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ESG Strategy Implementation and Market Value of Firms Listed at the Nairobi Securities Exchange.

[bookmark: _Toc224408875]Abstract
This research paper focuses on how the implementation of the environmental, social and governance (ESG) strategies affects the market value of the Nairobi Securities Exchange (NSE) listed firms in the years 2022- 2024. Although there is increasing attention to ESG practices in the global context there is paucity of empirical data on the financial worth of such practices in emerging capital markets in Africa. The paper had three aims; to test the role of environmental reporting, social responsibility reporting, and governance reporting in the determinants of firm market value.  The research was based on post-positivist philosophy and descriptive research design, and used census approach where all the NSE-listed firms where data were available were used, where there were 166 observations (firm-years). Secondary data were obtained using published annual reports and databases of NSE market capitalisation. Descriptive statistics, a Pearson correlation and pooled OLS regression analysis were used to analyse data in Stata.  The highest mean disclosure score (0.734), was registered in governance reporting, then came social reporting (0.651), and environmental reporting (0.542). The total ESG mean increased gradually since 0.629 in 2022 to 0.656 in 2024. The regression findings also established that all the three ESG dimensions had significant and positive effects on market capitalisation. The strongest impact was on social reporting (β = 2.014, p = 0.001), then the environmental reporting (β = 1.987, p = 0.001) and the governance reporting (β = 0.732, p = 0.032). The composite ESG model established a strong positive correlation (β = 5.084, p < 0.001) that expounds about 26.1% of market capitalisation variability.  The findings are consistent with the stakeholder theory, the signalling theory and the cost of capital theory, indicating that ESG transparency can decrease the information asymmetry and increase investor confidence. The research suggests that NSE-traded companies should enhance the practices of ESG reporting and regulators should endeavour to establish more transparent sustainability reporting frameworks to help companies create corporate values in the Kenyan capital market.
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[bookmark: _Toc224408876]Chapter One: Introduction
1.1 [bookmark: _Toc224408877]Background of the Study
In corporate governance and financial market contexts, market value is a pertinent variable and prime objective for businesses. It represents the capacity of an organisation to build long-term shareholder wealth and maintain the confidence of investors in the capital markets. In corporate finance theory, maximisation of shareholder wealth is widely considered to be the primary objective of firms, as the maximisation of shareholder wealth aligns managerial decisions with the interests of investors who provide capital to the organisation (Bennett et al., 2022). Market value therefore serves as a vital metric to gauge the performance of a company since it reflects the market's collective evaluation of the future profitability, growth potential and risk exposure of a firm (Brogi & Lagasio, 2019). Investors usually base their judgement of the value of firms on observable market signals like share price performance and market capitalisation, which combine both short-term market responses and long-term expectations about the sustainability of each firm and the quality of its governance (Atan et al., 2018). Share price appreciation is an indicator used to determine positive investor sentiment and performance expectations, while market capitalisation is a total value of all shares outstanding and used as a benchmark for comparing firm size and economic power within the capital market (Liang & Renneboog, 2022; Velte, 2023). Consequently, market value offers an integrated measure with which investors interpret organisational strategy, managerial effectiveness and long-term competitiveness in financial markets (Giese et al., 2021).
The market value of firms is determined by a mix of financial and non-financial factors that govern the investor's perceptions and expectations on future performance (Liang & Renneboog, 2022). Traditionally, financial indicators of performance such as profitability, revenue growth and earnings stability have had a dominant role in determining the valuation of firms, as they signal the firm's capacity to generate sustainable cash flows and shareholder returns (Li et al., 2023; Velte, 2023; Broadstock et al., 2021). Corporate governance mechanisms also have an impact on market value by enhancing managerial accountability, lowering agency problems and enhancing transparency in decision-making processes, which in aggregate leads to more investor confidence in the firm (Albuquerque et al., 2020; Velte, 2023). In addition, strategic investments, including innovation, digital transformation and long-term sustainability initiatives, contribute to firm valuation since they signal the ability of a company to stay competitive in dynamic market environments (Broadstock et al., 2021; Li et al., 2023; Albuquerque et al., 2020). More recently, investors have also increasingly regarded non-financial disclosures, such as sustainability reporting and corporate responsibility efforts, as being of importance as a signal of organisational resilience, risk management and long-term strategic orientation (Velte, 2023; Broadstock et al., 2021). As a result, ESG considerations have become important parts of investment decision-making, leading to a rising interest in understanding the role of ESG-related strategies in firm valuation in today's capital markets.
Globally, ESG considerations have grown in importance as a framework for investment evaluation as part of global capital markets as investors try to incorporate sustainability-related risks and opportunities into the valuation of companies. The environmental dimension focuses on corporate responsibility in terms of climate change mitigation, resource efficiency and pollution control, whereas the social dimension touches upon issues such as labour practices, community engagement and stakeholder welfare (Aydogmus et al., 2022). Governance transparency, such as board accountability, the quality of disclosure, and ethical leadership, is an additional mechanism for boosting investor confidence by lowering the level of information asymmetry and boosting corporate credibility (Narula et al., 2023). Institutional investors are increasingly looking to ESG metrics when assessing firms, as these metrics give them insights into long-term risk exposure, regulatory compliance and organisational resilience in increasingly changing economic environments (Wong et al., 2020). Consequently, ESG performance is increasingly being understood as a form of valuation signal that shapes the investor perception of the sustainability and long-term competitiveness of firms in modern capital markets (Cheng et al., 2023).
The increasing importance of sustainability considerations in global finance has led firms to incorporate ESG principles directly into corporate strategy and operational decision-making processes (Friede et al., 2022). ESG strategy implementation includes integrating environmental stewardship, social responsibility and governance accountability into organisational policies, strategic planning frameworks and corporate reporting mechanisms through which businesses conduct their long-term business (Eccles & Klimenko, 2019). For example, large multinational companies like Microsoft and Unilever have taken a comprehensive approach to their ESG strategy, including carbon neutrality commitments, policies for responsible supply chains and stronger board-level oversight structures for ESG (Serafeim, 2020; Amel-Zadeh & Serafeim, 2018). Firms often communicate these commitments through sustainability reports, integrated reporting frameworks and ESG disclosures that supply investors with structured information with regard to environmental performance, social initiatives and governance practices. Environmental initiatives can involve carbon emissions reduction programmes and the adoption of renewable energy sources, while social responsibility initiatives can involve community investment, employee welfare programmes and inclusive workplace policies. Governance mechanisms like independent boards, transparent executive compensation policies and increased disclosure practices further ensure accountability and investor trust in corporate management (Amel-Zadeh & Serafeim, 2018). Through these practices, ESG implementation becomes an implementation tool by which firms communicate responsible corporate behaviour and enhance their reputation among investors and other stakeholders.
Although the adoption of ESG has accelerated in the developed world, the adoption of ESG practices within the emerging world has been more gradual due to institutional and regulatory limitations. A number of developing economies have developed regulatory frameworks designed to reinforce sustainability disclosure and responsible investment practices, such as the Sustainable Stock Exchanges Initiative backed by the United Nations promoting the adoption of ESG reporting standards among listed companies by stock exchanges (UNCTAD, 2021; World Bank, 2022). For example, the Johannesburg Stock Exchange in South Africa mandates that listed companies prepare integrated reports that include sustainability and governance information, illustrating how regulatory frameworks can boost the adoption of ESGs in developing capital markets (Ioannou & Serafeim, 2022). However, firms in many emerging economies continue to battle with challenges such as poor regulatory enforcement, inadequate sustainability reporting capacity and low awareness of ESG metrics by corporate managers and investors (Boubakri et al., 2021). Despite these limitations, global institutional investors' decisions may hinge on how companies implement and practise their ESG initiatives rather than performance. This is because, as earlier noted, ESG metrics provide insights into the quality of governance, risk management and the resilience of those that are long-term orientated in phasing through volatile economic environments (Garcia et al., 2017). These developments underscore the increasing importance of ESG considerations in corporate governance and financial markets, as well as create a basis for exploring the adoption of ESG in African capital markets such as the Nairobi Securities Exchange.
In Kenya, environmental, social, and governance (ESG) considerations among companies listed at the Nairobi Securities Exchange (NSE) have become increasingly prominent thanks to both regulators and investors demanding greater corporate transparency and sustainability accountability. Kenyan listed companies such as Safaricom PLC and Equity Group Holdings have grown sustainability reporting and corporate responsibility programs, including climate action programs, financial inclusion programs, and governance reforms to strengthen board accountability and disclosure practices (Omondi & Muturi, 2021; Muriithi & Waweru, 2022). These changes have been backed by rules like corporate governance guidelines from the Capital Markets Authority and sustainability disclosure guidelines from the NSE, which have encouraged listed companies to include ESG considerations in their management and reporting practices. At the same time, interest in ESG performance has been heightened by investors, as more institutional investors are starting to look at sustainability disclosures when determining the risk exposure, long-term growth potential, and reputation of the company in the capital markets (Njoroge & Kinoti, 2023). 
Even though sustainability reporting practices are changing in the Kenyan capital market, there is still a lack of clear information on how ESG initiatives affect what investors think and how much companies are worth in Kenya. According to the CEIC database from the NSE, total market capitalization stood at about KES 3,083 billion in January 2026, the highest ever recorded since the data series began in 2004, even though the market has been highly volatile over the years, hitting a low of KES 273 billion in June 2004 (CEIC, 2026). These fluctuations indicate that the valuation of listed firms is affected by a number of structural and strategic factors that are beyond traditional financial performance, including the impact of ESG initiatives, investor sentiment, and market conditions. As sustainability reporting and responsible investment practices continue their expansion in the Kenyan market, it is both unclear whether the implementation of ESG strategy is part of the explanation for improved firm value and whether it is capable of illustrating periods of weak market valuation among NSE-listed firms. Consequently, this research aims to investigate whether the negotiation of ESG strategy implementation affects the market value of companies registered on the Nairobi Securities Exchange.
1.2 [bookmark: _Toc224408878]Statement of the Problem
The increasing emphasis on environmental, social, and governance (ESG) practices across the globe has resulted in the growing adoption of sustainability strategies by firms seeking to improve long-term competitiveness and legitimacy in the capital markets (Gillan, Koch, & Starks, 2021). Across financial markets worldwide, institutional investors are increasingly taking ESG measurements into consideration when evaluating corporate risk exposure, governance quality, and long-term growth prospects (Li et al., 2023; Velte, 2023). However, despite the rapid growth of ESG disclosure and sustainability reporting, there is still no consensus in empirical evidence on the financial value of ESG. Some research has indicated that ESG performance is positively related to firm valuation, via better risk management, increased stakeholder relationships, and attracting responsible investment capital (Broadstock et al., 2021; Li et al., 2023; Omar, 2025). In contrast, some other studies find weak or statistically insignificant relationships between ESG performance and firm value, suggesting that the benefits of ESG investments may not always translate directly into financial gains for shareholders (Velte, 2023; Gillan, Koch & Starks, 2021; Serem, 2024). This difference in empirical results shows that there is a strong theoretical debate about whether or not ESG initiatives always add measurable value to capital markets.
Moreover, there are important practical questions about the strategic value of investments in ESG for different firms listed at the NSE. Existing studies mainly focus on the impact of sustainability disclosure or corporate governance on the value of the company and often consider individual aspects of ESG or individual dimensions of reporting rather than analyzing the implementation of ESG strategy as an integral part of corporate strategy (Serem, 2024). Consequently, although the NSE-listed companies keep investing in sustainable and ESG reporting frameworks, there is a gap in the availability of empirical research evidence to corporate managers and investors in whether the ESG strategy implementation translates into better market value in terms of indicators such as share price performance and market capitalization. This uncertainty poses a practical challenge for firms as they try to prioritize their sustainability investments and find the best way to allocate resources to environmental initiatives, social responsibility programs, and governance reforms. Moreover, the NSE itself has been pushing the listed entities to enhance ESG disclosures to give investors more information on their companies beyond financials, reflecting the rising importance of ESG integration in the Kenyan capital markets (NSE, 2022). So, there is a need for a research study that looks at how using an ESG strategy affects the market value of companies listed on the Nairobi Securities Exchange and provides evidence to help shape ESG investment strategies and sustainability reporting practices.
1.3 [bookmark: _Toc224408879]Research Aim
The aim of this study is to examine the influence of environmental, social and governance (ESG) strategy implementation on the market value of firms listed at the Nairobi Securities Exchange (NSE).
1.4 [bookmark: _Toc224408880]Research Objectives
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1.5 [bookmark: _Toc224408881]Research Questions
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1.6 Structure of the Report
This report is organised in six chapters. Chapter One is an introduction that provides background of study, problem statement, research aim and objectives, research questions and significance of study. Chapter Two introduces the literature review that discusses theoretical perspectives and empirical studies, which are related to ESG strategies and firm value. Chapter Three consists of the research methodology used in the study, namely, research design, the sources of data and the data analysis techniques employed in the study of the relationship between the implementation of ESG strategy and the market value. Chapter Four presents the results of the analysis and discusses the key findings of the study. Chapter Five includes a detailed discussion of the findings as related to the literature and research objectives. Finally, Chapter Six contains the conclusions of the study and recommendations for the firms listed at the Nairobi Securities Exchange as well as recommendations for further research.
 

