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Abstract

In the past decade the society grew more interested in corporate operations concerning environmental, social, and cor-
porate governance (ESG). This paper is dedicated to study of influence of CEO’s personal characteristics on financial per-
formance of companies and interrelation between ESG indicators and corporate financial performance. For this purpose
we have conducted a review of scientific literature on this topic, established interrelation between financial indicators and
ESG indicators, determined the main characteristics which influence corporate financial indicators. For this purpose we
developed a model of CEO’s personal characteristics.

The paper studied characteristics of CEOs from Russian companies, compiled a rating of CEOs taking into consideration
financial and ESG indicators of companies, considered influence of the CEO’s position in this overall rating on financial
indicators of a company.

The research sample comprises 81 Russian companies of the real sector which are in the Moscow Exchange index and 123
CEO:s. The time interval covered by this research is seven years since 2013 to 2019. Analysis was performed in the statistics
package STATA applying panel data analysis as a method. Return on assets, return on equity and the market capitaliza-
tion indicator were used as dependent variables. We chose disclosure of ESG information by a company, CEO’s score in
the overall rating and such CEO’s characteristics as age, tenure and financial education as explicative variables. Financial
leverage and company size were used as control variables. We also added return on assets to some model specifications in
order to improve the model quality.

Keywords: CEO, CEO’s personal characteristics, disclosure of ESG indicators, CEOs’ rating

For citation: Farrakhova, I. How CEO Affects ESG and the Financial Performance of Companies. Journal of Corporate
Finance Research. 2022;16(4): 93-118. https://doi.org/10.17323/.jcfr.2073-0438.16.4.2022.93-118

The journal is an open access journal which means that everybody can read, download, copy, distribute, print, search, or link to the full texts of these
articles in accordance with CC Licence type: Attribution 4.0 International (CC BY 4.0 http://creativecommons.org/licenses/by/4.0/).

93 Higher School of Economics


mailto:inzilafarrahova@gmail.com
https://orcid.org/0000-0002-5869-0062

Journal of Corporate Finance Research / New Research

Vol. 16 [ N 4 | 2022

Introduction

Nowadays there are a lot of papers dedicated to study of
financial indicators and companies’ performance. However,
researchers as well as other concerned parties become more
interested in the factors which have the greatest influence
on profitability, reliability and success of companies.

In the corporate hierarchy CEO is one of the main persons
capable of influencing management decisions and respon-
sible for such decisions. It is believed that CEO plays a sig-
nificant part in company’s chances for financial success in
the near future. Decisions taken by CEOs depend largely
on their behaviour and cognitive capacities which in their
turn are related to such characteristics as sex, age, educa-
tion level, relevant experience etc.

In the past decade the society grew more interested in corpo-
rate operations concerning environmental, social, and corpo-
rate governance (ESG). Disclosure of ESG indicators is a new
type of reporting which states in detail information about the
impact a company exerts on the environment, its attitude to
the employees and its distinctive features of corporate gov-
ernance. Disclosure of these indicators is of such importance
because the company has to do both: satisfy the needs of its
shareholders aimed at making more profit and also respect
the interests of other stakeholders - customers, employees,
investors. If a company accommodates interests of all par-
ties and discloses corresponding ESG information, later on
it will be rewarded with larger contribution amounts from
investors, a higher consumption from consumers and an in-
creasing productivity from its employees. According to the
research conducted by KPMG experts in 2020 80% of top 100
companies largest by revenue in 49 countries disclose their
ESG indicators. It is expected that in the near future the num-
ber of such companies will grow because, according to many
experts disclosure of ESG information results in profitability
increase and, further, in enhancement of the company value.

In this paper we use the score assigned to CEO on the basis
of the position in the overall rating as one of characteris-
tics. The rating consists of two components: corporate fi-
nancial indicators and ESG indicators. We compiled our
own rating of CEOs in order to assign the score.

During the research we performed econometric analysis of
panel data and used the statistics package STATA for it. Data
on 81 Russian companies for a seven-year period since 2013
to 2019 was obtained from the Capital IQ and Bloomberg
databases, data about 123 CEOs was collected from corpo-
rate annual reports and from the Capital IQ database.

Review of Scientific Literature
Dedicated to the Relation between
CEO’s Characteristics, ESG
Indicators and Corporate Financial

Indicators

The papers dedicated to analysis of influence of CEO’s char-
acteristics on financial indicators and corporate indicators
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related to environment, social responsibility and corporate
governance (ESG) may be divided into two big groups. A
lot of authors study the cause-and-effect relationship be-
tween financial and ESG indicators of companies. Repre-
sentatives of the second group study CEO’s characteristics
and personal traits which may have an impact on the ex-
tent and quality of disclosure of ESG information of com-
panies, if any, and on financial performance of companies.

