to align payout 
decisions with sustainable development goals and long-term shareholder value. 
Over time, robust ESG initiatives can enhance corporate performance, boost earn-
ings, and strengthen a company’s capacity to pay dividends. The findings of this 
study may provide valuable insights for other markets with similar institutional 
environments. 

This study investigates whether higher ESG scores increase the likelihood of 
paying larger dividends and examines how this relationship varies under both per-
formance-driven and governance-driven agency cost scenarios. It contributes to 
the growing body of literature on sustainable finance in several important ways. 
First, the study confirms a positive relationship between a firm’s ESG performance 
and its dividend payout, enriching the literature on the intersection of sustaina-
bility practices and financial decision-making. This finding reinforces the role of 
ESG as an influential factor in shaping corporate financial policies, particularly 
dividend strategies. Second, this research complements prior studies that primar-
ily explain dividend policies through the lenses of financial performance, corpo-
rate governance, or market efficiency. By incorporating both performance-driven 
and governance-driven agency costs, this study offers a more comprehensive un-
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derstanding of the relationship between ESG scores and dividend payouts across 
different agency cost scenarios. Third, this study provides valuable insights for 
investors by examining whether firms with higher ESG scores are more likely to 
adopt stronger dividend policies. These findings can guide investment decisions, 
especially for investors who prioritize both financial returns and sustainability 
considerations. Finally, the research offers a useful reference for regulators evalu-
ating the potential benefits of promoting ESG disclosure. Enhanced ESG reporting 
can improve market transparency, strengthen confidence in corporate financial 
decisions, and support the development of a more sustainable and accountable 
financial system. Overall, this study not only deepens the understanding of how 
ESG factors interact with dividend policies but also highlights practical implica-
tions for investment strategies and regulatory frameworks. 

The rest of the paper is organized as follows. Section 2 reviews the literature and 
develops hypotheses. Section 3 describes the data, variables, and model specifica-
tions. Section 4 presents and discusses the results. Section 5 concludes and high-
lights the implications of findings. 

2. Literature and Hypotheses 

From an agency theory perspective, managers may overinvest in ESG initiatives 
to satisfy personal interests and secure private benefits [47]. In such cases, divi-
dend payout can serve as a mechanism to control agency costs. A high dividend 
payout policy signals to the market that ESG expenditures are not depleting the 
firm’s cash reserves, leading to more efficient resource allocation and ensuring 
shareholder satisfaction [30]. From a stakeholder theory perspective, dividend 
payout are expected to be positively associated with ESG activities, as firms engage 
in ESG investments to manage the interests of all stakeholders [30] [41] [48]. By 
integrating the propositions of agency theory and stakeholder theory, companies 
engage in ESG investments to align with the stakeholder interests. High ESG per-
formance is expected to enhance a firm’s profitability, thereby increasing its ca-
pacity to pay dividends in the future. Furthermore, a high dividend payout policy 
may signal to the market that the firm’s ESG expenditures result from an efficient 
allocation of financial resources. However, the literature presents conflicting find-
ings on the relationship between ESG performance and dividend payout. Some 
studies suggest that firms with high ESG performance offer larger dividends to 
their investors [30]-[33], while others report a negative association [15] [39] [49] 
and note that dividend growth may be negatively affected by ESG activities [32]. 
Based on the previous discussion, the following hypotheses are proposed: 

Hypothesis 1: ESG scores are associated with the likelihood of dividend payout. 
Hypothesis 2: Higher ESG scores are associated with greater dividend payout. 
The literature also suggests that a firm’s ESG performance influences its divi-

dend payout, with this effect being more pronounced in firms facing significant 
information asymmetry and agency costs [39] [40] [45] [46]. Moreover, ESG dis-
closure may serve as a substitute for dividends in mitigating information asym-
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metry [31] [39]. Therefore, the following hypothesis is also proposed: 
Hypothesis 3: The relationship between ESG and dividend payouts is stronger 

under high agency costs. 

3. Methodology 
3.1. Data 

This study uses a sample of 1495 publicly listed companies in stock market from 
2016 to 2022, excluding the financial sector and covering 30 industries. During 
the study period, 1074 of these companies paid cash dividends, while 421 did not. 
The overall ESG composite score and the three pillar scores—environmental, so-
cial, and governance—were obtained from the TESG Sustainability Indicators da-
tabase of the Taiwan Economic Journal (TEJ). Additionally, the financial and gov-
ernance data were retrieved from the TEJ Finance database and the TEJ Corporate 
Governance database, respectively. 

Each international ESG rating agency uses its own evaluation framework, with 
scores differing based on the selected indicators and their respective weights. As a 
result, the same company may receive significantly varying ESG ratings from dif-
ferent agencies, leading to inconsistencies and unexplained discrepancies [50]. 
The TESG Sustainability Indicators database, established by the TEJ in 2016, cur-
rently provides data up to 2022. TEJ’s TESG sustainability indicators for com-
panies are structured around three pillars—environmental, social, and govern-
ance—comprising 16 indicators in total. These indicators are aligned with the Sus-
tainability Accounting Standards Board (SASB) framework. The weights for the 
environmental and social pillars are based on the SASB framework, while TEJ de-
termines the weight for the governance pillar. The ESG score is calculated based 
on relative rankings within specific industries, which are categorized according to 
the 11 major industry sectors defined by SASB. The raw ESG score is derived from 
a weighted combination of indicator values (75%) and Global Reporting Initiative 
(GRI) disclosure data (25%). Final scores for each pillar—environmental, social, 
and governance—range from 0 to 100, with higher scores indicating better per-
formance in ESG-related indicators. 