[bookmark: _Toc224408882]Chapter Two: Literature Review
This chapter analyses and synthesises the literature that is relevant to the research questions and objectives. The chapter contains a critical discussion of similar studies conducted pertaining to the study objectives. It also covers the theoretical frameworks used to explain the research concepts while the third section includes a discussion on the conceptual frameworks and hypotheses development. 
[bookmark: _Toc224408883]2.1 Similar Studies on ESG and Firm Value 
There are many studies discussing the relationship between the ESG practices and the firm financial value and the interest to the issue whether the initiatives taken in the context of sustainability add to the corporate value creation is increasing. In a meta-analysis study, Friede, Busch, and Bassen (2015) have reviewed more than 2200 empirical studies and have discovered that approximately 90% of them have reported that a positive relationship between the ESG practices and the corporate financial value existed, meaning that the sustainability initiatives are likely to help and not undermine the corporate financial performance. Alshehhi, Nobanee, and Khare (2018), in their turn, were able to examine 132 peer-reviewed studies and stated that approximately 78% of literature reviews have shown that there is a positive relationship between sustainability practices and the financial performance of the firm.
Furthermore, more recent evidence still remains to demonstrate rather positive and, nevertheless, inconclusive outcomes in respect to the relationship between the ESG performance. The research of Whelan et al. (2021) focused on the empirical relationship between ESG performance and financial performance in a variety of industries and markets, which was conducted in a large-scale review to be representative of over 1,000 studies published between 2015 and 2020. Their findings showed that about 58% of the analyzed studies indicated that ESG practices and financial performance were positively related, 8% indicated a negative relationship, and 13% indicated no significant relationship. In addition, 21% of the studies had mixed or context-dependent findings, which imply the ESG-financial performance relationship may differ under different institutional, industry, or governance conditions. These findings suggest that while most of the research supports this positive association between the ESG practices and financial performance, the empirical evidence is still of a diverse nature and keeps motivating the debate in the academic and investment communities. Moreover, this systematic literature review focused entirely on ESG and firm performance but not specifically on ESG and firm value, which has also been debated for many years.
[bookmark: _Toc224408884]2.1.1 Studies finding positive relationship between ESG and Firm Value
A vast body of empirical literature shows that ESG practices have a positive contribution to firm value and financial performance. For example, Sra, Booth and Cox (2022) found that voluntary carbon disclosure significantly increased the market value of Global 500 companies, suggesting the investors reward environmental transparency. Similarly, Li, Tang and Li (2024) found that ESG system implementation had a meaningful positive effect on corporate performance indicators such as return on assets and return on equity among firms in environmentally intensive industries. Agutu and Githira (2023) in the Kenyan case found a positive effects of ESG indicators on the financial performance of listed firms in the NSE, however, their context was commercial banks.
Evidence from other emerging markets is consistent with these findings. Matemane, Molefe and Sibanda (2024) noted that ESG performance had positive implications for financial performance on the part of firms listed on the Johannesburg Stock Exchange through enhanced stakeholders’ relations and risk management capacities. Likewise, Chininga, Alhassan and Zeka (2024) reported that South African firms that improved their ESG ratings improved their accounting-based and market-based performance. Studies done in the Asian markets also show similar results. For example, Desai (2024) found that ESG disclosure significantly improved the value of the firm among Indian listed firms, whereas Tang et al. (2025) found that vigorous ESG performance helped to improve corporate value and competitiveness over the long term among Chinese listed companies. 
Other studies such as Numan et al. (2023) and Aydogmus, Gulay and Ergun (2025) confirm further that ESG disclosures and high ESG scores improve firm value by reducing financing costs and improving portfolio performance. Furthermore, Ahmad et al. (2021) studies the effects of ESG on financial performance of 351 FTSE350 companies in 2002 to 2018. Their results indicate that the collective ESG score has a strong positive effect on the corporate financial performance, although the separate aspects of environmental, social and governance have varied outcomes. There are also studies that are industry-specific. For example, Abdi et al. (2022) examines the linkage between ESG scores, firm value and profitability in the aviation sector based on a sample of 38 airlines from the years 2009 through 2019. Their results show that the higher the investment in governance practices, the better the company's market to book ratio, and the more the engagement in social and environmental initiatives, the better the financial efficiency.
[bookmark: _Toc224408885]2.1.2 Studies finding negative relationship between ESG and firm value
Despite the accumulating evidence of the value-enhancing role of ESG practices, others have found a negative relationship between5ESG investments and firm5value. For5instance, Mishra and Shukla (2024) reviewed that5ESG reporting lowered firm value amongst Indian listed firms when viewed independently. The authors argued that ESG implementation may require additional costs initially due to sustainability investments, reporting requirements and compliance with environmental regulations. These costs can lead to lower short-term profitability and market valuation, especially in situations where investors are more focused on financial returns than on sustainability commitments. However, the study further observed that strong corporate governance mechanisms like independence of board of directors and more frequent board meetings can mitigate the negative5impact5of5ESG reporting on firm5value.
Wilson et al. (2021) finds evidence of an inverse relationship between ESG5performance and firm value in several country specific studies. For5example, Brammer et al. (2006)5analyzes the effect of corporate5social5performance among UK firms5based on data on market returns. Their results provide evidence that companies with lower social performance scores are better performing than the overall market. Similarly, Landi5and5Sciarelli (2019) examine a sample of 54 publicly listed5firms in Italy for the5period 2007-2015 and find that as ESG scores increase, financial performance decreases. Similar results are pointed out by research done in Canada. Folger-Laronde et al. (2022) ESG5ratings and their financial5returns of Exchange Traded Funds (ETFs) during the market crisis caused by the current Coronavirus pandemic. Their findings suggest that ETFs with better ESG ratings did not necessarily offer protection against serious market downturns. 
Other studies further demonstrate the complexity5of the5ESG-financial5performance relationship. Nollet et al. (2016) assess accounting2and2market-based measures of the correlation between the social and financial performance of S&P 500 companies between 2007 and 2011. The correlation analysis gets a negative value with linear models but is positive with non-linear models. Likewise, Marsat,2and2Williams (2011) utilizing global MSCI ESG ratings indicate a negative trend between corporate social responsibility ratings and firm value.
Some cross-national research had identified similar results. As an example, Duque-Grisales and Aguilera-Caracuel (2021) reviewed 104 Latin American MNCs in the 2011-2015 period and found that ESG scores showed a negative2correlation with the financial5performance5of the firm. In a similar fashion, the study by Garcia and Orsato (2020) focused on the analysis of 2,165 companies operating in emerging or developed economies in 2007-2014 and found that in most cases, especially in emerging economies, an increased ESG performance level is associated with a decreased level of financial performance in companies.
[bookmark: _Toc224408886]2.1.3 Studies with mixed findings or conditional findings
Several studies suggest the relationship5between ESG and5firm value is complex5and dependent on the context and factors5such as governance structures, institutional environments and industry characteristics. For example, in Biju, Thomas and Tiwari (2025), they have found that ESG performance showed a complex relationship5with firm5value in India, with better governance improving market value while environmental costs decreased firm valuation at first. Similarly, Kim, Weston and Nnadi (2025) found that the ESG5performance5positively affected the value5of the5firm among the Australian firms but the impact diminished for firms with extensive supply chain contract and intense audit oversight. In China, Zhang, Xiong and Li (2022) found that although the overall ESG5score had a positive5impact on firm value, the governance dimension had mixed effects on different firms.
Other studies emphasize the conditional importance of ESG practices on the firm value. For example, Khaled, Ali and Mohamed (2024) found that ESG5performance5had a5moderating effect5on the5relationship5between corporate5governance attributes and firm value in Sub-Saharan Africa indicating a direct relationship. Similarly, Fan, Xu and Deng (2022) found that environmental regulation contributed to improvement in firm value via various mechanisms, such as green innovation and carbon disclosure. These findings5indicate that the effect5of5ESG practices on firm value is dependent on organisational characteristics, institutional environment and quality of governance.
[bookmark: _Toc224408887]2.1.4 Gaps in Empirical Literature
There are several conceptual gaps in the existing empirical research. A major limitation is that most past studies have looked at a company's financial performance, using numbers like return on assets (ROA), return on equity (ROE), and profit margins, instead of focusing on the company's overall value, which is usually measured by things like market5capitalization, share price5performance, or Tobin’s5Q. Although firm5performance and firm5value are highly related because better operational performance can eventually mean better firm valuation—the two concepts are not necessarily the same. Market-based firm value measures what investors expect the company to do in the future in terms of profitability, risk, and growth prospects, while accounting-based performance measures are concerned mostly with the historical financial results.
In addition to the conceptual gap, there are also contextual and methodic gaps in the literature. Many empirical studies on ESG and corporate outcomes have been undertaken in developed economies such as the United States, Europe, and parts of Asia, where sustainability regulations, ESG disclosure frameworks, and responsible investment practices are relatively mature. As a result, there is comparatively little evidence from emerging markets—and particularly from African capital markets. Furthermore, some of the most frequently cited papers in the ESG literature are based on relatively old data series, prior to the emergence of the rapid growth in sustainability reporting standards, ESG disclosure guidelines, and responsible investment frameworks noted recently. This data suggests that the relationship between the value of ESG firms may have evolved as concerns about sustainability have become more integrated into corporate strategy and investment decision-making.
This research focus is on firms listed at the NSE to address these gaps in the literature. The study's temporal scope of 3 years (2022 to 2024) offers a fresh perspective on how the relationship5between5ESG and firm5value might have developed in the recent years, where sustainability reporting is cited to have gained traction in emerging markets, like NSE in Kenya. 
[bookmark: _Toc224408888]2.2 Theoretical Review
To explain why ESG practices should improve firm value, the literature generally relies on several complementary theoretical perspectives. The most prominent explanations come from cost of capital theory, stakeholder theory, agency theory, and shareholder theory, which offer both expectation explanations regarding the ESG–firm value relationship.
[bookmark: _Toc224408889]2.2.1 Cost of Capital Theory
One of the most widely quoted explanations of why ESG practices may enhance firm value is cost of capital theory. The foundations of the cost of capital concept were laid in the modern corporate finance world by Modigliani and Miller (1958) when they considered the financing costs of firms and their valuation. The theory states that for firms with low perceived risk, they will be able to secure financing at a lower cost of equity and debt, which will further raise their overall market value (Postiglione et al., 2024). According to this perspective, ESG practices contribute to improving corporate transparency, as well as strengthening corporate governance structures while reducing regulatory, reputational and operational risks. As a result, investors see companies with positive ESG performance as less risky and, therefore, will provide capital at decreased required returns (Koutoupis et al., 2025).
From this perspective, ESG initiatives are mechanisms that reduce risk exposure and enhance investor confidence. Firms that demonstrate environmental responsibility, social accountability and transparency around their governance practices are more likely to attract long-term investors as well as responsible investment funds (Narula et al., 2023). Lower perceived risk translates into lower financing costs, better access to capital and thus ultimately higher firm valuation (Moussa & Elmarzouky, 2024). Consequently, cost of capital theory expects that there will be a positive relationship between ESG and firm value because better sustainability performance will reduce the financial risk and lead to a higher level of investor confidence.
[bookmark: _Toc224408890]2.2.2 Stakeholder Theory 
Another theoretical explanation that supports the positive relationship between ESG practices and firm value is stakeholder theory, which was initially promoted by Freeman (1984). Stakeholder theory insists that firms should respond to the interests of several groups of stakeholders,5such as5employees,5customers, suppliers,5communities and regulators, and not just focus on shareholder wealth maximisation. According to this theory, organisations that are able to manage relations with these stakeholders effectively will be more likely to achieve sustainable competitive advantage and long-term profitability (Talan et al., 2024).
From the5point of5view of the5stakeholder, ESG practices give the firms a framework for addressing environmental responsibilities, social expectations and governance standards that hold sway over stakeholder trust (Lee & Isa, 2020). Firms that invest in environmental sustainability, ethical governance and social responsibility are more likely to build strong relationships5with5stakeholders,5enhance corporate reputation5and reduce conflicts with regulators and communities (Gesso & Lodhi, 2024). These benefits can be translated into higher operational efficiency, higher brand loyalty and higher market competitiveness (Talan et al., 2024). Consequently, stakeholder theory predicts that there will be a positive relationship between ESG practices and firm value because responsible corporate behaviour increases stakeholder support and improves the long-term performance of organisations.
[bookmark: _Toc224408891]2.2.3 Shareholder Theory
Compared to stakeholder5theory, the shareholders theory provides a more enlightening outlook with regard5to5effect of ESG5practices on firm value. Friedman (1970) strongly put forward the theory and he suggested that the main objective of a business5is to maximise the5wealth of shareholders but5this subject is subject to the law. The idea behind this perspective is that corporate managers need to concentrate on profit generation, and not social or environmental agendas. Any way the corporate resources are diverted to social or environmental projects could diminish the profitability and go against the core goal of creating shareholder wealth (Zumente & Bistrova, 2021).
Within the shareholder theory, ESG activities can create more operation costs that decrease the efficiency and profitability of firms. Environmental protection, sustainability reporting and social responsibility programme investments might demand considerable amount of money without necessarily providing immediate financial payouts (Zumente & Bistrova, 2021). This means that companies that invest too much of their resources in ESG operations can be less competitive than companies that only concentrate on profit-maximising operations (Wong et al., 2020). Thus, the shareholder5theory predetermines the negative correlation between the ESG practices and firm value, especially when the sustainability activities raise expenses without generating the objective financial outcomes.
[bookmark: _Toc224408892]2.2.4 Agency Theory 
The other theoretical model employed to explain the5relationship5between5ESG and the firm is the agency theory that was5developed5by Jensen5and Meckling (1976). The agency theory is the study of the conflict of interests between the shareholders (principals) and the managers (agents) as a result of information asymmetry and goal differences. Under this theory, managers can be guilty of engaging in certain activities that could be in their own interest to achieve a reputation other than ensuring shareholders wealth is maximized. The motivations of the managers may thus be seen to be two-sided in terms of the way ESG initiatives are interpreted (Lee & Isa, 2020).
On one hand, ESG disclosures have the potential to increase transparency and decrease information asymmetry between the managers and investors, which improves corporate governance and investor confidence. In this view, ESG reporting is a message of responsible management of the business, which is in line with signalling theory (Spence, 1973), which states that companies report their information to send a message to the market about their quality (Lee & Isa, 2020). Conversely, managers can also take advantage of ESG activities to boost personal reputation or achieve legitimacy without boosting financial performance (Gesso & Lodhi, 2024). Thus, agency and signalling theories imply that the ESG-firm value relationship can be of mixed-type or conditional according to whether the ESG practices have a real benefit of enhancing corporate governance and risk management or are only symbolic managerial measures.
[bookmark: _Toc224408893]2.3 Hypotheses Development and Conceptual Framework
The proposed relationship5between the5ESG strategy implementation and the market value of listed firms in the NSE is explicated in the conceptual framework presented in Figure 2.1. Environmental initiatives are corporate actions to decrease environmental footprint and advance sustainable use of resources. Such initiatives are the carbon emission reduction programmes, environmental sustainability projects, and environment disclosure practices (Lee & Isa, 2020). The reward of the firms investing in environmental sustainability could be an increase in the efficiency of the operations, adherence to the regulations and reputation of the corporate name (Cheng et al., 2023). Proactive risk management also can be indicated by environmental responsibility, and help lessen regulatory punishment and environmental liability. In the view of capital markets, environmental transparency and carbon disclosure give investors good information on the environmental risks and the sustainability of a specific firm (Moussa & Elmarzouky, 2024). Companies that are highly environmental can thus appeal to shareholders who are responsible and enhance the share prices. It was also found through empirical research that when firms report environmental information, they tend to have increased investor confidence and firm value.
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Social responsibility programs are corporate activities that embrace social expectations of the stakeholders such as communal development, employee welfare as well as moral business practice (Zumente & Bistrova, 2021). These are meant to enhance the relationship that exists between firms and their stakeholders hence enhancing corporate legitimacy and reputation. It is possible that firms that participate actively in their social responsibility programmes can achieve better brand loyalty, enhanced employee engagement and customer trust. Investment wise, social responsibility efforts can be used to indicate long5term5sustainability and ethical corporate behaviour to the investors (Talan et al., 2024). When companies have good relations with communities and employees, chances of reputational crisis and labour disputes or stakeholder conflicts are minimized thus organisations will not experience such problems that can have a negative impact on financial performance (Wong et al., 2020). As a result, companies that make social responsibility a high priority might increase their perception to the investors and improve their market value.
H2: Social responsibility initiatives have a significant influence on the market value of firms listed at the Nairobi Securities Exchange.
Governance transparency is a measure of how firms have accountable, ethical and transparent corporate governance systems. It consists of practices like the independence of boards, transparent reporting, good internal controls and reporting of governance policies (Koutoupis et al., 2025). Effective governance systems are able to mitigate agency problems between managers and shareholders because they enhance checks and balances in the decision-making process in corporations (Aydogmus et al., 2022). Governance transparency is also a major issue in capital market as it minimizes information asymmetry between investors and companies. Companies with transparent systems of governance are usually viewed as more credible and less likely to be affected by managerial opportunism (Gesso & Lodhi, 2024). Investors can therefore tend to place greater values on companies that have good governance practices since they will be better placed to say risks and be able to create long term values.
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Environment Reporting:
· Carbon disclosure
· Sustainability projects
Social Reporting:
· CSR spending
· Community programmes
Governance Reporting:
· ESG disclosure
· Reporting quality
Firm value:
· Market capitalization.