Interrelation between ESG Indicators and
Financial Indicators of Companies

A large layer of research is dedicated to study of the inter-
relation between ESG and financial indicators. From the
point of view of the stakeholder theory and the legitima-
cy theory a company should pay attention to values and
norms existing in the society where it operates [1]. It is of
crucial importance because recognition by the community
is used as the factor which may influence corporate stabili-
ty. According to the stakeholder (interested parties) theory
[2] satisfaction of their needs will result in a long-term suc-
cess of company’s products and services and will provide
stability of corporate financial indicators. According to this
concept, if a company fails to disclose necessary ESG infor-
mation it is unable to satisfy needs of stakeholders which
are not shareholders. In this case the market defines such
companies as riskier ones which will result in higher risk
premiums and, finally, in reduced financial indicators. And
vice versa, companies with higher indicators and a good
ESG reputation will be awarded by stakeholders (for ex-
ample, by investors and consumers) by means of increase
in investment and consumption [3]. Otherwise speaking,
companies with disclosed ESG indicators will attract cus-
tomers ready to pay more for the goods and services made
particularly by this firm; employees ready to work harder;
and investors trusting the company in its operations [4].
The stronger the confidence of stakeholders the more re-
sources the company obtains. Thus, transparency of ESG
information will influence directly the corporate financial
indicators. Besides, disclosure of information may be used
by companies in order to explain the changes in the ESG
policy or to improve the company’s ill reputation which
will further result in increase of financial indicators. Dis-
closure of ESG indicators is a new type of reporting related
to sustainable development which starts from separate re-
porting on corporate social responsibility (CSR) followed
by integrated reporting [5]. ESG is used to assess corporate
information on sustainable development in a holistic way.
ESG assessment comprises three aspects: environmental,
social and governmental. Each aspect has its own indica-
tors for evaluation of corporate sustainability. Due to use
of a new way of assessment which comprises three aspects
of corporate social responsibility evaluation of ESG may be
used by investors as an instrument for a complete evalua-
tion of corporate sustainability indicators [6].

There is no uniform methodology for assigning ESG scores
and compiling a rating. Various analytical agencies define
themselves the methodology of assigning scores related to
environment, social responsibility and corporate govern-
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ance, calculate the overall ESG score and compile ratings.
In the papers we have considered the authors use in their
models ready ESG scores from the Bloomberg and Capital
IQ databases.

Such variables as return on assets, return on equity and
Tobin’s Q are used most frequently as financial indicators
and company value indicators. Profitability ratios are the
key indicators which characterize companies’ profitability
and show the extent of efficiency of corporate operations.
Market capitalization shows the company’s current value
at the stock exchange. Some studies show that there is a
significant positive correlation between ESG and financial
indicators meaning that ESG disclosure results in improve-
ment of financial indicators and raises companies’ value
due to increase in transparency and accountability. Thus,
panel data of British companies included in FTSE 350 list-
ing for 2004-2013 [7] shows that companies with a higher
degree of ESG disclosure are of higher value. The authors
chose Tobin’s Q as an indicator of the company value. They
considered not just the aggregate ESG indicator but also
environmental and social factors as independent varia-
bles. Besides, they performed a sensitivity test by replacing
Tobin’s Q with return on assets. Consequently, all conduct-
ed tests showed that companies with higher ESG indicators
have higher financial indicators and higher value.

Empiric study [8] of 775 German companies for 2010-2018
confirms the hypothesis that ESG disclosure of a higher
quality brings about higher financial indicators. In this
paper we chose ROA as the dependent variable, and the
aggregate ESG indicator and three factors of the aggregate
indicator as independent variables, also we also conducted
regression analysis with fixed variables. As in the previous
paper, the authors performed a sensitivity test replacing
ROA with ROE and Tobin’s Q. The results remained the
same — ESG indicators have a significant positive impact.

Results of paper [9] show that there is no interrelation be-
tween individual and combined ESG factors and return
on equity (ROE) as well as the company value (Tobin’s Q).
Moreover, taken separately not a single ESG factor influ-
ences the cost of capital (weighed average cost of capital
(WACCQ)), however, the overall ESG score exerts a positive
and significant influence on the cost of company’s capital
(WACC).

Paper [10] conducted meta-analysis on the basis of 142 pri-
mary studies in order to consider the interrelation between
environmental factors and financial indicators. The results
show that in the short term (one year) financial indicators
and resources may improve environmental performance of
the company in line with the resource scarcity hypothesis;
however, the effects vanish over the long term (more than a
year). And vice versa, improvement in environmental perfor-
mance has no short-term impact on corporate financial per-
formance but the company benefits greatly in the long term.