3.2. Variables and Models 

Since the model includes industry dummy variables that remain constant over 
time, a random-effects model is employed in this study to avoid collinearity be-
tween the industry dummies and the intercept term. Specifically, a random-effects 
logistic regression is used to examine the relationship between ESG scores and the 
likelihood of paying dividends, utilizing the full sample that includes both divi-
dend-paying and non-dividend-paying firms. The empirical model is as follows: 

 ( ) 0 1 1 1it it k kt t i itP Div Score Controlα β δ θ µ ε− −= + + + + +∑   (1) 

where 1itDiv = , if the firm pays cash dividends in year t; 0itDiv = , if it does not 
[33]. 1itScore −  represents the natural logarithm of firm i’s overall ESG composite 
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score and the three individual pillar scores (environmental, social, and governance 
scores) in year t − 1. A set of firm-level characteristics, widely documented in the 
literature, is incorporated into the empirical model. These factors—such as firm 
size, profitability, leverage, and growth opportunities—are commonly recognized 
as key determinants of dividend payout [15] [30]-[34] [37] [39] [40] [42] [51]. 
Existing studies suggest that larger, more profitable, and leveraged firms tend to 
have greater incentives or resources to distribute dividends. Firm size is measured 
as the natural logarithm of total assets (LnTA). Profitability is measured as the 
ratio of earnings before interest and tax (EBIT) to average total assets (ROA). Ac-
cording to slack resources theory, firms with greater financial slack have more 
flexibility to invest in CSR-related activities, which are likely to generate long-term 
benefits [52]. Leverage is measured as the ratio of total debt to total assets (Debtra-
tio). Growth is measured as the ratio of the market value of equity to the book 
value of equity (MBratio). Prior studies suggest that high-growth firms pay divi-
dends not to alleviate free cash flow concerns, but to signal strong future operating 
performance. Dividend payments also serve as a tool to reduce information asym-
metry between the firm and investors. However, these firms are likely to reduce 
dividend payouts when confronted with higher systematic risk or an increased 
probability of an economic downturn [53]. Additionally, an industry dummy is 
included, where IT = 1 if the firm belongs to the electronics and technology in-
dustries (including information services, e-commerce, electronic channels, tele-
communications, semiconductors, electronic components, computers and pe-
ripherals, optoelectronics, and other electronics), and IT = 0 otherwise. Here, tθ  
represents the year effect. A year fixed effect is included to control for the impact 
of annual economic fluctuations on a firm’s score ranking within subsectors. iµ  
represents the firm’s effect, and itε  denotes the error term. Detailed variable def-
initions are provided in Table 1. 

Next, this study employs a random-effects regression to examine whether 
higher ESG scores are associated with greater dividend payout, using a subsample 
of 1074 companies that paid cash dividends. The empirical model is as follows: 

 1 0 1 1 1jt jt k kt t i itDPS Score Controlα β δ θ µ ε− − −= + + + + +∑   (2) 

where itDPS  represents the natural logarithm of the cash dividend per share 
(DPS) paid by the firm in year t [15] [34] [45] [54]. To address the issue of some 
firms with operating losses still paying cash dividends, which leads to negative 
dividend payout ratios, this study uses DPS as the dependent variable in the em-
pirical analysis. The variables 1itScore −  and 1itControl −  are defined as in equa-
tion (1). 

Finally, this study provides a more comprehensive examination of the relation-
ship between ESG scores and dividend payouts across both performance-driven 
and governance-driven agency cost scenarios. To capture performance-driven 
agency costs, the analysis includes the following variables: firm age [30] [33] [46] 
[51], asset efficiency (measured by total asset turnover) [40] [55] [56], and free 
cash flow [57]. To capture governance-driven agency costs, the variables used are 
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family-owned [42] [58] [59], institutional ownership [31] [33] [39] [53] [60]-[66], 
and CEO duality [32]. The sample is divided into groups based on the median 
values of relevant variables. These groupings include: old vs. young firms (based 
on firm age), high vs. low asset efficiency (measured by total asset turnover), fam-
ily-owned vs. non-family-owned firms, dual leadership (measured by CEO-dual-
ity) vs. non-dual leadership, and high vs. low institutional ownership. This strati-
fication allows for a more nuanced analysis of the ESG-dividend relationship un-
der varying agency cost scenarios. Equation (2) is used to conduct the analysis. 
Detailed definitions of these variables are provided in Table 1. 

 
Table 1. Summary of variables. 

Variable Symbol Definition 

Dividend   

Cash dividend 
per share 

DPS Natural logarithm of cash dividend per share. 

Dividend dummy Div Div = 1 if the firm pays cash dividends in year t; 
otherwise, Div = 0. 

ESG scores   

Overall ESG 
composite score 

ESG A weighted average of the environmental, social, and 
governance pillar scores, ranging from 1 to 100. The 
natural logarithm of overall ESG composite score. 

Environmental 
score 

Env Based on GRI (Global Reporting Initiative) standards, 
this score reflects disclosure items related to 
environmental aspects. The score ranges from 1 to 100. 
The natural logarithm of environmental score. 

Social score Soc Based on GRI (Global Reporting Initiative) standards, 
this score reflects disclosure items related to 
environmental aspects. The score ranges from 1 to 100. 
The natural logarithm of social score. 

Governance score Gov Based on GRI (Global Reporting Initiative) standards, 
this score reflects disclosure items related to 
environmental aspects. The score ranges from 1 to 100. 
The natural logarithm of governance score. 