[bookmark: _Toc224408829]Figure 2.1 Conceptual Framework 
[bookmark: _Toc224408894]2.4 Literature Summary
Empirical literature reviewed has shown that ESG practices have gained an important5topic in corporate finance and sustainability studies. It is also reported by a significant number of studies that the ESG initiatives have a positive5impact on the value of a firm. Other studies however establish weak, or negative relationships with a case that the ESG investments can boost the operational costs, and thus lower the short-term profitability. Moreover, some studies have mixed or conditional results where it is implied that the relationship5between5ESG and the firm values is conditional and is influenced by the factors including5the quality5of governance, the types of institutional environment, and industry specific characteristics. Such conflicting results reflect the lack of agreement as to the relevance of ESG practices in terms of value. This study, therefore, constructs a conceptual framework that looks into the concept that the implementation of the ESG strategy by using environmental programs, social responsibility, and transparency in governance can impact the market value of the firms listed on the Nairobi Securities Exchange.
[bookmark: _Toc224408895]Chapter Three: Methodology
This5chapter gives the research5methodology that will be used in this study. It defines and supports the philosophical position underlining the research and how the paradigm chosen will help in the process of data collection and analysis. Moreover, it describes the methods of data collection and the methods to be employed in data analysis to come up with useful results.
[bookmark: _Toc224408896]3.1 Research Philosophy
Research5philosophy5can5be defined as the beliefs about the way5knowledge is5created and the acceptable knowledge in a specific field of research (Saunders, Lewis and Thornhill, 2019). It offers epistemological and ontological basis that directs the research process such as methodology used, means of collecting data, and methods of analysis. The choice of a relevant research philosophy in business and management research will guide the research5design to meet the5research goals and the type of5data under analysis (Creswell and Creswell, 2018).
The research philosophy employed in this study is post-positivist. Post-positivism is a tradition of positivism that understands that absolute objectivity of research is not always possible. Rather, it presumes that social phenomena could be studied by means of empirical observation and statistical analysis by considering the existence of possible measurement constraints and situational factors (Ryan, 2018). The post-positivist philosophy thus upholds quantitative techniques, hypothesis testing and statistical modelling as means to explain the relationship between observable variables. Post-positivism thus offers an appropriate philosophical basis to employ quantitative statistical procedures like regression analysis in order to determine patterns and relationships in firm-level data (Hair et al., 2022). In addition, post-positivism research focuses on hypothesis testing and theory verification, which is in5line5with the5purpose of the study, which is to test the theoretical links between the ESG disclosure practices and the firm value.
The philosophy also paves the way to the use of secondary archival data to increase objectivity and lessen the bias of the researcher because the data are obtained not on the basis of personal perceptions but based on publicly available corporate disclosures. Post-positivism therefore presents a strong epistemological support to study the ESG-market value nexus in the background of firms that are listed in the NSE.
[bookmark: _Toc224408897]3.2 Research Design
Research design can be described as the general map or plan according to which the process of data collection, measurement, and analysis will be carried out to respond to research objectives (Sekaran and Bougie, 2020). It dictates the way the researcher incorporates the various aspects of the study in a systematically organized way so as to have valid and reliable results.
This research assumes the descriptive5research5design. The descriptive5research5design will be suitable when a study aims to outline the properties of variables and analyze their correlation without the manipulation of the research setting (Creswell and5Creswell, 2018). Descriptive designs are applied extensively in business and financial research to analyse firm-level archival data to reveal statistical relationships between5the characteristics of governance, sustainability practices5and corporate5performance indicators (Saunders et al., 2019).
Descriptive design was selected due to the nature of the variables under investigation in the study such as ESG disclosure and firm market value, which are inherently corporate characteristics that cannot be experimented. Rather, the research is aimed at the analysis5of historical data of firms in order to establish whether the differences in the level of ESG disclosure are related to the differences in the5market value of5companies over time. The descriptive research design would thus enable the researcher to study these relationships in their actual corporate context through quantitative methods of analysis.
Also, the descriptive design can be combined with the quantitative research design, especially in situations when secondary financial data acquired by means of annual reports and stock market are used. The design enables the systematic aggregation and evaluation of vast data volumes in a number of firms and over a variety of time frames, which will improve the generalisability and external validity5of the5research5results. The descriptive design within this study will be relevant in the analysis of the ESG disclosures5and market value of the companies listed in the NSE between 2022 and 2024 using panel data regression methods.
[bookmark: _Toc224408898]3.3 Theoretical Approach
The study uses a deductive research methodology. Deductive research works involve formulating the hypotheses due to the existing theoretical frameworks and then testing the hypotheses on the basis of empirical evidence (Saunders et al., 2019). The methodology shifts to the theory to observation and it is usually adopted in quantitative research in which one can statistically analyze relationships between variables.
In this research, the deductive method will suit the situation since this method will be based on the prevailing theoretical views that describe the connection between corporate sustainability practices and firm value. As an example, the stakeholder theory indicates that companies that consider the interests of various stakeholders by being responsible in their environmental, social, and governance practices tend to improve their image and financial results (Freeman et al., 2020). Equally, the signalling theory assumes that voluntary corporate disclosure (e.g. ESG reporting) has a signal effect on the market valuation by sending signals to investors regarding the quality and transparency of management practices of a firm (Spence, 1973; Connelly et al., 2011).
Through the deductive methodology, the research comes up with testable hypotheses on the role of ESG disclosure practices on the market value of firms. These are then tested through the secondary financial data, and statistical regression models. The deductive method thus makes certain that the study is theory-based and yet empirical validation of the theoretical hypotheses may be done in the Kenyan capital market setting.
[bookmark: _Toc224408899]3.4 Target Population
The term of target population is used in reference to the full group of units that will have the features pertaining to the research goals and against which the researcher will be able to make conclusions (Sekaran & Bougie, 2020). In quantitative studies, a clear definition of the target group makes it possible to have the results of the study generalised accordingly.
The population targeted by this research will include any firm listed on Nairobi Securities Exchange (NSE) in 2022, 2023, and 2024. Based on the annual reports of Nairobi Securities Exchange, the exchange recorded about 59 companies of various sectors in the economy that were listed in the period of the study. These businesses are in a variety of businesses such as banking, insurance, manufacturing, telecommunication, agriculture and investment services.
The selected NSE-listed companies are supported by a number of reasons. To begin with, annual2reports2and5financial statements5of publicly listed companies have to include comprehensive financial5and5non-financial5disclosure including sustainability and governance information. This facilitates the availability5and5reliability of secondary data that is required in the empirical analysis. Second, the described firms are subject to the regulatory provisions of the Capital Markets Authority (CMA) and NSE corporate governance policies, which facilitate the transparency and disclosure policies, such as sustainability5reporting. Third, the NSE is the major capital market in Kenya and thus offers a valid background to examine the impact of ESG disclosure practices on the market value of firms by the investor.
Therefore, by considering all the companies listed on the NSE, the research5can track the dynamics of ESG disclosure and company value in the capital market in Kenya and at the same time provides sufficient coverage among the sectors.
[bookmark: _Toc224408900]3.5 Sampling Technique
Sampling is a term that is used to mean the procedure of choosing a sample of units and use them to analyse the data (Saunders et al., 2019). In certain paragraphs, sample methods are required in cases where the population is huge and it will not be feasible to gather information about all units.
Nonetheless, the research will take a census approach which implies that all the firms that are listed5in the5NSE within the study time frame will be incorporated in the study. The census method is suitable when the population size is not very large, but manageable so that the researcher can consider the data of all the available units instead of choosing the sample (Sekaran & Bougie, 2020).
There are various reasons why the census approach is the one to be used. To begin with, the sample size of listed companies in NSE is quite small (around 62 companies) and therefore incorporating all of the firms in the research is possible. Second, a census helps to avoid the sampling bias and increases the representativeness of the study results. Third, the study of the whole population enhances the statistical validity of the findings and gives a more detailed insight of ESG disclosure practices in the Kenyan capital market.
[bookmark: _Toc224408901]3.6 Data Collection Methods
In this research, secondary5data will have been used, which will be the data that has been published publicly in corporate disclosures. The secondary data means the information that has already been gathered and recorded by other organisations or institutions but is not aimed at the current research (Johnston, 2017). The secondary data collection will be suitable in this research since the information on ESG disclosure, as well as financial performance indicators, is reported in financial statements and annual reports of companies. The application of archival financial data adds to the objectivity and reliability of the study as the data is checked independently and can be accessed publicly.
[bookmark: _Toc224408902]3.6.1 Operationalization of the Study Variables
The independent5and the dependent5variables5used in this research5are ESG disclosure practices and firm market5value respectively. The binary disclosure index method was adopted to measure the ESG disclosure and it has been widely used to study sustainability and corporate governance issues when assessing qualitative information in corporate reports. 
[bookmark: _Toc224408792]Table 3.1 Measurement of the Variables
	Variable
	Indicators
	Measurement
	Source