In paper [1] using data of 159 Indonesian companies from
2012 to 2016 the authors found out that ESG disclosure
has a positive impact on return on equity. The higher the
disclosure quality the higher ROE.
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There are also papers which show other conclusions. Some
empiric studies emphasize that there is an obvious trade-
off between financial performance and ESG indicators and
companies have to choose the indicator which is more im-
portant for them. So, in paper [11] the authors studied 100
leading CEOs in a group of companies from S&P Glob-
al 1200 ranged according to the common rating variable.
Their hypothesis stated that ESG and financial indicators
had a positive significant correlation. In order to verify the
hypothesis they calculated the Pearson correlation coefhi-
cients which showed a significant negative correlation be-
tween these indicators. These results may be explained by
the trade-off theory [12] focused on expenditures used to
improve ESG information disclosure which has a negative
influence on financial performance. The companies which
strive to improve ESG disclosure have higher expenditures
(for example, for higher salaries). In future such compa-
nies will be eliminated by competitors which do not com-
ply with ESG properly and do not have such expenditures
[13]. Other authors [3] presume that managers engaged in
ESG activities disregard alternative costs related to ESG ac-
tions and, consequently, sacrifice the activity which would
have been profitable for the company. Over time such ESG
activity results in low financial performance.

At the same time some studies [8; 14] fail to reveal a signif-
icant interrelation between the level of ESG indicators’ dis-
closure and the company value. On the basis of the stake-
holder theory and the majority of empiric studies we put
forward the following hypothesis.

Hypothesis 1. Companies which disclose ESG indicators have
higher financial performance.

It is expected that companies which disclose ESG indica-
tors will have higher financial performance than the com-
panies which do not disclose such information.

Infrastructure of CEO’s Personal
Characteristics on Financial Performance
and ESG Indicators

A lot of studies are dedicated to CEO’s characteristics, in
particular, membership in the Board of Directors, educa-
tion, tenure, age etc. Their authors consider the character-
istics which are easier to measure (for example, sex, age,
education level, experience). Moreover, there is no subjec-
tivity in measuring of these indicators, therefore they are
the most universal characteristics and the ones convenient
to analyze their influence on financial performance and
ESG indicators.

Until recent times CEO’s performance was mainly meas-
ured with financial indicators such as Tobins Q, return
on assets, return on equity and similar financial ratios.
However, alongside with the increasing significance of
ESG indicators measurement of performance by means
of financial indicators only is considered to be too limit-
ed. While financial performance is aimed at shareholders’
welfare ESG takes into consideration not just shareholders’
interests but also impact on the environment (for example,
climate change, energy and water waste) as well as social
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responsibility issues (for example, human rights, gender
equality) and management issues (for example, structure
and gender composition of directors, top management’s
remuneration, bribery and corruption).

In particular, many authors study companies’ response to
the necessity to disclose the indicators which show their
activity in the sphere of environment, social responsibili-
ty and corporate governance. There is a belief that as long
as expenses and benefits from information disclosure are
often uncertain decisions on the company’s response fall
under responsibility of the management [15]. Consequent-
ly, these decisions may depend on the manager’s personal
characteristics [16]. This is precisely why CEO’s character-
istics play an important role in the extent to which a com-
pany is financially sound and profit-making, in quality of
disclosure of company’s indicators on the environment, so-
cial responsibility and corporate governance and whether
the company discloses such information at all.

CEO’s Tenure

One of the most popular characteristics studied by the
modern literature is CEO’s tenure. In the majority of cases
studies show an inverse dependence between tenure and
organizational adjustment [17]. Closer to the end of their
tenure CEOs become more committed to their own views
on the company, rely short-sightedly on obsolete para-
digms and are less prone to adapt to the external environ-
ment, for this reason they have lower ESG indicators [18;
19]. Paper [20] showed that only appointed managers were
more inclined to experiment and pursued innovative strat-
egies while managers with long tenures resisted strategic
changes. Early paper [21] dedicated to this topic found out
that all main key actions taken by CEOs occurred in the
first two and a half years of time in power.

At the same time many theorists assert that a negative in-
terrelation between tenure and organizational adjustment
often manifested itself as the manager’s commitment to
status quo [22]. Otherwise speaking, tenure is related to
firmness and commitment to the established policy and
practical activity because over time managers think in-
creasingly that their views are right. Paper [20] describes
this CEO’s state as “stale in the saddle”, i.e. commitment to
status quo, risk avoidance, isolation from new information
and confidence that their opinions and beliefs are correct.
This behaviour is due to increase of CEO’s power as ten-
ure lasts [23]. These authors assert that CEO’s unofficial
power grows over time for several reasons. First, boards of
directors may coopt with appointed CEOs; second, CEOs
get their subordinates’ loyalty; and third, informal power
becomes institutionalized. Apart from that, managers with
greater unofficial power have an opportunity to hire and
promote other managers who share their views and beliefs
[24]. At the same time managers with greater power stand
up to pressure better when introducing changes because
their independence and influence allow to veto the projects
which disagree with the established paradigm [20].

There is a range of late empiric studies which confirm
theoretical justification of negative dependence between
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the CEO’s tenure and the level of ESG disclosure. The au-
thors of [25] assert that as a result of a long time in office
CEOs do not respond to recent developments. Using the
data of Chinese government companies in the period of
2008 to 2016 they revealed a negative influence of a long-
term tenure on disclosure of CSR information. Paper [26]
based on data about American companies in the period
of 2002-2008 found out that CEO’s tenure influences the
probability of disclosure of environmental information by
a company. The authors showed that companies managed
by new directors disclose voluntarily environmental infor-
mation more often than other companies, and new direc-
tors accept concessions substantially more often and are
not so much committed to their own opinions and beliefs.