ESG score 
ranking 

Leader 
Average 
Laggard 

In accordance with TEJ’s ESG ratings, the overall ESG 
composite scores of all listed companies are classified 
into seven level, ranging from A+ to C–. Firms rated 
A+ and A are classified as leaders; those rated B+, B, 
and B– are placed in the average group; and companies 
with C or C– ratings are identified as laggards. 

Firm-specific characteristics  

Firm size LnTA Natural logarithm of total assets. 

Return on assets ROA Net income before interest and taxes scaled by average 
book value of total assets. 

Debt ratio Debtratio The ratio of the book value of total liabilities to the 
book value of total assets. 

https://doi.org/10.4236/jmf.2025.152015


L.-H. Wang 
 

 

DOI: 10.4236/jmf.2025.152015 366 Journal of Mathematical Finance 
 

Continued 

Market-to-book 
ratio 

MBratio The ratio of market value of equity at year-end to the 
book value of equity at year-end. 

Industry IT IT = 1 for electronic technology industry (including IT 
services, e-commerce, electronic distribution, 
communication networks, semiconductors, electronic 
components, computers and peripherals, 
optoelectronics, and other electronics); otherwise, IT= 
0. 

Agency costs  

Firm age Firmage Number of years since the firm’s establishment. 

Free cash flow FCF Operating net cash flow minus capital expenditures. 

Total asset 
turnover 

TAturnover The ratio of net sales revenue to the average book value 
of total assets. 

Family-owned Family Dummy variable: Family = 1 for single-family 
controlled firms; otherwise = 0 for non-family firms. 

Institutional 
ownership 

Instholding The ratio of the cumulative number of shares held by 
institutional investors at year-end to the total number 
of outstanding shares issued by the firm at year-end. 

CEO-duality CEOduality CEOduality = 1 if the chairman also serves as CEO; 
otherwise, CEOduality = 0. 

Note: This table displays the variables used in the analysis along with their descriptions. 
 

Equations (1) and (2) were estimated using panel data regression with robust 
standard errors clustered at the firm level [67]. The analysis incorporates firm and 
year fixed effects to control for unobservable characteristics that could potentially 
influence the results. To address concerns related to contemporaneous endogene-
ity, ESG scores and all control variables are lagged by one period [68]. Moreover, 
to minimize the influence of outliers and reduce data noise, all continuous varia-
bles—except for ESG scores—are winsorized at the 1st and 99th percentiles [32] 
[37] [64]. Winsorization is not applied to ESG scores, as these values have already 
undergone multiple validation and control procedures by the TEJ. 

4. Result and Discussion 
4.1. Descriptive Statistics and Correlations 

Table 2 presents the descriptive statistics of the key variables used in the analysis. 
Panels A and B correspond to firms that paid dividends and those that did not, 
respectively. The mean, median, and standard deviation of the overall ESG com-
posite score and the three pillar scores (environmental, social, and governance) 
are higher in the dividend-paying sample compared to the non-dividend-paying 
sample. Furthermore, dividend-paying firms exhibit larger firm size, greater prof-
itability, older firm age, and higher institutional ownership. In contrast, they show 
lower debt ratio, market-to-book ratio, and CEO-duality than firms that did not  
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Table 2. Summary of statistic description. 

Panel A. Dividend-paying sample. 

Variables Mean p25 Median p75 Std. Dev. Min Max 

DPS 2.440 0.69 1.5 3 2.759 0.010 14.730 

ESG 56.202 50.7 55.7 61.3 7.731 33.700 83.700 

Env 56.345 47.0 53.9 64.8 11.444 25.400 91.000 

Soc 56.767 49.1 56.1 63.9 10.444 27.100 91.000 

Gov 55.611 48.7 55.9 62.7 10.430 21.900 84.300 

TotalAssets (NT$ million) 25,100 2405 5310 1.41e+07 69 296 452,000 

ROA 7.192 3.38 6.045 9.71 5.459 −15.250 27.270 

Debtratio 41.115 28.14 41.15 53.47 16.967 5.090 84.480 

MBratio 1.902 1.01 1.46 2.18 1.856 0.260 66.080 

FCF (NT$ thousand) 2,745,415 152,671 494,301 1,543,625 8,255,186 −3,549,665 57,400,000 

Firmage 33.320 23.1 31.6 42.4 13.485 3.300 76.600 

Taturnover 0.817 0.503 0.737 1.006 0.537 0.003 5.432 

Instholding 43.544 25.73 42.7 60.4 22.040 1.78 90.08 

Family-owned 0.615 0 1 1 0.486 0 1 

CEOduality 0.333 0 0 1 0.471 0 1 

Panel B. Non-dividend-paying sample. 

Variables Mean p25 Median p75 Std. Dev. Min Max 

DPS 0 0 0 0 0 0 0 

ESG 51.154 46.6 50.8 55.4 6.850 29.900 78.500 

Env 51.665 45.3 50.6 55.3 9.167 29.900 88.700 

Soc 51.404 44.7 50.5 57 8.834 26.600 84.500 

Gov 50.549 43.1 50.9 58.3 10.880 19.700 84.400 

TotalAssets (NT$ milion) 8479 941 2107 5109 33,200 258,519 452,000 

ROA (%) −3.531 −6.7 −1.8 0.99 8.390 −26.810 27.270 

Debtratio 44.284 27.36 45.85 60.27 21.245 5.090 84.480 

MBratio 2.149 0.88 1.32 2.22 4.685 0.150 157.840 

FCF (NT$ thousand) 406 −43,144 41,009 259,523 2762 −3549 57,400 

Firmage 31.525 22.1 30.1 40 12.805 2.200 75.800 

Taturnover 0.592 0.261 0.510 0.791 0.499 0.001 5.705 

Instholding 35.044 18.10 32.66 50.01 21.471 1.78 90.08 

Family-owned 0.637 0 1 1 0.469 0 1 

CEOduality 0.432 0 0 1 0.495 0 1 

Note: This table presents the descriptive statistics for the key variables used in the analysis. Detailed variable definitions are provided 
in Table 1. 
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pay dividends. 
Table 3 presents the Pearson correlation matrix of the key variables for the sub-