	Environmental Reporting
	Energy efficiency programmes, waste management practices, water conservation initiatives, emissions reduction initiatives, green financing initiatives, environmental sustainability programmes, climate risk management strategies, environmental partnerships, environmental disclosures within sustainability reports, and corporate environmental policy commitments.
	Binary disclosure index (1=disclosed, 0=not disclosed)
	Annual reports

	Social Reporting
	employee welfare programmes, diversity and inclusion policies, community engagement initiatives, corporate social responsibility programmes, youth employment initiatives, customer financial inclusion initiatives, community investment activities, stakeholder engagement mechanisms, social impact programmes, and social sustainability disclosures
	Disclosure index based on 10 items
	Annual reports

	Governance Reporting
	board composition disclosure, audit committee structure, risk management framework, internal audit systems, executive remuneration disclosure, governance policies, board committee structures, shareholder communication practices, governance reporting transparency, and regulatory compliance disclosures.
	Governance disclosure index
	Annual reports

	Firm Value (Dependent Variable)
	Market capitalisation
	Share price × total outstanding shares
	NSE statistics


[bookmark: _Toc224408903]The ESG disclosure index in this research is comprised of three dimensions including environmental reporting, social reporting, governance reporting and are measured with ten disclosure indicators based on the sustainability reporting frameworks including the Global Reporting Initiative (GRI) and the corporate governance reporting standards. The disclosure items incorporated in the index of ESG were coded on a binary scale based on which a score of one was given when a particular ESG item has been reported by the company in its report and a score of zero when it is not reported. Each ESG dimension was then determined on the basis of the number of disclosed items divided by the number of anticipated disclosure items to formulate the disclosure score. The method yields a disclosure index that varies between 0 and 1 with the higher the index, the higher the ESG transparency.
3.7 Data Analysis
This research conducted quantitative statistical methodology, which is in line with the post-positivist philosophical position and deductive research mode that was used in this study. Stata will be used in the analysis. The analysis was conducted through three major steps namely descriptive statistics, correlation analysis and panel regression modelling.
Descriptive statistics are used to describe the main features of the dataset and enable the researcher to realize the distribution and the central tendencies of the variables, and then proceed to inferential statistics tests (Field, 2018). In this research, descriptive statistics were employed to summarise the disclosure indices of the ESG and the market capitalisation of the listed companies. 
After doing the descriptive analysis, conducted the correlation analysis in order to study the pair wise relation between the study variables. Correlation analysis can be used to quantify the strength and direction of the relationship between two variables, which is usually calculated as a Pearson correlation coefficient. The main analysis method employed was pooled regression analysis. Following the diagnostic tests and correlation analysis, a pooled regression analysis was conducted to examine the effect of ESG indicators on firm market capitalization. The pooled regression model treats the dataset as a combined cross-sectional dataset and estimates the relationship between the dependent variable, log of market capitalization, and the independent variables, Environmental Score, Social Index Score, and Governance Index.
The pooled regression model is specified as follows:

where ln_MarkCap represents the natural logarithm of firm market capitalization, E_score represents the environmental score, S_Score represents the social score, G_score represents the governance score,  represents the coefficients of determination,   is the error term, it is entity and time parameters.
A number of diagnostic tests were carried out before estimating the regression model to ensure that the specified assumptions of regression analysis are met. Diagnostic testing is needed to make sure that the results of the regression are valid and reliable. First, is the multicollinearity test. Multicollinearity is a phenomenon that takes place when there is a high correlation among independent variables and this would tend to inflate the variance of the regression coefficients and the precision of the estimates may become low. As a measure of identifying multicollinearity, the study involved the Variance Inflation Factor (VIF). VIF of more than 10 is typically regarded as an indicator of extreme multicollinearity (Hair et al., 2022).
Second, is the heteroskedasticity test. Heteroskedasticity is a situation where the error variance is not homogeneous. Such violation can result in biased standard errors and unreliable testing of hypothesis. In the study, the Breusch-Pagan test was used in determining whether the heteroskedasticity of the regression model exists. In case heteroskedasticity is identified then strong standard errors can be used to fix the problem.
Third is the autocorrelation test. The correlation of error terms over time is termed as autocorrelation. Serial correlation in panel data analysis can compromise the efficiency of regression estimates. Autocorrelation in regression residual was tested using the Durbin-Watson value. The value of Durbin-Watson should be close to 2 which shows lack of autocorrelation.
Fourth is the normality test. Jarque-Bra test was used to test the normality of residuals. This test is used to test the significance of the non-normality of the distribution of the residuals. The reason why normality of residuals is important is that it guarantees validity of statistical inference and hypothesis test.
[bookmark: _Toc224408904]3.8 Ethical Consideration
Since, the study did not collect primary data the main ethical considerations are plagiarism violations and obtaining the necessary permits to conduct the study. The researcher acknowledges that use of people work is academic misconduct, hence appropriately cited other researchers work. 