An empiric research based on a sample of non-financial
Chinese companies listed on the Shanghai and Shenzhen
stock exchanges in 2009-2015 shows that CEO’s tenure has
an inverse significant impact on social and environmental
indicators [27]. The main reason for such inverse depend-
ence is the CEO’s career horizon. They assert that as long
as CEOs in the first years in office have a longer expected
career horizon than the ones at the late stages of their ca-
reer they demonstrate their abilities contributing more to
ESG practices. Further, in the last years in office CEOs will
be remunerated by increased financial indicators of their
company. That is why recently appointed CEOs are more
motivated to improve ESG indicators than CEOs at the fi-
nal stages of their career.

The results of this paper are in line with results of another
empiric research based on data of 100 leading CEOs in a
group of companies from S&P Global 1200 [11]. Analysis
shows that CEOs with longer tenures demonstrate worse
ESG indicators while their financial performance is higher.

Paper [28] is dedicated to study of influence of tenure on
change of the value of transport companies which is de-
fined by Tobin’s Q. It makes the conclusions that CEO’s ten-
ure has a negative impact on the companies’ value because
in this case the difference between the theoretical value
and the observed (actual) one turned out to be negative.
This research covers a large time interval (from 2000 to
2011), however, its drawback is that the sample consists of
53 companies from 17 countries but it does not take into
consideration the countries’ characteristics and economic
environment.

Paper [29] based on a sample of 10,096 observations for
a year comprising 1,450 companies in the period from
January 1, 2006 to December 31, 2015 discloses the extent
to which firmness in information disclosure on behalf of
the company management which depends on managers’
tenure influences corporate strategies of ESG disclosure.
It shows a significant negative interrelation between the
manager’s tenure and transparency. Companies where
managers occupy their positions for a longer time disclose
less information demonstrating lesser variability. Such neg-
ative relation is confirmed in three ways. First, it is shown
that transfer from the 25" to the 75™ percentile of the av-
erage time in executive positions is related to decrease in
the average estimate of ESG information disclosure and
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average variability of information disclosure by 9.3 and
20.1%, respectively. Second, a similar change in the per-
centile of CEO’s tenure results in decrease in the ESG es-
timate by 4.5% and variability of information disclosure -
by 14.6%. Third, there is an interruption in information
disclosure after change of CEO. The aggregate indicator of
ESG information disclosure improves on average by 9.7%
in two years after replacement of CEO.

Paper [1] considers CEO’s tenure as a variable which
moderates interrelation of ESG and financial indicators
of a company. The authors revealed that companies with
a high-quality disclosure of environmental indicators have
higher ROE and, as a consequence, growth of the company
value. However, CEO’s tenure enfeebles the interrelation of
ESG disclosure and ROE.

On the basis of previous studies and new papers [11] we
put forward the following hypothesis.

Hypothesis 2. There is a positive relation between CEQ’s score
in the overall rating and company’s financial performance.

We expect that the higher the CEO’s score in the overall
rating which takes into account both financial perfor-
mance and ESG indicators the higher the company’s finan-
cial performance. The CEOs’ rating for verification of this
hypothesis was compiled on the basis of the methodology
of Top 100 Best-Performing CEOs in the World described
in detail below.

Hypothesis 3. There is a significant positive relation between
CEO’s tenure and corporate financial performance.

We assume that directors who occupy their position for a
long time show higher financial indicators.

CEO’s Age

Literature asserts that person’s age is of great importance in
taking strategically significant decisions [30]. The authors
point out that with advancing age a person loses flexibil-
ity and risk proneness and, thus, becomes more resistant
to necessary changes. At the same time, in their opinion,
older directors, as a rule, are more conservative and, con-
sequently, less inclined to risk [31]. Such behavoiur is due
to psychological reasons and motives. Older directors lack
physical and mental stamina to carry out organizational
adjustments, they are less able to study something new.
Apart from that, older directors have less incentives for
making risky investment, for example, in research and de-
velopment. The reason is that they will have to face a neg-
ative influence of such investment on current profitability
because, probably, the company will have profit from in-
vestment over the long term [32]. Consequently, young ex-
ecutives, as a rule, challenge the existing state of things and
introduce revolutionary changes in company’s orientation
to solving important issues to a greater extent.

Empiric studies continue to explore CEO’s age. Early paper
[32] shows that there is a decrease in research and develop-
ment expenses when CEOs achieve a mature age. In article
[33] the authors proved existence of a negative correlation
between CEOs’ age and corporate investment in the corpo-
rate social responsibility policy (CSR). Paper [11] dedicated
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to study of CEOs characteristics verifies the assumption of
a negative interrelation of CEO’s age and overall corporate
performance which take into account financial indicators
weighted 80% and ESG indicators weighted 20%, however,
the results turned out to be statistically insignificant.