sample with positive dividend per share (DPS > 0). The correlation coefficients 
between DPS and the ESG scores range from 0.1670 to 0.2425. Among the three 
individual ESG pillar scores, the correlation coefficients range from 0.1671 to 
0.4436. Notably, the correlation between the environmental and social scores is 
0.4436, indicating that firms emphasizing social responsibility also tend to prior-
itize environmental protection. The correlation coefficients for all other variables, 
excluding the ESG scores, range from −0.0571 to 0.5594. 

 
Table 3. Correlation matrix. 

Variable 1 2 3 4 5 6 7 8 9 

1. DPS 1         

2. ESG 0.2425*** 1        

3. Env 0.1571*** 0.6939*** 1       

4. Soc 0.1670*** 0.7382*** 0.4436*** 1      

5. Gov 0.1983*** 0.6820*** 0.1831*** 0.1671*** 1     

6. LnTA 0.1936*** 0.3710*** 0.3443*** 0.4332*** 0.0734*** 1    

7. ROA 0.5594*** 0.1419*** 0.0634*** 0.0916*** 0.1370*** −0.0371*** 1   

8. Debtratio 0.0026 0.0885*** 0.1194*** 0.0876*** 0.0109 0.3917*** −0.2399*** 1  

9. MBratio 0.3403*** 0.1131*** 0.0684*** 0.0661*** 0.0978*** −0.0571*** 0.4691*** −0.0393*** 1 

Note: This table presents the Pearson correlation matrix for the key variables used in the analysis, based on the subsample where 
DPS > 0. Detailed variable definitions are provided in Table 1. Statistical significance at the 1%, 5%, and 10% levels is denoted by 
***, **, and *, respectively. 

4.2. The Nexus between ESG and Dividend Payout 

This study employs a random-effect logistic regression on the full sample (includ-
ing both dividend-paying and non-dividend-paying samples). Table 4 presents 
the results examining the relationship between ESG scores and the likelihood of 
paying dividends. The collinearity among the independent variables in the regres-
sion model was assessed using variance inflation factors (VIFs). The average VIFs 
for Model (1) and Model (2) are 1.31 and 1.33, respectively, indicating that mul-
ticollinearity is not a concern. The results from Models (1) and (2) indicate that 
both the overall ESG composite score and the individual pillar scores are signifi-
cantly and positively associated with dividend payments. Notably, the social and 
governance scores have a greater influence on dividend payout than the environ-
mental score. These findings are consistent with prior literature suggesting that 
ESG performance positively influences dividend policies [30] [32] [33] [41]. 

Next, the study applies a panel-data random-effect regression to a subsample 
of 1074 companies that paid cash dividends, in order to determine whether higher 
ESG scores are associated with larger dividend payout. Table 5 presents the  
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Table 4. The results of ESG and the likelihood of dividend payout. 

Variable Model (1) Model (2) 

constant 
−17.903*** 

(−8.95) 
−17.258*** 

(−8.23) 

ESG (t − 1) 
3.383*** 

(6.52) 
 

Env (t − 1)  
0.468 
(1.20) 

Soc (t − 1)  
1.524*** 

(3.36) 

Gov (t − 1)  
1.232*** 

(4.63) 

LnTA (t − 1) 
0.735*** 
(10.84) 

0.739*** 
(10.56) 

ROA (t − 1) 
0.176*** 
(19.25) 

0.177*** 
(19.26) 

Debtratio (t − 1) 
−0.014*** 

(−3.75) 
−0.015*** 

(−3.76) 

MBratio (t − 1) 
0.010 
(0.56) 

0.011*** 
(0.55) 

Industry 
0.085 
(0.54) 

0.086 
(0.55) 

Year-effect Yes Yes 

Firm-effect Yes Yes 

Wald χ2 704.45*** 704.11*** 

Log likelihood −3000.170 −3000.629 

Average VIF 1.31 1.33 

Note: This table reports the results of a random-effects logistic regression model using the 
full sample. Robust t-statistics are reported in parentheses. Detailed variable definitions are 
provided in Table 1. Statistical significance at the 1%, 5%, and 10% levels is denoted by ***, 
**, and *, respectively. 

 
Table 5. The results of ESG and dividend payout. 

Variable 
Random-effects model Tobit model 

Model (1) Model (2) Model (1) Model (2) 

constant 
−4.728*** 
(−10.23) 

−4.710*** 
(−10.00) 

−4.439*** 
(−9.93) 

−4.159*** 
(−8.97) 

ESG (t − 1) 
0.794*** 

(6.49) 
 

0.766*** 
(6.67) 

 

Env (t − 1)  
0.246*** 

(2.81) 
 

0.217*** 
(2.88) 
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Continued 

Soc (t − 1)  
0.247** 
(2.20) 

 
0.169* 
(1.65) 

Gov (t − 1)  
0.298*** 

(4.31) 
 

0.304*** 
(5.05) 

LnTA (t − 1) 
0.130*** 

(7.32) 
0.130*** 

(7.09) 
0.128*** 

(7.89) 
0.132*** 

(7.89) 

ROA (t − 1) 
0.048*** 
(15.15) 