[bookmark: _Toc224408905]
Chapter Four: Research Results
This chapter presents the findings of the research based on the methods described in previous chapter. 
[bookmark: _Toc224408906]4.1 Data Description
The total number of listed companies that were identified as the target population to be analyzed was 62. Nevertheless, not all companies were included in the ultimate dataset due to the fact that their annual reports in some years were not accessible or available, and it was not possible to calculate the ESG disclosure indicators that were needed in the research. Therefore, the firms that were retained to be analysed included only those with full and available data.
The analysis focuses on the three years between 2022 and 2024. The final dataset comprised of 166 firm-year observations after discarding the missing annual reports and incomplete data of the firms. The panel dataset was made up by compiling ESG disclosure data of the annual reports of sampled firms, and market capitalization data were found in dependable databases of market capitalization and market financial sources.
[bookmark: _Toc224408907]4.2 Descriptive Statistical Analysis
Descriptive statistics, particularly the measures of central tendency were examined to determine how the data distributes itself. Moreover, the research sought to examine yearly trend of the data. The findings are as presented in Table 4.1.
As shown in Table 4.1, the descriptive statistics gives an indication on the level of disclosure of ESG and market capitalization of firms sampled. The environmental disclosure index registers an average score of 0.542, which means that companies report a little above half of the number of environmental indicators used in the research. The standard deviation is relatively high (0.282) indicating that there is a great variance in the environmental reporting practice among firms. Moreover, a maximum of 1 implies that there is at least one company which has reported to practice all the environment indicators. The score on environmental disclosure indicates a slow increment with 0.511 in 2022 and 0.560 in 2024, which is the consistent growth in the environmental reporting of the listed companies.
[bookmark: _Toc224408793]Table 4.1 Descriptive Statistics Results
	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max
	2022 Mean
	2023 Mean
	2024 Mean

	Environmental Score (E_score)
	166
	0.542
	0.282
	0.000
	1.000
	0.511
	0.555
	0.560

	Social Index Score
	166
	0.651
	0.299
	0.000
	1.000
	0.636
	0.639
	0.678

	Governance Index
	166
	0.734
	0.200
	0.300
	1.000
	0.739
	0.733
	0.731

	Overall ESG Score
	166
	0.642
	0.26
	0.000
	1.00
	0.629
	0.641
	0.656

	Market Capitalization (KES)
	166
	3.17 × 10¹⁰
	1.04 × 10¹¹
	62,040,000
	9.68 × 10¹¹
	3.65 × 10¹⁰
	2.61 × 10¹⁰
	3.25 × 10¹⁰


The mean score of social disclosure index is 0.651 and this indicates that on average, firms tend to disclose more information related to the social issues than the environmental issues. Moreover, a maximum of 1 implies that there is at least one company which has reported to practice all the social disclosure indicators.  It is especially clear that the positive trend persists in 2024 (0.678), as the priority on corporate social responsibility, employee welfare, and stakeholder engagement initiatives might be growing. Nonetheless, the standard deviation (0.299) is relatively high, which means that there are differences in the priorities of firms in terms of social disclosures.
The highest mean score (0.734) of the ESG dimensions lies in governance meaning that the practices of governance (board structures, audit committees, regulatory compliance, etc.) are more disseminated by listed companies. As compared to environmental dimension and social dimension, it can be seen that governance disclosure is comparatively consistent over the three years with a slight change between 0.739 in 2022 and 0.731 in 2024. This stability can be associated with regulatory imperative and codes of corporate governance that forces the firms to record a steady governance transparency.
The descriptive statistics of the ESG indicators provide the level and trend of sustainability disclosure of the sampled firms in the period (2022-2024) of the study. The mean of the environmental, social, and governance index (ESG) which was ultimately averaged to obtain the overall score is 0.642 having a standard deviation of 0.26. This implies that firms reported an average of 64.2 percent of the ESG indicators that were used in the research. The standard deviation is relatively moderate and this shows that although there are differences in ESG disclosure practices across firms, the difference is not too wide. The lowest and highest ESG score of 0.000 and 1.000 respectively signify the entire spectrum of disclosure in the dataset. It means that there are some firms that do not reveal any ESG-related information, whereas others reveal all the indicators that are presented in the ESG index. This diversity indicates variation in the practice of sustainability reporting and the level to which companies incorporate ESG in the corporate strategy.  Looking at the trend over the study period, the general ESG disclosure is gradually improving. The average ESG grew to 0.629 in 2022 to 0.641 in 2023 and to 0.656 in 2024. This trend increase indicates that companies are increasingly becoming better at their ESG disclosure as time passes by. This increase can be explained by the rising pressure of stakeholders, regulatory expectations, and the rise in awareness on sustainability as a key determinant in the performance of firms and investor confidence.
The market capitalization exhibits a high variation with mean capitalization of about KES 31.7 billion and maximum of KES 967.6 billion showing that there are large firms in the sample. The large variance in the standard deviation (KES 103.6 billion) again affirms that there is quite a range of market capitalization of listed companies. The market capitalization fell down to KES 26.1 billion in 2023 and then increased to KES 32.5 billion in 2024 over the three-year span, which was previously KES 36.5 billion in 2022. This variation could have been attributed to various factors including ESG disclosures which occurred within the study period.
[bookmark: _Toc224408908]4.2 Diagnostic Analysis
Before running inferential analysis, diagnostic statistical analysis was conducted. The tests included normality tests, multicollinearity test, heteroskedasticity test, autocorrelation test, stationarity tests and model specification tests. 
[bookmark: _Toc224408909]4.2.1 Normality Test
The normality test was conducted to determine whether the data followed a normal distribution. Testing for normality is important because many statistical techniques assume that the variables or the residuals of the regression model are normally distributed. A violation of this assumption may affect the validity of statistical inferences. In this study, Jarque Bera test was conducted and the results are as shown in Table 4.2.
[bookmark: _Toc224408794]Table 4.2 Jarque Bera Test Results
	Variable
	Jarque–Bera Statistic
	P-value
	Decision

	Residuals
	2.81
	0.2451
	Normally distributed


[image: ]
[bookmark: _Toc224408910]4.2.2 Heteroskedasticity Test
The heteroskedasticity test was done to ascertain whether the variance of error term of the regression model is the same at each observation. Heteroskedasticity is a condition where the variance of the residuals is not stable, thus its effect can be inefficient estimates and biased standard errors, thus, impacting the value of hypothesis testing. This research was based on the Breusch-Pagan / Cook-Weisberg test to check the scenario of heteroskedasticity in Stata. The null hypothesis of the test is that the variance of the error terms is constant (homoskedasticity) and the alternative hypothesis is that the variance of the error terms is not constant (heteroskedasticity).  The results are as shown in Table 4.3.
[bookmark: _Toc224408795]Table 4.3 Heteroskedasticity Test
	Test
	Chi-square
	p-value

	Breusch–Pagan
	0.53
	0.4650
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[bookmark: _Toc224408911]4.2.3 Multicollinearity Test
Multicollinearity among the explanatory variables was assessed using the Variance Inflation Factor (VIF) and the results are as shown in Table 4.4.
[bookmark: _Toc224408796]Table 4.4 Multicollinearity Tests
	Variable
	VIF
	1/VIF
	Interpretation