In spite of numerous theoretical interpretations of why
more aged directors show weaker financial and ESG indi-
cators there is a range of papers which use actual data to
prove that age is related positively to corporate financial
performance. Thus, in paper [28] the authors showed that
there was a significant positive relation between CEO’s age
and company value. On the basis of a frontier model of sto-
chastic analysis they generate the optimal and theoretical
company value which a transport company could have if
its directors acted exceptionally reasonably and used op-
timally their productive factors. Then they try to explain
a decrease in the company value which is a difference be-
tween the optimal and observed company value. Results
of their model show that directors” age may cut the deficit
and, thus, increase the company value.

Authors of paper [34] also managed to show that manag-
ers at a mature age have higher financial performance of
their companies. As a theoretical explanation they offer an
assumption that directors” age is predominantly related to
their experience.

Taking into consideration the fact that papers dedicated to
study of CEO’s age produce different results but the major-
ity of researchers indicate a positive influence we put for-
ward the following hypothesis.

Hypothesis 4. There is a positive relation between CEO’s age
and corporate financial performance.

Education and Experience

Another important characteristic feature which influences
ESG and financial results of a company is CEO’s education.
Previous studies have shown that director’s education may
have a significant impact on behaviour and corporate per-
formance [17].

Paper [35] explains that education may have effect on
quality of performing CEO’s functions because it influenc-
es his/her cognitive capacity, behaviour and social capital.
Later on it will have effect on fulfilling of his/her functions
and efficiency.

At present there is no agreement of opinion in literature
on the issue of what should be considered as the variable
characterizing the education level. Empiric research [11]
considers an MBA degree and engineering education as
such variable. The authors premised on the methodolo-
gy of the rating of Top 100 Best-Performing CEOs in the
World. In their opinion, directors with engineering educa-
tion usually had significantly higher ESG indicators and, as
a consequence, higher overall indicators. An MBA degree
is associated with lower financial performance, ESG and
overall indicators, however, the results are not statistical-
ly significant. Another research shows that CEOs with an
MBA degree do not have higher ESG indicators than CEOs
without such degree [35]. These results stem from the fact
that CEOs with an MBA degree are more aggressive [36].
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Thus, paper [36] shows that companies managed by CEOs
with an MBA degree spend more on capital expenditures,
incur more debts, pay smaller dividends than companies
with other CEOs. Such aggressive behaviour is aimed at
short-term results therefore CEOs do not bother with ESG
information disclosure intended to long-term results [11].
Paper [37] states a similar opinion: MBA programs are fo-
cused on short-term results based on innovation instead of
long-term results.

However, other authors offer their explanation of such
aggressive behaviour. Directors with an MBA degree are
more experienced in taking strategic decisions, hence,
they have a greater capability to identify and use the
opportunities which increase the company value [38].
The authors of paper [39] revealed that chief financial
officers with an MBA degree apply more complex eval-
uation methods than the ones without an MBA degree.
Apart from that, the paper shows that American railroad
companies with a large number of directors having an
MBA degree are more likely to change their strategies
in response to deregulation. Therefore, taking into con-
sideration such conclusions one may also presume that
directors with an MBA degree are more likely to think of
the necessity to disclose environmental, social and gov-
ernmental indicators of a company as of a strategic op-
portunity than other directors. Besides, directors with an
MBA are more likely to take voluntary information dis-
closure as an opportunity to enhance the corporate rep-
utation in the eyes of all concerned parties [40]. Empiric
research [26] conducted on the basis of data of Ameri-
can companies in the period of 2002 to 2008 confirms
the hypothesis that companies managed by CEOs with
an MBA degree disclose voluntarily environmental indi-
cators more often than other companies. Building upon
this the authors assert that principal officers who have
more academic achievement have a more sophisticated
understanding of the sphere and exert a greater impact
on corporate performance.

Technical and engineering education is studied less in lit-
erature. The existing empiric papers point out that CEOs
with technical education usually spend more on invest-
ment projects related to research and development than
other CEOs [31]. Therefore, it is expected that managers
with engineering and technical education will spend more
money on disclosure of ESG information. Further this will
result in higher financial performance. In paper [28] the
authors confirmed such assumption. It turned out that
companies managed by directors with technical education
have a higher company value expressed by Tobin’s Q.

Other papers explore economic / financial education or ex-
perience in finance. It is expected that high financial skills
and a vast experience will have a positive effect on corpo-
rate financial performance which is confirmed by [41].

Taking into consideration the fact that the majority of
CEOs in Russia have financial or engineering education
and a rather small number have an MBA degree the hy-
pothesis about influence of education looks as follows.
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Hypothesis 5. There is a significant positive relation between
CEO:s financial / economic education and corporate finan-
cial performance.

We presume that financial or economic education provides
CEO with relevant knowledge and abilities which later re-
sults in high financial indicators of a company.

Methodology

Sample Description

The paper uses data of Russian companies of the real sec-
tor from the Moscow Exchange index for seven years from
2013 to 2019. In view of absence of some data the panel
data is unbalanced. The final sample comprises 82 Russian
companies providing 527 observations.