0.048*** 
(15.20) 

0.039*** 
(19.91) 

0.039*** 
(19.87) 

Debtratio (t − 1) 
0.001 
(1.17) 

0.001 
(1.13) 

0.000 
(0.17) 

0.000 
(0.04) 

MBratio (t − 1) 
0.043*** 

(2.63) 
0.043*** 

(2.64) 
0.043*** 

(8.08) 
0.044*** 

(8.15) 

Industry 
0.230*** 

(5.06) 
0.228*** 

(5.03) 
0.242*** 

(5.48) 
0.241*** 

(5.45) 

Year-effect Yes Yes Yes Yes 

Firm-effect Yes Yes Yes Yes 

Adj. R2 0.3588 0.3605   

Wald χ2/LR χ2 983.89*** 996.63*** 1180.36*** 1179.68*** 

Log likelihood   −4990.3342 −4990.6763 

Note: This table shows the relationship between ESG scores and dividend payout, using the 
subsample where DPS > 0. Robust t-statistics are reported in parentheses. Detailed variable 
definitions are provided in Table 1. Statistical significance at the 1%, 5%, and 10% levels is 
denoted by ***, **, and *, respectively. 

 
regression results of random-effects model and Tobit model [45]. Both models 
reveal a significant positive relationship between ESG scores and cash dividend 
per share (DPS), suggesting that firms with higher overall ESG composite scores—
as well as higher scores in the environmental, social, and governance pillars—
tend to pay more generous dividends [30]-[33]. The analysis also shows that 
firms with larger size, greater profitability, higher growth opportunities, and 
those operating in the electronics and technology sectors are more likely to pay 
higher cash dividend. 

In addition, this study employs quantile regression analysis to assess the impact 
of ESG scores on dividend payouts at different levels of DPS. The results reveal a 
significant positive relationship between ESG scores and DPS at quantiles where 
DPS is greater than or equal to 0.5. Notably, both the overall ESG composite score 
and the social score exhibit an increasing effect as the DPS quantile rises, while 
the environmental score shows a decreasing influence at higher DPS quantiles. 
The results of the quantile regression analysis are not presented here. 

Prior research indicates that firms with higher ESG ratings tend to achieve su-
perior financial performance [1]-[4], which in turn supports larger dividend pay-
outs [30]-[33]. Motivated by these findings, this study classifies 1074 dividend-
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paying firms into three groups—leaders, average, and laggards—based on their 
ESG ratings from the TEJ’s TESG database. TEJ assigns overall ESG composite 
scores to all listed companies, categorized into seven levels ranging from A+ to 
C–. Firms rated A+ and A are classified as leaders; those rated B+, B, and B– are 
grouped as average; and companies receiving C or C– ratings are identified as 
laggards. TEJ updates its ESG ratings twice annually to ensure the provision of 
up-to-date and relevant ESG data to stakeholders. Based on these ratings, firms 
are categorized into three groups. Leaders are firms with excellent ESG practices, 
often serving as industry benchmarks or role models. The average group consists 
of firms that demonstrate moderate ESG performance. While they have imple-
mented some ESG measures, they often lack full disclosure or comprehensive pol-
icies. Laggards are firms that exhibit poor ESG implementation, insufficient dis-
closure, or show a significant need for improvement in their ESG practices. This 
classification allows for a more nuanced understanding of corporate ESG maturity 
and its potential impact on dividend policies. Table 6 presents the results across 
the three ESG rating groups. The findings reveal a significant positive relationship 
between the overall ESG composite score and DPS for firms in the average and 
laggard groups. Moreover, the individual ESG pillar scores (environmental, social, 
and governance) show a significant positive impact on DPS only within the aver-
age group. In contrast, for firms classified as leaders, DPS is not significantly in-
fluenced by ESG scores. Instead, it appears to be driven primarily by firm-specific 
factors, particularly the market-to-book ratio and affiliation with the electronics 
industry. 

To facilitate direct comparisons of ESG effects across different dividend payout 
behaviors, firms are categorized into high- and low-dividend groups based on 
whether their DPS is above or below the sample median. Table 7 presents the 
results for these two groups. The analysis shows that both the overall ESG com-
posite score and the governance score are significantly and positively associated 
with DPS in both groups, with a stronger effect observed in the high-dividend 
group. However, the environmental and social scores do not show significant ef-
fects in either group. 

4.3. ESG-Dividend Payout Analysis Considering Agency Costs 

This section examines how ESG influences dividend payout policies under two 
contrasting agency cost scenarios—namely, performance-driven and governance-
driven contexts. Table 8 presents the results. Panel A reports the findings related 
to performance-driven agency costs and shows that, in young firms or those with 
low free cash flow (FCF), higher ESG pillar scores are associated with greater divi-
dend payouts. Young firms may lack well-established governance systems, while 
firms with low FCF may use high ESG performance as a substitute for internal 
governance resources. In such cases, firm may prefer distributing dividends as a 
transparent and externally verifiable signal of responsible behavior [30] [34]. 
Furthermore, a strong ESG score enhances this signaling effect. Investors often  
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Table 6. The results of ESG score ranking. 