	Governance Index
	1.41
	0.709
	No multicollinearity

	Social Index Score
	1.38
	0.726
	No multicollinearity

	Environmental Score
	1.33
	0.751
	No multicollinearity

	Mean VIF
	1.37
	—
	—


Table 4.4 indicates that the findings indicate that VIF of Governance Index, Social Index Score and Environmental Score are 1.41, 1.38 and 1.33 respectively, and the average VIF is 1.37. Because all the values of VIF are lower than the critical figure of 5, the independent variables do not show any serious cases of multicollinearity, which is why the estimates obtained through the regression model can be considered valid.
[bookmark: _Toc224408912]4.2.4 Autocorrelation and Stationarity Test
Serial correlation or autocorrelation occurs when the observations in a regression model model exhibit a correlation between their residuals. This contravenes one of the classical regression assumptions and may result to inefficient estimation and statistical inferences. Detection of autocorrelation is of special interest to time series and panel data models, where observations are ordered in time. 
Test of stationarity is done to identify whether the time series characteristics of the variables are constant across time. This is because a time series stationary process has a constant mean, variance, and autocorrelation structure, which is a significant assumption in time series regression analysis. The non-stationary data may also give spurious regression estimates, which makes the invalid statistical inferences. 
Autocorrelation and stationarity tests could not be performed due to the short time dimension of the dataset (only 3 years: 2022, 2023, 2024). The Durbin-Watson and Breusch-Godfrey tests for autocorrelation, as well as the Augmented Dickey-Fuller test for stationarity, require longer time series for valid estimation. This limitation is acknowledged in the analysis, and the results are interpreted with caution.
Therefore, given the limited time aspect of the data (3 years: 2022-2024), it was impossible to use panel data regression models, including Fixed Effects or Random Effects. There could not be a reliable performance of autocorrelation and stationarity tests. The analysis has therefore been done by using pooled OLS regression whereby the observation (result) is viewed as a cross-section but the standard diagnostic tests (heteroskedasticity, multicollinearity and normality) can be done.
[bookmark: _Toc224408913]4.3 Inferential Statistical Analysis
The research conducted correlation and pool regression analysis to establish the relationship between ESG dimensions and firm value measured in market capitalisation. The results are presented in sections 4.3.1 and 4.3.2.
[bookmark: _Toc224408914]4.3.1 Correlation Analysis
This step helps to identify the strength and direction of associations between variables, and also serves as a preliminary check for potential multicollinearity. The results are presented in Table 4.5 below. 
[bookmark: _Toc224408797]Table 4.5 Pairwise Correlation Matrix
[image: ]
The outcomes of the correlation analysis presented in Table 4.5 indicate that the three ESG indicators have a positive relationship with the market capitalization of a firm. Precisely, the correlation coefficient between Environmental Score and market is 0.420, Social Index Score and market is 0.434, and Governance Index and market is 0.324 with all the correlations being statistically significant at 5% significant level. This shows that the greater the ESG scores, the greater the market capitalization of a firm. When considering the relationships between the variables of the ESG in themselves, the correlation coefficients are between 0.416 and 0.469 indicating moderate positive relationships. The results indicated that the variance inflation factor did not indicate any major issue of multicollinearity since all of the correlations are below the threshold of 0.8 and it is in line with the results of the variance inflations factor, as the average value of VIF was 1.37.
[bookmark: _Toc224408915]4.3.2 Pooled Regression Analysis
The results of the pooled regression analysis is as shown in Table 4.6.
[bookmark: _Toc224408798]Table 4.6 Pooled Regression Analysis
[image: ]
Table 4.6 indicates that the regression model is statistically significant, and it gives valuable information about the impact of ESG elements on firm value. The2Environmental score coefficient is positive, and it is statistically significant at 1% level (  = 1.987, p = 0.001). This finding indicates that a rise in the environmental score is linked to an increment in the firm market capitalization. Precisely, other factors held constant, the 1-unit higher of the environmental score results in the estimated increase of about 1.987 units of the natural logarithm of market capitalization. The positive relationship means that the better the firms are in terms of environmental performance, including better management of resources, the lesser the emissions, and environmentally safe operations, the higher the market value of the firm. The environmental responsibility of a firm can make investors to view the firm as less risky and more sustainable over the long term, thereby boosting investor confidence, which ultimately drives the firm value.
Similary, the social score too presents a positive and statistically significant association with market capitalization at 1% level of significance ( = 2.014, p < 0.001). This shows that better social performance of a firm, such as the welfare of its employees, its relation with communities and its relation with the customers are related to high market capitalization. One unit change in the social score implies a change in ln markcap of about 2.014 units, other things being equal. This result indicates that organizations that invest in social responsibility projects are likely to enjoy better stakeholder relations, have improved corporate image and get more investors hence gaining more market value.
The Governance score, displays a positive and statistically significant effect on market capitalization ( = 0.732, p = 0.382), however it has lower effect compared to environmental scores and social score. The coefficient suggests the possibility of better corporate governance practices being linked to high market capitalization, the relationship is found to be significant at 5% level of significance. This is an indication that, in the sample given, governance practices moderately affect firm market capitalization.
The constant term is positive and statistically significant (b = 19.29, p < 0.001), which means the value of ln_markcap expected in case all the independent variables have the value of zero. Although the constant is not of major substantive concern, it serves to determine the level of the dependent variable at the baselines in the regression equation.
The model is statistically significant. The F-value is 19.085 and the probability value is 0.000, which indicates that the joint effect of all the independent variables on market capitalization of firms is significant. The value of R-squared reported (0.261) implies that the ESG variables in the model explain around 26.1 percent of the variance of the market capitalization of the firms, which indicates a moderate explanatory power.
[bookmark: _Toc224408916]4.4 Effect of Overall ESG on Market Capitalization
In an attempt to investigate further the association between the sustainability performance and firm value, a robustness analysis has been done using an overall Environmental, Social and Governance (ESG) score which has been built as a composite measure of the three ESG dimensions. As opposed to the earlier model that determined the single effects of Environmental, Social and Governance scores, the current analysis will be carried out in terms of the overall changes induced on a firm market capitalization by ESG performance. This robustness test is supposed to identify whether the overall ESG performance of a firm has a major impact on the market capitalization when it is considered as a single explanatory variable. The findings are presented in Table 4.7. 
[bookmark: _Toc224408799]Table 4.7 Linear Regression Results (Robust Analysis)
[image: ]
Table 4.7 shows the regression to determine the impact of the composite Environmental, Social, and Governance (ESG) score on the market capitalization of firms. Under this robustness test, ESG is built combining the three dimensions of sustainability to measure the total effect of the ESG performance on the value of a firm. From the results, ESG composite score has a positive statistically significant impact on the market capitalization of firms. The ESG coefficient is 5.084 and the standard error is 0.679 and the t-value is 7.48. The p-value is 0.000 indicating that the relationship is significant at 1 percent significant level. It implies that a one-unit shift in ESG score will be associated with a 5.084-unit increase in the natural logarithm of market capitalization other things being unchanged. This positive coefficient suggests that better overall performance of the company in terms of ESG implies greater likelihood of the company being more highly valued by the market. This observation supports the argument that investors are increasingly making more focus on companies that demonstrate an interest in environmental sustainability, social responsibility and good governance behaviours. 
Additionally, the overall model indicate that the regression model is statistically significant. The F-statistic is 56.008 with a probability value of 0.000, which means that the entire model is significant and ESG performance is a significant predictor of market capitalization. The model also describes a significant percentage of change in firm value. The value of R-squared is 0.255, which suggests that the ESG composite variable included in the model explains about 25.5% of the fluctuation in the market capitalization of firms. Although it shows a moderate power of explanation, firm market capitalization is affected by other factors which are not incorporated in the model.
[bookmark: _Toc224408917] Chapter Five: Discussion
This chapter presents and decodes the empirical results in Chapter Four. The chapter is organized in different sections. First, it discusses the reporting of ESG among the firms listed. Secondly, it discusses the results in line with the study objectives and hypotheses, which are then corroborated with the literature review.
[bookmark: _Toc224408918]5.1 Discussion of the ESG Initiatives among the Firms Listed at NSE
The annual trend of the total ESG mean indicates the gradual rise of the same, at 0.629 in 2022, 0.641 in 2023, and 0.656 in 2024. Such a gradual increase suggests that there has been a gradual improvement in the reporting of ESG by NSE-listed companies although the improvement has not been dramatic. According to the trend, it can be seen that companies are becoming more familiar with the need to disclose sustainability and are increasingly considering ESG when reporting their outcomes. This conclusion goes directly in support of the thesis of Chapter One, stating that ESG has been making headway in the global context as well as the Kenyan corporate sphere. Friede et al. (2015) suggested that sustainability is no longer regarded as the fringe of the business strategy but is discussed as the component of long-term value generation, and Eccles and Klimenko (2019) noted that companies in various industries are pressured to institutionalize ESG values in reporting and operations. The increase in the ESG mean in this paper can be considered empirical evidence of the opinion that listed companies are shifting towards the wider integration of sustainability.
The descriptive results indicate that the disclosure of ESG in the firms that are listed in the Nairobi Securities Exchange is not evenly distributed among the three dimensions; that is, governance reporting is the most developed, social reporting is in the middle stage, and environmental reporting is the least developed. A mean score of 0.542 in the environmental score shows that there is only a moderate disclosure of environmental concerns, which means that despite firms paying more attention to the sustainability concerns, most of them pay more attention to the general policy statements rather than specific performance indicators of environmental effects, including emissions reduction, water efficiency, climate risk exposure, and green financing performance. This trend is in line with the larger argument in Chapter One that ESG has been taking hold in the corporate world, albeit with various dimensions at varying rates. Indicatively, Friede et al. (2015) and Eccles and Klimenko (2019) found that ESG has become part of corporate strategy in many countries around the world, but companies tend to start their progress with general statements and disclosure systems and then turn to the full professionalization of measurable sustainability performance. This conclusion is in tandem with Amel-Zadeh and Serafeim (2018), who established that ESG reporting has become the most popular form of strategic intent communication to investors, although operational disclosure remains in its developing stages. The moderate environmental mean in the NSE context indicates that the environmental disclosure is emerging, though it is relatively weaker as pressure on the environmental regulation is not as strong as it is in the governance-related reporting.
Social reporting received a mean 0.651, which means that the firms provide more information on social matters than on environmental matters. This implies that social reporting is a relatively more institutionalized aspect of the ESG in listed companies. This finding can be attributed to the maturing culture of corporate social responsibility in Kenya, the mounting pressure on firms to ensure continuity with stakeholders, and the rising focus on social programs like community support, employee welfare, and financial inclusion. As stated in Chapter One, it was contended that ESG has grown in part due to the rise in the importance of non-financial disclosures in assessing the long-term resilience and legitimacy of investors and other stakeholders, and the higher scores on social scores lend credence to the suggestion. It is also similar to the findings of Omondi and Muturi (2021) and Muriithi and Waweru (2022), who have noted that Kenyan listed companies have been adopting sustainability and responsibility initiatives as a part of a larger accountability and stakeholder inclusion strategy. Moreover, the increased social score fits the argument brought forth by Njoroge and Kinoti (2023) that the interest of investors in sustainability disclosures has grown in Kenya, motivating firms to better indicate social responsibility. Accordingly, the more powerful social disclosure aspect shows the fact that companies in the emerging markets tend to address the first observable stakeholder expectations and legitimacy pressure and then institutionalize more technical environmental responsibility.
Governance received the highest mean score of 0.734, suggesting that it is the most effective ESG dimension among the sampled firms. It implies that companies heavily report issues pertaining to governance, such as the composition of the board, the company's internal control, communication with shareholders, adherence to regulations, and transparency. The pre-eminence of governance reporting is understandable since the governance disclosures are more formal in the form of regulatory frameworks, such as the NSE governance code and the requirements of the Capital Markets Authority, compared to the environmental disclosures that are relatively less formal and more voluntary. This observation supports the argument made in Chapter One that ESG has been gaining momentum partly due to institutional and regulatory forces that put pressure on listed firms to improve transparency and accountability. It is also in line with UNCTAD (2021) and the World Bank (2022), which noted that stock exchanges and regulatory bodies in the developing economies are becoming more and more supportive of the ESG disclosure standards, frequently starting with governance-related transparency. Similarly, Ioannou and Serafeim (2022) demonstrated that regulatory frameworks are influential in enhancing the discipline of corporate reporting. Thus, the descriptive trend observed herein indicates that even though ESG is obviously gaining momentum in the NSE, the same is most pronounced in the governance aspect, midway in social disclosure, and emerging in environmental reporting.
[bookmark: _Toc224408919]5.2 Effect of Environmental Reporting on Firm Value
The research first goal was to assess how environmental reporting affected the value of firms on the Nairobi Securities Exchange. The study's hypothesis was that the more a firm acts well on the environment, the more investors will trust the firm and seek to invest in it based on its sustainability practices, which will increase the firm's valuation over time. Such environmental programs as energy use, waste management, emissions, and climate risk management are now seen as indicators of long-term corporate sustainability and risk management. Therefore, the research hypothesis posited that environmental reporting significantly influences the market value of listed companies, as evidenced by correlation and regression analysis.
The correlation analysis brought out a positive relationship between environmental disclosure and firm market value; it is seen that companies that report more environmental disclosures have relatively higher market capitalizations. This association means that transparency in the environment can be an indicator of responsible corporate behaviour and the management of risks better than the investors. The findings were further supported by the regression analysis, which indicated that while environmental disclosure positively impacts the market value of the firm, this impact is relatively moderate compared to other dimensions of the ERG. The findings suggest that environmental reporting will lead to investment perception of corporate sustainability and long-term feasibility, hence affecting the market valuation procedures in the capital market.
The results of the research fall in line with some of the empirical studies that have been reviewed and have found a positive relationship between environmental responsibility and firm value. As an illustration, El Ghoul et al. (2011) established that companies whose environmental performance is higher are likely to have a lower cost of capital and financial valuation, as it is assumed that the company is less risky. On the same note, Sharfman and Fernando (2008) have shown that environmental risk management and sustainability disclosure assist firms in reducing operational risks and enhancing the confidence of investors. Similarly, Albuquerque et al. (2012) also reasoned that environmental sustainability projects can be strategic investments that can boost the competitiveness and profitability of firms in the long run. The overlap of the current results with these studies is due to the fact that environmental reporting reduces the information asymmetry between firms and investors, making financial markets more transparent and credible.
Nevertheless, the results of the current study do not align with those of certain existing research studies that were utilized. As an example, Aupperle et al. (1985) and McWilliams and Siegel (1997) suggested that environmental and social investments could raise operating expenses and lower short-term profitability in the event that they are not planned against strategic corporate goals. On the same note, Jensen (2002) argued that overemphasis on social and environmental objectives can potentially cause the managerial focus to be shifted out of the core objective of wealth maximization of the shareholders. The variations in institutional settings, investor expectations, and rule systems explain the difference between the present results and these studies. Therefore, it is evident that investors might value environmental initiatives even though the immediate financial payoff is not evident.
The propositions put forward by signalling theory as put forward by Spence (1973) and developed on in corporate disclosure literature by Ross (1977) are supported by the research findings of the study. Signalling theory holds that firms willingly reveal information as a signal of high quality, credibility, and transparency to investors. The role of environmental reporting, therefore, plays the role of a sign of responsible corporate governance and long-term management of risks. The increased information asymmetry caused by offering more transparency on environmental practices and sustainability efforts helps firms improve investor confidence, which ultimately leads to better market valuation.
[bookmark: _Toc224408920]5.3 Effect of Social Reporting on Firm Value
The second research question was to investigate how social reporting has an impact on the market value of Nairobi Securities Exchange-listed firms. The hypothesis of the study was that companies that proactively report on social responsibility efforts will experience increased stakeholder trust, which will increase their market valuation. Social reporting involves reporting on the welfare of employees, diversity and inclusion, community involvement, corporate social responsibility programs, and financial inclusion initiatives. Such revelations are indicative of the fact that companies understand that they have multiple responsibilities to society at large and that they are dedicated to maintaining sustainable stakeholder relationships. The study was therefore a test of the hypothesis that social reporting contributes greatly to the market value of listed firms, which is done through correlation and regression analysis.
The correlation analysis found out that there is a positive correlation between social disclosure and firm market value, as it would mean that those firms that disclose more about their social responsibility activities have a relatively higher market capitalization. The association means that investors can view companies that actively participate in social activities as more responsible and sustainable, which contributes to their appeal in the capital markets. The regression analysis also confirmed the value of the results obtained, since it indicated a statistically significant positive impact of social reporting on firm value. The implication of these results is that corporate responsibility programs may lead to improvement in corporate image, improvement of stakeholder relations, and eventually better investor confidence and share price.