Hypothesis 1 is tested on the complete sample of compa-
nies, hypotheses 2-5 - on a reduced sample for five years
- since 2015 to 2019. Using these hypotheses influence of
CEO’s characteristics on corporate financial performance
is verified. One of the characteristics included in the model
is the CEO’s score in the overall rating which was compiled
for each year since 2015 to 2019.

Description of Variables

ROA, ROE and market capitalization of companies will be
used as dependent variables because these indicators ex-
actly are the indicators of financial efficiency most com-
monly used in literature. ROA and ROE are measured as
net income divided by total assets and net income divided
by equity, respectively. The variable market capitalization
represents company value at the stock exchange. Data on
these indicators was obtained from Capital IQ Market In-
telligence.

In the first model the fictitious variable of ESG Participa-
tion is used as an independent variable, it equals 1 if the
company discloses ESG indicators or 0 - if the company
does not disclose ESG indicators. The data whether the
company discloses or does not disclose ESG information
was also obtained from Capital IQ Market Intelligence.

The following variables are used as the independent var-
iable in the second model: the CEO’s score in the rating,
age, CEO’s tenure and the fictitious variable which indi-
cates that CEO has or does not have financial or economic
education.

In this paper we compiled our own CEOs rating for each
year since 2015 to 2019 on the basis of the methodology of
the Top 100 CEO rating issued annually by Harvard Busi-
ness Review since 2013 to 2019 and which idea belongs to
researchers of the French business school INSEAD [42].
The rating shows which directors of large public compa-
nies have the best performance during their time in office.
The distinctive feature of the rating is the fact that it takes
into account not just corporate financial performance but
also ESG indicators.

Then we describe the methodology on the basis of which a
CEO is assigned the score and the rating is compiled.
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In order to compile the CEOs rating we selected from the
initial sample of 81 Russian public companies only the
ones with disclosed ESG indicators and which, conse-
quently, were assigned an ESG score. Thus, the final sample
consisted of 43 CEOs representing 33 companies from 11
various industries. The number of CEOs in the sample is
bigger than the number of companies for obvious reasons:
in some companies CEO was replaced during the consid-
ered period. It should also be noted that the rating for each
year comprises a different number of CEOs because each
year the number of companies which disclose ESG indica-
tors grows. Thus, for example, the rating of 2015 comprises
19 CEOs, the rating of 2016 - 20, 2017 - 24, 2018 - 21, and
the rating of 2019 - 33 directors. The ratings were com-
piled for each year since 2015 to 2019. Thus, there are 117
observations.

In order to compile the financial rating the authors of this
methodology used three metrics:

«  company profitability with adjustment for the
country;

«  company profitability with adjustment for the
industry;

«  change of market capitalization.

As long as our sample comprises only Russian companies
the overall financial rating was calculated on the basis of
two metrics:

»  companies’ profitability;
o change of market capitalization.

In order to determine the company profitability the total
shareholder return was calculated for the whole CEO’s ten-
ure. Such metrics as the total shareholder return was used
because it is the most convenient indicator for comparison
of companies from various industries. Such indicators as
sales, profitability and innovation level are also useful but
they differ in various industries and this impedes compar-
ison [43].

The total shareholder return (TSR) is evaluated on the ba-
sis of growth of share price and dividend yield per share of
a company for this period (BCG Value Creators). We used
the following formula to calculate this indicator:

TSR = (Share price as at the end of the period — Share price
as at the beginning of the period + Dividend yield) / Share
price as at the beginning of the period.

The data on share prices and dividend yield was obtained
from the Capital IQ database.

The adjustment of the total shareholder return is deter-
mined by subtracting the average return in the industry.
This is done to exclude any increase in income which was
a result of growth of the whole industry but not the result
of achievements and personal characteristics of CEO. In
order to get the industry adjustment we obtained from
Thompson Reuters the industry average of shareholders’
total return for each year since 2015 to 2019. It turned out
that after the industry adjustment this indicator is negative
for the majority of companies. It means that their profit-
ability was lower than in the whole industry and it does
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not need adjustment. Therefore we decided not make the
adjustment for industry.

Then we calculated change of market capitalization of com-
panies for each year. The directors were assessed by both
indicators from 1 (the best) to 33 (the worst). The weighted
average of both ratings was the overall financial rating.

At the same time managers were evaluated according to
the ESG indicator. For this purpose we took ESG indi-
cators and also assessed directors from 1 (the best) to 33
(the worst). The final rating of CEOs from Russian public
companies was obtained on the basis of the overall finan-
cial rating with the weight of 70% and ESG rating with the
weight of 30%. Then. On the basis of the rating CEOs were
assigned scores from 1 to 100 depending on the position in
the rating. All ratings are presented in Appendix 2.

The data related to the rest of CEO’s characteristics: age,
tenure and education was collected manually from publicly
available sources, namely annual reports of companies and
Capital I1Q.

Analysis of existing literature showed that the most com-
mon control variables used for study of the relation between
financial and ESG indicators are the company size and fi-
nancial leverage. In this paper we also use these variables.