Variable 
Leader Average Laggard 

Model (1) Model (2) Model (1) Model (2) Model (1) Model (2) 

constant 
−2.161 
(−1.57) 

−1.985 
(−1.51) 

−3.924*** 
(−6.29) 

−3.872*** 
(−5.92) 

−4.960*** 
(−2.81) 

−4.531** 
(−2.33) 

ESG (t − 1) 
0.214 
(0.64) 

 
0.621*** 

(3.91) 
 

0.981** 
(2.24) 

 

Env (t − 1)  
−0.072 
(−0.45) 

 
0.201** 
(1.97) 

 
0.145 
(0.41) 

Soc (t − 1)  
0.036 
(0.15) 

 
0.107*** 

(0.77) 
 

0.411 
(1.35) 

Gov (t − 1)  
0.201 
(1.08) 

 
0.294*** 

(3.80) 
 

0.316 
(1.61) 

LnTA (t − 1) 
0.102*** 

(3.51) 
0.105*** 

(3.58) 
0.115*** 

(5.48) 
0.119*** 

(5.47) 
0.058 
(1.04) 

0.058 
(1.04) 

ROA (t − 1) 
0.055*** 

(8.15) 
0.055*** 

(8.13) 
0.050*** 
(12.95) 

0.050*** 
(12.97) 

0.049*** 
(5.57) 

0.049*** 
(5.56) 

Debtratio (t − 1) 
0.001 
(0.28) 

0.001 
(0.31) 

0.002 
(1.30) 

0.002 
(1.21) 

0.005** 
(2.08) 

0.005** 
(2.09) 

MBratio (t − 1) 
0.064** 
(2.39) 

0.063** 
(2.37) 

0.047*** 
(2.58) 

0.048*** 
(2.63) 

0.010 
(0.17) 

0.010 
(0.17) 

Industry 
0.477*** 

(5.56) 
0.470*** 

(5.51) 
0.212*** 

(4.22) 
0.209*** 

(4.17) 
0.137 
(1.44) 

0.138 
(1.46) 

Year-effect Yes Yes Yes Yes Yes Yes 

Firm-effect Yes Yes Yes Yes Yes Yes 

Adj. R2 0.4155 0.4159 0.3452 0.3493 0.2405 0.2419 

Wald χ2/LR χ2 276.35*** 275.29*** 637.68*** 652.51*** 85.28*** 83.82*** 

Obs. 1289  4306  865  

Note: This table presents the results based on ESG score rankings within the DPS > 0 sam-
ple. Robust t-statistics are reported in parentheses. Detailed variable definitions are pro-
vided in Table 1. Statistical significance at the 1%, 5%, and 10% levels is denoted by ***, **, 
and *, respectively. 

 
Table 7. The results of high- and low-dividend payouts. 

Variable 
High-dividend Low-dividend 

Model (1) Model (2) Model (1) Model (2) 

constant 
−0.728* 
(−1.95) 

−0.514 
(−1.38) 

−2.390*** 
(−5.05) 

−2.465*** 
(−5.14) 

ESG (t − 1) 
0.185* 
(1.94) 

 
0.317*** 

(2.57) 
 

Env (t − 1)  
0.010 
(0.17) 

 
0.086 
(0.83) 
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Continued 

Soc (t − 1)  
−0.027 
(−0.33) 

 
0.089 
(0.76) 

Gov (t − 1)  
0.137** 
(2.41) 

 
0.161** 
(2.10) 

LnTA (t − 1) 
0.077*** 

(6.46) 
0.083*** 

(6.79) 
0.025 
(1.58) 

0.026 
(1.57) 

ROA (t − 1) 
0.024*** 

(8.92) 
0.024*** 

(8.91) 
0.033*** 

(9.06) 
0.033*** 

(9.08) 

Debtratio (t − 1) 
0.000 
(0.06) 

0.000 
(−0.08) 

0.004*** 
(3.00) 

0.004*** 
(2.95) 

MBratio (t − 1) 
0.037*** 

(3.56) 
0.037*** 

(3.63) 
−0.025 
(−1.36) 

−0.025 
(−1.36) 

Industry 
0.058** 
(1.94) 

0.058** 
(1.94) 

0.083** 
(2.18) 

0.082** 
(2.17) 

Year-effect Yes Yes Yes Yes 

Firm-effect Yes Yes Yes Yes 

Adj. R2 0.3458 0.3512 0.0991 0.1009 

Wald χ2/LR χ2 584.96*** 588.77*** 245.43 248.32*** 

Obs. 3232  3228  

Note: This table reports the results for the high-dividend and low-dividend payouts, using 
the sample with DPS > 0. Robust t-statistics are reported in parentheses. Detailed variable 
definitions are provided in Table 1. Statistical significance at the 1%, 5%, and 10% levels is 
denoted by ***, **, and *, respectively. 

 
associate high ESG ratings with greater transparency, lower risk, and sustainable 
operations [31] [39]. Thus, the link between ESG scores and dividend payout be-
comes especially significant in these contexts. Similarly, for firms with low asset 
efficiency, where external signals are particularly valuable, the relationship be-
tween ESG scores and dividend payout is also stronger. 

Panel B presents the results related to governance-driven agency costs and re-
veals that the impact of ESG on dividend payouts is more pronounced in non-
family-owned firms compared to family-owned firms. Non-family-owned firms 
are subject to greater external pressure from investors, regulators, and rating 
agencies; improving ESG performance in such firms helps reduce agency costs 
and conveys positive signals to the market. In contrast, family-owned firms—
characterized by concentrated ownership, active family oversight, and long-term 
commitment—rely less on external signals such as dividends, leading to a weaker 
relationship between ESG scores and dividend payout [42] [58] [59]. 

Additionally, the social score shows a particularly strong influence in firms 
with non-CEO duality and low institutional ownership. In firms where the CEO 
does not also serve as the board chair, enhanced board independence and over-
sight amplify the impact of social responsibility initiatives [32]. In these settings,  
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Table 8. The results of performance-driven and governance-driven agency costs. 