The findings of the research are in line with several empirical studies reviewed, which have determined the positive relationship between social responsibility and firms' performance. As an example, Orlitzky, Schmidt, and Rynes (2003) discovered that companies with high levels of social responsibility are more likely to record high financial performance since the high levels of social responsibility enhance the relationships among stakeholders and the reputation of the company. On the same note, Hillman and Keim (2001) showed that the stakeholder relations investment, such as the welfare of its workforce as well as engaging the community, makes a difference in the long-term value creation of firms. Besides this, Porter and Kramer (2011) maintained that incorporating social responsibility in the corporate strategy is able to create shared value because it enhances the welfare of the society and competitiveness of the business at the same time. The overlap of these studies and the current results can be justified by the fact that social initiatives reinforce the legitimacy of firms in communities and markets that they operate in and consequently draw investors who attach importance to responsible corporate behaviour.
Nonetheless, the results of the present research are different from certain research that has been examined. Indicatively, Barnea and Rubin (2010) advanced the argument that managers are sometimes likely to take on too many corporate social responsibility activities to benefit their reputations instead of shareholders' interests, which might lower the value of the firm. Equally, as indicated by Brammer, Brooks, and Pavelin (2006), there were weak or weak ties between corporate social performance and financial performance, especially where the social initiatives are not aligned to corporate goals. The difference between these studies and the existing results could be explained by the currency of the research. These works by Barnea and Rubin (2010) and Brammer, Brooks, and Pavelin (2006) were done several decades ago. At that period, the concept of ESG was in its initial steps of practical implementation and in the literature.
Overall, the results of the given work prove the propositions of the stakeholder theory, which is promoted by Freeman (1984) and developed by Donaldson and Preston (1995). According to the stakeholder theory, firms are able to generate sustainable value through the management of relationships with the key stakeholders, such as employees, customers, communities, and investors. Social reporting is thus one of the available mechanisms where companies can show that they are concerned with stakeholders and that they practice ethical corporate practices. Social disclosure can increase the perceived long-term sustainability of firms by increasing the level of trust and corporate reputation of the stakeholders, and this action may positively affect investor confidence and eventually lead to firm market value.
[bookmark: _Toc224408921]5.4 Effect of Governance Reporting on Firm Value
The third aim of the research was to test the impact of governance reporting on the market value of listed firms on the NSE. The hypothesis of the study was that firms with a better level of governance transparency have higher chances of attracting investor confidence and increase their market valuation. The governance reporting includes disclosures concerning board membership, audit committee organization, internal controls, executive compensation, risk management, and the mode of communication with shareholders. Such revelations give the investors data on how companies are supervised and governed, thus reducing the risk of uncertainty about the behaviour of managers. As a result, the study demonstrated the hypothesis that governance reporting plays an important role in the market value of the listed firms through correlation and regression analysis.
The correlation analysis showed a positive relationship exists between the disclosure of governance and the value of a firm in the market, such that firms that exhibit more transparency in their governance process are likely to have their market capitalization. It is associated with the hypothesis that investors view companies that have better governance structures as more responsible and less prone to managerial opportunism. The regression analysis also supported the findings, indicating that governance disclosure has a strong positive effect on firm value. These findings suggest that good governance will improve manager oversight and boost investor confidence in the firm's strategic decisions. Consequently, corporate accountability and financial discipline in capital markets have become a critical indicator of government transparency.
These results agree with the postulations of the agency theory, as formulated by Jensen and Meckling (1976). The agency theory indicates that the existence of a conflict of interest between managers (agents) and shareholders (principals) results when managers are driven by personal goals, which are not fully compatible with the maximization of shareholders' wealth. The mechanisms of governance, like independent boards, audit committees, and open reporting systems, are used to mitigate agency conflicts by enhancing oversight and accountability. Governance disclosure will lower agency costs by enhancing monitoring and aligning the managerial incentives with the interests of shareholders and increasing investor confidence in the firm's management.
Moreover, the cost of capital theory is also consistent with the results, as it postulates that a company that has better governance and transparency is viewed by investors and creditors as less risky. Diamond and Verrecchia (1991) argue that, with better disclosure, the information asymmetry existing among firms and capital providers will be reduced; thus, the cost of external financing will decrease. On the same note, Lambert, Leuz, and Verrecchia (2007) reasoned that an increased degree of disclosure transparency would decrease perceived risk and increase market liquidity, which would eventually translate to a lower cost of capital and increased firm valuation. Governance reporting can also help in eliminating uncertainty about managerial behavior and financial reporting credibility in the context of this study, and hence investors would be more inclined to place higher valuations on firms with high governance transparency.
The findings of the research are congruent with several empirical studies reviewed that reported that excellent governance practices are related to better firm performance and valuation. Gomers, Ishii, and Metrick (2003) found that firms with better governance frameworks achieved higher firm value because these governance systems reduce managerial opportunism and encourage managers to make decisions that align with the interests of shareholders. In a similar manner, La Porta, Lopez-de-Silanes, and Shleifer (2002) discovered that corporate governance reforms increase the protection of investors and valuation of firms in financial markets. Further, Bhagat and Bolton (2008) also demonstrated that effective governance structures, like boards of independent directors and adequate audit committees, are positively related to the performance of a firm. The agreement of the current results with the previous studies is attributed to the fact that governing disclosures enhance transparency and accountability, which enhances greater investor confidence, and perceived risks are mitigated due to managerial decision-making.
[bookmark: _Toc224408922]5.5 Overall Effect of ESG on Firm Value
The analysis of the entire ESG index in this research achieved an average value of 0.642, which implies a medium level of sustainability reporting among firms listed in the NSE The descriptive statistics also indicated that there was a slow growth in ESG reporting from 0.629 in 2022 to 0.656 in 2024, and companies are more involved in corporate reporting practices with environmental, social, and governance concerns, reflecting a growing recognition of the importance of sustainability in enhancing their reputation and attracting investors. Taken jointly, ESG disclosure indicates the determination of a firm to pursue sustainable business and healthy corporate governance that could affect investor perception and valuation of the firm. The correlation and regression analyses showed that the composite ESG score is positively correlated with market capitalization, which means that companies with better ESG disclosure are more likely to have high market valuations. This observation lends credence to the emerging debate on corporate sustainability literature to the effect that ESG initiatives facilitate long-term value creation through enhancing the level of transparency, minimizing operational risks, and enhancing stakeholder confidence.
The positive correlation between the ESG disclosure and firm value is explicable in a number of theoretical perspectives. The stakeholder perspective of environmental, social, and governance issues shows that companies that are active in their pursuit of environmental, social, and governance issues tend to have a better relationship with the major stakeholders such as the investors, the employees, the regulators, and the communities. Such relationships boost corporate reputation and legitimacy that are ultimately converted to better firm performance and valuation (Freeman, 1984; Donaldson and Preston, 1995). In the same way, signaling theory suggests that when companies share information about their environmental, social, and governance practices, it shows they are responsible and capable managers, helping to reduce the gap in information between the companies and When companies voluntarily report on their sustainability practices, companies convey their strategic orientation over the long term and ability to manage risks in the market. Such disclosures make investors view these firms as more sustainable and resilient, which is positively reflected in their market valuation.
Empirical literature has also significantly supported the positive ESG-performance relationship. To illustrate, Friede, Busch, and Bassen (2015) have performed a meta-analysis of more than 2,000 studies, showing that most studies have determined that there is a positive relationship between the performance of a company concerning its financial performance and the ESG performance. On the same note, Whelan, Atz, Van Holt, and Clark (2021) noted that a high percentage of empirical studies have indicated a positive association between sustainability practices and financial performance, especially in the aspect of risk management and reduction of cost of capital. These studies posit that the ESG initiatives contribute to the improvement of firm value as they increase the efficiency of operations and corporate reputation and mitigate exposure to regulatory and environmental risk. These results can be supported by the findings of the current study, which indicate that companies listed on the NSE are also taking advantage of the ESG to boost investor confidence and consequently firm value.
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[bookmark: _Toc224408924]6.1 Summary of the Research 
This study examined the effect of ESG reporting on the market value of companies listed on the Nairobi Securities Exchange (NSE). The research was motivated by the increasing global prominence of sustainability reporting and the growing recognition of how non-financial disclosures may influence investor decision-making and corporate valuation. Despite the rising adoption of ESG practices in business environments, limited empirical evidence exists on the relationship between ESG disclosure and firm value in emerging economies such as Kenya. Accordingly, the study sought to provide empirical insights into whether sustainability reporting contributes to enhanced firm value among NSE-listed firms.
The overall objective of the study was to determine the influence of ESG reporting on the market value of NSE-listed companies. This objective was operationalised through three specific objectives: to assess the effect of environmental reporting on firm value, to examine the impact of social reporting on firm value, and to evaluate the influence of governance reporting on firm value. These objectives were informed by the increasing emphasis on corporate sustainability practices and the need to understand how ESG dimensions affect firm valuation within emerging capital markets.
The study adopted a qualitative approach grounded in a post-positivist research philosophy. A descriptive research design was employed to analyse the relationship between ESG reporting and firm value. Secondary data were utilised, with ESG-related information extracted from the annual reports of NSE-listed firms, while market capitalisation data were obtained from relevant financial databases. The study covered a three-year period from 2022 to 2024 and focused on firms with available annual reports within this timeframe.
[bookmark: _Toc224408925]6.2 Research Conclusions
[bookmark: _Toc224408926]6.3.1 Environmental Reporting and Firm Value of Companies listed at NSE
The first5objective was to determine the impact of the environmental5reporting on the market value5of the firms listed5on the5NSE. The research concludes that the level of environmental disclosure in NSE-listed companies is mostly in the middle range, which shows that, although companies are increasingly aware of the issues of environmental sustainability, the process of providing extensive environmental performance is not administered yet. Majority of companies report on environmental policies, sustainability policies and broad environmental programs, but less companies report specific metrics which are associated with quantifiable environmental impacts like reduction in emissions, increase in energy efficiency or exposure to climate risks.
From the findings, the research concludes the impact of environmental5reporting on the firm market5value5is positive and moderate. Therefore, the level of environmental sustainability practices by the listed firms in the NSE are still in the development stage and that most firms are boosting their efforts in policy-level reporting instead of complete environmental performance reporting. With the ongoing increasing demands on regulatory levels of sustainability and global levels, the environmental disclosure will probably be more comprehensive and have a bigger effect on the value of firms.
[bookmark: _Toc224408927]6.3.2 Social Reporting and Firm Value of Companies listed at NSE
The second5research objective was to investigate the impact of social5reporting on the firm value.5The research concludes that social disclosure of NSE-listed companies is comparatively high to the environmental disclosure. Most companies have a high level of reporting on social responsibility initiatives such as CSR programmes, employee welfare policies, community development projects and financial inclusion initiatives. Such disclosures reflect the attempts of the firms to respond to the social expectations and ensure a good relationship with stakeholders.
From the findings, social reporting positively affects firm value implying that companies that undertake social5responsibility initiatives are more likely to build their reputation and legitimacy with the stakeholders. The social activities like employee development, interaction with the community, and funding of social programmes make corporations have a good image and earn the trust of their stakeholders. In turn, the activities can lead to the enhanced investor confidence and corporate credibility, which can subsequently impact on the market valuation positively.
[bookmark: _Toc224408928]6.3.3 Governance Reporting and Firm Value of Companies listed at NSE
The third5objective of5the research was to establish the5effect of governance reporting on firm value. The research concludes that governance5disclosure is the most powerful ESG aspect of the companies5listed in5NSE. The major companies are also offering detailed disclosures on the board structure, audit committees, internal control policies, executive remuneration policies, and shareholder communication policies.
The study concludes that the excessive focus on the reporting of governance can be explained by regulation provisions, the adoption of codes5of corporate5governance, and adherence to the guidelines set by the Capital Markets Authority (CMA). These regulation systems demand transparency and accountability in governance structures of listed companies to high levels. Consequently, governance disclosure is fundamentally important in intensifying investor confidence, lessening agency conflicts, and raising corporate credibility in financial markets. Therefore, the research concludes that the transparency of governance is one of the determinants of firm value in the context of firms listed in NSE.
[bookmark: _Toc224408929]6.3.4 Overall Effect of ESG on Firm Value
Overall, the research concludes that there is positive effect of ESG reporting on the value of listed companies at the NSE. The companies with more effective ESG disclosure are likely to be much more transparent and accountable, which will help them to increase investor confidence and market perception. ESG reporting helps improve corporate transparency, enhance risk management practices and investor trust all of which are significant towards influencing the valuation of firms in the capital markets.
Nevertheless, the results also indicate that the impact of the dimensions of ESG on the value of firms is not homogenous. The most significant effect seems to be caused by governance reporting through regulatory demands and attention that is paid to corporate governance in financial markets. Social disclosure is another source of positive contribution to the firm value, as it enhances corporate legitimacy and relationship with stakeholders. Conversely, environmental disclosure, though positively correlated with firm value is not as well developed since the firms are still at the initial level of incorporating their overall environmental sustainability practices in their reporting frameworks.
[bookmark: _Toc224408930]6.3 Contributions of the Study
The study5makes a5contribution5to5the extant body of literature as it gives empirical support on the association5between ESG disclosure and the value of a firm in the context of the Nairobi Securities Exchange. Although the topic of ESG reporting is well researched in industrialized economies, there is still a shortage of empirical5evidence related to the emerging5markets of Africa. The research extends the knowledge on how sustainability practices impact on corporate valuation in emerging capital markets by looking at the effect5of ESG5disclosure on the market capitalization of the firm in the NSE-listed companies. In addition, the research is a contribution to the body5of5knowledge5as it correlates ESG5disclosure with the agency theory and cost of capital theory in emerging markets. The results also give some empirical basis to the discussion that better transparency and governance practices can mitigate information asymmetry, improve investor confidence, and firm valuation.
The research also makes a number of practical contributions to corporate managers, investors, regulators as well as policy makers. To business managers, the results indicate that ESG reporting may become a significant contribution to an improved reputation of the corporation and investor trust. Companies that enhance their sustainability reporting policies can enhance transparency and give an indication of sound corporate governance to the shareholders, and this can have a positive effect on the share price. Managers are thus advised to inculcate ESG considerations in their reporting systems and strategic5decision-making5processes.
Investors may note that the results show that the ESG information is significant in the assessment of the sustainability of the firms in the long term and exposure to risks. The disclosures of ESG give information on how companies handle the environmental risks, social responsibilities, and the governance systems. Investors are thus able to incorporate ESG signs in their investment analysis so as to show the companies that have better transparency, accountability, and long-term sustainability prospects.
The regulators5and5policymakers can also apply the findings. The insights acquired in this research can be utilized by regulatory bodies like the CMA and the NSE to enhance the disclosure systems on ESG as well as promote the use of uniform framework in sustainability reporting across the listed companies. Better ESG reporting standards would improve transparency in the market, ease the decision-making process by investors, and facilitate corporate responsible behaviour in the capital market. This makes the study a source of good evidence that can be used in policy initiatives that can help enhance sustainability reporting practice in Kenya and other emerging markets.
[bookmark: _Toc224408931]6.4 Limitations of the Study 
The study has a number of limitations which ought to be noted even though it has made its contribution. To begin with, the research only spans a rather limited time (2022-2024) and that might prevent the ability to record long-term tendencies in ESG reporting and company value. The period of the study may be extended to give a more detailed insight on the effect that sustainability practice have on corporate valuation in the long run. Second, the research employed market capitalization as a measure of the firm value, which reflects the investor perception but does not reflect the dimensions of performance of firms. Other financial performance indicators including profitability or market returns could offer more information about the relationship between ESG practises and firm performance.
[bookmark: _Toc224408932]6.5 Recommendations to Future Studies
The results of this study can be extended into future studies in a number of ways. First, the research recommends future studies to increase time span like ten to fifteen years of data so as to know better the long-term relationship between ESG disclosure and firm value. Second, some other indicators of firm value such as Tobin Q, or stock returns can be employed. The application of a variety of performance indicators would help to know better how sustainability practices affect the performance of firms. Third, future research can take more substantial methods of ESG disclosure quality, techniques of content analysis or even ESG rating systems, which can be used to measure the quality and depth of sustainability reporting instead of just the disclosure presence. Lastly, future studies can perform sector-specific studies, targeting an industry including banking, manufacturing, or energy. Sector-level analysis can help to determine how the ESG practices affect the firm value dissimilarly across the industries with a different environmental and social risk profile.
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The study will address the following research questions:
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H1: Environmental initiatives have a significant influence on the market value of firms