The authors of many studies assert that the company size
influences both financial performance and ESG indicators.
It is emphasized that the larger the company size the high-
er the probability that the company will disclose ESG in-
formation and the higher its ESG indicators because large
companies have more resources for disclosure of such in-
formation [44]. Apart from that, large companies attract
more attention of the society and are always in the lime-
light, therefore disclosure of ESG information is important
for them in order to uphold their reputation [1]. As for
influence of the company size on financial indicators the
authors of paper [45] point out that a large company size
results in economy of scale, such companies have a better
access to resources and have a great market power, hence,
they have better competitive advantages than small com-
panies.

In the studied literature the company size is defined as a
natural logarithm of total assets. In this paper the company
size is determined in a similar way.

The leverage indicator is associated with business risk which
may influence future corporate financial performance [9].
Some papers showed that there was a negative relation be-
tween this indicator and corporate financial performance
because risks influence the decisions taken by the company
management [1].

Various coeflicients are used in literature to measure the
leverage. The most common are the ratio of total net bor-
rowing to total assets or the ratio of total net borrowing to
equity. In our paper we use the leverage measured as the
ratio of total debt to equity of the company.

Regression analysis of panel data is the method applied in
the empiric part of the paper. In order to conduct this anal-
ysis we use the statistical package STATA.
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The model for verification of the first hypothesis appears
as follows:

ROA, / ROE, / Market Capitalization, = + B, - ESG_ Par-
ticipation, + f3, - Firm size, + B, - Leverage +u, +e,,
where ROA - the natural logarithm of return on assets;
ROE - the natural logarithm of return on equity;

Market Capitalization - the natural logarithm of market
capitalization;

ESG_ Participation - the fictitious variable equaling 1 if
the company discloses ESG indicators and 0 - if the com-
pany does not disclose ESG indicators;

Firm size - the natural logarithm of total assets;

Leverage — the natural logarithm of the ratio of borrowed
assets to equity;

u, - unobserved individual effects;
e, — residual disturbance.

After corresponding tests for choosing the functional
model we chose the loglinear model because it allows to
approximate distribution of residues to normal ones.

The general arrangement of the model for verification of
hypotheses 2-4 is as follows:

Table 1. Descriptive statistics

ROA, / ROE, / Market Capitalization, = B+ 3, - Presence
in rating, - CEO score, + 3, - CEO age, + f, - CEO tenure,
+ B, - Financial degree, + f, - Firm size, + B, - Leverage, +
u +e,

where Presence in rating - a fictious variable equaling 1 if
CEO in included in the rating; 0 - if CEO is not included
in the rating;

CEO score - CEO’s score in the rating;

CEO age - CEO’s age;

CEO tenure - CEO’s time in office;

Financial degree - a fictious variable equaling 1 if CEO has

financial / economic education; 0 — if CEO does not have
financial / economic education.

Empiric Analysis Results.
Conclusions and Discussion

Descriptive Statistics

This section presents information on descriptive statistics
of dependent, explicative and main control variables used
in the paper (Appendix 1).

Number of Mean value Standard Minimum  Maximum
observations deviation
Return on assets (ROA) 527 0.056 0.16 -2.46 1.12
Return of equity (ROE) 527 0.159 1.19 -9.27 17.59
Market capitalization, mln RUB 527 298,999.4 638,301.6 52.4 4,765,920
Total assets, mIn RUB 527 791,251 1,925,087 592.17 17,300,000
Leverage 527 1.96 5.623 0 73.65

Source: the author’s calculations.

As we see from Table 1 ROA and ROE in our sample take
on both positive and negative values. Besides, ROE has
a wider range of values. Mean values of both indicators,
however, are positive and amount to approximately 5.6%
for ROA and about 15.9% for ROE.

ROA and ROE are measured as net income divided by total
assets and net income divided by equity, respectively. They
are important indicators for investors because they show
the efficiency with which company uses its assets and re-
sources, the income which they generate for the company.
The higher ROA the more efficiently the company manag-
es its assets, i.e. the company generates more income with
smaller investment. Unlike ROE ROA takes into consider-
ation not just shareholders’ funds but also borrowed assets.
Therefore, the more borrowed funds the company attracts
the bigger the difference between ROA and ROE. As for
ROE the rule “the higher ROE the better” is not always
true. In this case one has to define the reasons for high
ROE. On the one hand, if ROE is extremely high it may
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mean that net income is very high in comparison to equity
and this may indicative of high corporate performance. On
the other hand, high indicators may be due to the fact that
in comparison to net income corporate equity is very small
because of a high leverage.

As we see from Table 1 mean values of both indicators are
positive, consequently, our sample of companies shows
high financial performance and in general companies are
attractive for investors.

The market capitalization variable also has a wide range
of values. It stems from the fact that the sample comprises
both small companies and large corporations. In our case it
is not a problem for the research, it just shows the variety of
companies in the sample. Apart from that, the differences
will be mitigated in transfer to the loglinear model.