Panel A. Performance-driven agency costs. 
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Panel B. Governance-driven agency costs. 

 
Note: This table presents results based on firm-level agency costs, using the sample with 
DPS > 0. Robust t-statistics are reported in parentheses. Detailed variable definitions are 
provided in Table 1. Statistical significance at the 1%, 5%, and 10% levels is denoted by ***, 
**, and *, respectively. 
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improvements in the social score are perceived as more credible, strengthening 
their effect on dividend payments. Moreover, in firms with low institutional own-
ership, management may strategically tie social score improvements to dividend 
distributions to attract retail and potential long-term investors. This linkage serves 
as a clear signal of sound governance and long-term value creation [31] [33] [39] 
[60] [63]. 

Overall, the findings suggest that the relationship between ESG scores and div-
idend payout becomes stronger in contexts characterized by higher agency costs 
or specific stakeholder pressures that enhance the signaling value of environmen-
tal and social achievements. These results support prior research indicating that 
firms with lower agency costs and reduced information asymmetry are more likely 
to pay higher dividends [14] [43] [44] [46]. This provides further evidence that 
ESG scores can serve as a strong predictor of dividend behavior, especially when 
agency-related considerations are taken into account. 

4.4. Endogeneity Issues 

The literature on the ESG-performance-dividend relationship presents mixed 
findings. Some studies suggest that a firm’s ESG performance positively impacts 
its profitability, which in turn enhances its dividend payout [30]-[33]. Conversely, 
other research reports a negative relationship between ESG and dividend payout 
[15] [32] [39] [49]. 

In this section, I examine the relationship between profitability and dividend 
payout by categorizing firms into two groups based on their return on assets 
(ROA). Firms with a negative ROA are classified as loss-making, while those with 
a positive ROA are classified as profit-making. The results for these two groups 
are presented in Table 9. For profit-making firms, the findings reveal a significant 
positive correlation between all three ESG pillar scores and dividend payout. This 
suggests that firms with strong ESG performance are more likely to reward share-
holders through higher dividends when they are financially healthy. Such firms 
may view ESG excellence as part of a comprehensive value creation strategy, align-
ing responsible practices with shareholder returns. In contrast, among loss-mak-
ing firms, the governance score plays a more substantial role in influencing dividend 
payout. This highlights the importance of governance mechanisms—such as man-
agerial oversight, board independence, and protection of shareholder rights—espe-
cially when financial performance is weak. 

A particularly noteworthy finding is the negative association between the social 
score and dividend payout within loss-making firms. This supports the slack re-
sources theory, which posits that firms with more discretionary resources (often 
reflected in higher social performance, such as CSR initiatives and community 
engagement) may opt to allocate funds toward non-financial goals rather than 
distribute dividends [52] [69]. Thus, the relationship between ESG and dividend 
payouts appears to be context-dependent. Profit-making firms tend to respond 
positively to overall ESG signals, whereas loss-making firms place greater empha-
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sis on governance factors when shaping their payout strategies. 
 

Table 9. The results of loss-making and profit-making. 

Variable 
Loss-making Profit-making 

Model (1) Model (2) Model (1) Model (2) 

constant 
0.844 
(0.25) 

2.539 
(0.83) 

−4.541*** 
(−9.70) 

−4.437*** 
(−9.34) 

ESG (t − 1) 
−0.855 
(−0.98) 

 
0.746*** 

(6.03) 
 

Env (t − 1)  
−0.570 
(−0.96) 

 
0.240*** 

(2.78) 

Soc (t − 1)  
−1.686*** 

(−2.69) 
 

0.203*** 
(1.83) 

Gov (t − 1)  
0.765* 
(1.74) 

 
0.277*** 

(3.97) 

LnTA (t − 1) 
0.213** 
(1.89) 

0.318*** 
(3.07) 

0.132*** 
(7.36) 

0.134*** 
(7.22) 

ROA (t − 1) 
0.043*** 

(3.08) 
0.036*** 

(3.09) 
0.047*** 
(14.75) 

0.047*** 
(14.81) 

Debtratio (t − 1) 
−0.001 
(−0.19) 

−0.002 
(−0.27) 

0.001 
(1.12) 

0.001 
(1.05) 

MBratio (t − 1) 
−0.064 
(−0.34) 

0.019 
(0.12) 

0.040** 
(2.52) 

0.040** 
(2.54) 

Industry 
0.610*** 

(2.62) 
0.500** 
(2.22) 

0.230*** 
(4.95) 

0.228*** 
(4.92) 

Year-effect Yes Yes Yes Yes 

Firm-effect Yes Yes Yes Yes 

Adj. R2 0.1651 0.2835 0.3481 0.3500 

Wald χ2/LR χ2 42.03*** 59.95*** 982.73*** 1004.58*** 

Obs. 116  6133  

Note: This table presents results for loss-making and profitable firms, using the sample 
with DPS > 0. Robust t-statistics are reported in parentheses. Detailed variable definitions 
are provided in Table 1. Statistical significance at the 1%, 5%, and 10% levels is denoted by 
***, **, and *, respectively. 

 
To further analyze the potential endogeneity between ESG performance, firm 

performance, and dividend payout, this study employs the two-stage least squares 
(2SLS) model. The results, as shown in Table 10, indicate that only the overall 
ESG composite score exhibits a significant endogenous effect on firm perfor-
mance. This finding is consistent with prior literature [1]-[4], which suggests that 
integrated ESG strategies contribute meaningfully to improved performance out-
comes. 
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However, no significant endogenous effects are observed for the individual ESG 
pillar scores when examined separately. This implies that while ESG performance 
as a whole influences firm performance, the individual components do not have 
the same direct effect when isolated. These results highlight the complexity of 
ESG’s impact on corporate outcomes, suggesting that its influence is more holistic 
in nature and may not be fully captured by examining the pillars independently. 