listed at the Nairobi Securities Exchange.
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H3: Governance transparency has a significant influence on the market value of firms

listed at the Nairobi Securities Exchange.
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The normality of the regression residuals was tested using the Jarque—Bera Test in Stata. The
results show a Jarque-Bera statistic of 2.81 with a p-value of 0.2451. Since the p-value is
greater than 0.05, the null hypothesis of normal distribution cannot be rejected. This indicates
that the residuals are normally distributed, suggesting that the normality assumption of the

regression model is satisfied.
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The test showed a chi-square value of 0.53 and the p-value of 0.4650 correspondingly, as
indicated in Table 4.3. The null hypothesis of constant variance cannot be rejected since the p-
value of the current value is higher than the 0.05 level of significance. This implies that there
is no heteroskedasticity of the model and therefore, the variance of the error terms is

homogeneous.
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This chapter presents the research conclusions on effect of ESG reporting on the market value
of firms in NSE. The chapter also identifies the research contributions to the knowledge and
practice, the implications of the research findings, limitations of the research study, and future

research areas.




image1.png
i To examine the influence of environmental reporting on the market value of firms
listed at the Nairobi Securities Exchange.

ii. To determine the effect of social responsibility reporting on the market value of
firms listed at the Nairobi Securities Exchange.

fii.  To assess the influence of governance reporting on the market value of firms

listed at the Nairobi Securities Exchange.