 
Table 10. The results of 2SLS. 

Variable 
First stage Second stage 

Model (1) Model (2) Model (1) Model (2) 

constant 
−10.020*** 

(−5.48) 
−6.282** 
(−2.42) 

−5.521*** 
(−15.36) 

−4.533*** 
(−8.34) 

ESG (t − 1) 
3.937*** 

(8.14) 
   

Env (t − 1)  
0.440 
(0.96) 

  

Soc (t − 1) 
 

 
0.259 
(0.45) 

  

Gov (t − 1)  
1.489 
(4.07) 

  

ROA (t − 1)   
0.497*** 

(7.70) 
0.682*** 

(4.40) 

LnTA (t − 1) 
0.213*** 

(4.30) 
0.694*** 

(8.14) 
0.378*** 
(11.21) 

0.065 
(0.51) 

Debtratio (t − 1) 
−0.084*** 
(−21.74) 

−0.101*** 
(−18.19) 

0.024 
(4.14) 

0.052*** 
(3.21) 

MBratio (t − 1) 
1.299*** 
(41.89) 

1.046*** 
(29.62) 

−0.032*** 
(−0.36) 

−0.336** 
(−2.04) 

Industry 
0.366*** 

(3.03) 
0.325 
(1.54) 

0.342*** 
(5.03) 

0.286* 
(1.86) 

Year-effect Yes Yes Yes Yes 

Firm-effect Yes Yes Yes Yes 

Adj. R2   0.3579 0.2910 

Wald χ2/LR χ2 2645*** 1412*** 2238.14*** 491.01*** 

Obs. 6460  6460  

Note: This table reports the results of the two-stage least squares (2SLS) analysis, using the 
sample with DPS > 0. In the first stage, ROA is the dependent variable; in the second stage, 
DPS is the dependent variable. Robust t-statistics are reported in parentheses. Detailed var-
iable definitions are provided in Table 1. Statistical significance at the 1%, 5%, and 10% 
levels is denoted by ***, **, and *, respectively. 

5. Conclusions 

The increasing focus on ESG issues by stakeholders, regulators, and academics has 
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intensified interest in how ESG factors influence corporate financial decisions, 
particularly dividend policies. Firms with higher ESG scores are generally more 
financially stable and are more likely to provide consistent and generous dividend 
payout. These firms also tend to exhibit higher stock liquidity and more favorable 
price reactions from investors, which can shape both investor behavior and mar-
ket valuations. 

The findings of this study reveal that the overall ESG composite score, along 
with the individual scores for the three ESG pillars are significantly and positively 
correlated with dividend payout. Among these, the social and governance scores 
demonstrate a stronger influence on dividend policies compared to the environ-
mental score. These results provide empirical evidence of the positive relationship 
between ESG performance and dividend payout, highlighting the impact of ESG 
on corporate financial decisions. For investors, this relationship is especially val-
uable, suggesting that firms with strong ESG performance are more likely to adopt 
robust and consistent dividend policies, which may serve as a signal of corporate 
stability and long-term value creation. 

Moreover, this study contributes to the existing literature by extending the ap-
plication of agency theory to the context of ESG and dividend policies. While prior 
research has primarily examined dividend decisions through lenses such as finan-
cial performance, governance structures, or market efficiency, this study intro-
duces a new dimension by analyzing the relationship between ESG performance 
and dividend payouts under both performance-driven and governance-driven 
agency cost scenarios. The results suggest that higher ESG scores are associated 
with increased dividend payout in specific scenarios—particularly among young 
firms, firms with low asset efficiency, and those with limited free cash flow. In 
such contexts, ESG performance may serve as a substitute for traditional internal 
governance mechanisms and act as a signaling tool to mitigate agency problems. 
Additionally, the social score exerts a stronger effect in firms with non-dual lead-
ership structures (i.e., where the CEO and board chair roles are separated) and in 
firms with low institutional ownership. This reflects the increased credibility of 
social initiatives in settings with enhanced board independence and oversight. 
Conversely, the environmental score shows greater influence in firms with high 
institutional ownership, suggesting that environmentally conscious strategies are 
particularly valued by institutional investors. These insights reinforce the idea that 
the relationship between ESG performance and dividend payout is more pro-
nounced in firms that face higher levels of information asymmetry and agency 
costs. 

This research offers important implications for policymakers and regulators. By 
promoting ESG disclosure, authorities can enhance market transparency and 
strengthen investor confidence. Overall, the study provides a comprehensive anal-
ysis of the relationship between ESG performance, agency costs, and dividend pol-
icy. It highlights the growing influence of ESG on corporate financial behavior 
and its significance for sustainable finance and effective market regulation. Fur-

https://doi.org/10.4236/jmf.2025.152015


L.-H. Wang 
 

 

DOI: 10.4236/jmf.2025.152015 380 Journal of Mathematical Finance 
 

thermore, these findings may provide valuable insights for other markets that 
share similar institutional characteristics, such as limited trading depth, a pre-
dominance of individual investors, information opacity, and dividends as a pri-
mary source of investment returns. 

Future research could explore the dynamic impact of individual ESG pillars 
over different time horizons to assess whether the influence of environmental, so-
cial, or governance factors on dividend policies changes as firms mature or adapt 
to evolving stakeholder expectations. Such investigations would offer deeper in-
sights into investor perceptions and corporate financial behavior. 
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