The leverage variable is defined as the ratio of borrowed
funds to equity of the company. The optimal value of this in-
dicator is the range from 1 to 2 (for larger companies this in-
dicator may exceed 2). However, there is a belief that in case
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of too high indicators the financial standing of the company
becomes unstable because borrowed funds exceed equity
greatly and the company loses its independence. A too low
ratio may mean that the company fails to use opportunities.
As we see from Table 1 the leverage indicator in our sam-
ple ranges from 0 to 73. This parameter cannot be negative
because it is calculated by dividing total debt by equity and
both of them cannot be below zero. The zero value of this
indicator may be interpreted as absence of company’s debts
and risks related to it. At the same time there are companies
with borrowed funds significantly exceeding equity, there-
fore the indicators exceed seriously the commonly-accepted
optimal values. It means that there are outliers in the sample
which may actually make our model worse and cause dis-
tortion of statistical evaluations and parameters. However,
as long as these outliers are not a result of errors in measure-
ment and they provide actual information about our sample
and are important data we decided to keep these outliers in
the sample. As we see the leverage mean value equaling 1.96
is at the level of the optimal value for this indicator.

Table 2. Descriptive statistics of the reduced sample

Number of
observations

Mean value

The value of “total assets” representing the company size
also shows a wide spread but this phenomenon is again
due to variety of our sample. As long as the spread of this
indicator is too large, on the basis of studied literature we
decided to take the logarithm of total assets as a proxy for
companies’ size.

Then Table 2 presents descriptive statistics of the reduced
sample on the basis of which we compiled the rating of
CEOs and verified hypotheses about influence of CEO’s
characteristics on financial performance and influence
of the CEO’s position in the overall rating. Table 2 shows
that ROA and ROE take on positive and negative values.
At the same time ROE again has a wide range of values.
Mean values of both indicators are positive and amount
to approximately 6.9% for ROA and about 18.9% for
ROE. The maximum and minimum values of the lever-
age were at the same level, it means that on average the
companies’ sample does not differ greatly from the pre-
vious one.

Standard
deviation

Minimum Maximum

Return on assets (ROA)

397 0.069 0.11 -0.702 0.65
Return on equity (ROE)

397 0.189 1.45 -9.27 17.59
Market capitalization,
mln RUB 397 333,486.2 695,531.3 121.55 4,765,920
Total assets, mIn RUB 397 894,025.6 2,200,960 3,178.84 17,300,000
CEO score 397 155 28.57 0 100
CEO age 397 49.84 8.89 30 71
Tenure 397 6.59 5.96 1 36
Leverage 397 2.35 7.09 0 73.65

Source: the author’s calculations.

There are 123 CEOs in the sample which provide 397 ob-
servations. Their average age is 50 years old because the
sample comprises younger directors of 30 years old and
older ones - of 70 years of age. As for tenure the average
time is over six years while the spread of this indicator is
also wide: from one year to 36 years. The CEO’s score, as
explained above, was assigned on the basis of the CEO’s
position in the overall rating which takes into considera-
tion both corporate financial performance and quality of
disclosure of ESG information.

Panel Data Analysis
Hypothesis 1. Companies which disclose ESG indicators have
higher financial performance.
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Verification of this hypothesis implies answering the ques-
tion: whether disclosure or non-disclosure of ESG infor-
mation of the company in its reports has an impact on its
financial performance. The hypothesis was verified on the
complete sample of companies which comprised 527 ob-
servations. For this purpose we built three model specifica-
tions which differ in dependent variables. We chose a dum-
my variable as an independent variable which takes on the
value of 1 if the company had been assigned an ESG score
or the value of 0 - if the company did not disclose ESG in-
formation, and consequently, it had not been assigned a
ESG score. For the reason that this variable is not a time
invariant one it is impossible to use the fixed effects regres-
sion model because in this case time invariant regressors
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are eliminated. For this reason, we evaluated a pooled re-
gression and a random effect model. In order to choose the
most suitable model from the two abovementioned models
we applied the Breusch-Pagan test which verified the model
for a random individual effect. The test was conducted for
all three model specifications and showed that the zero hy-
pothesis which stated absence of individual effects was re-
jected at a 1% significance level for all model specifications.
Thus, in order to verify the first hypothesis we chose the in-
dividual random effects model. The model looks as follows:

Table 3. Results of models’ evaluation

ROA, / ROE, / Market Capitalization, = 3+ f, - ESG_ Par-
ticipation, + f3, - Firm size, + 3, - Leverage + u, +e,.

Before interpreting the model results it is necessary to ver-
ify it for multicollinearity. For this purpose we calculated
VIE If VIF exceeds 10 there may be serious multicolline-
arity problems [46]. In our case VIF does not exceed 7.66,
therefore multicollinearity should not influence our results.

Table 3 shows the results of the model we obtained. See the
complete information on them in Appendix 3.

ROA ROE Market_Capitalization
ESG_Participation 0.311** 0.321** 0.748***
Leverage -0.147%%* 0.207* -0.113***
Firm_size -0.07 -0.062 0.267*
Constant —-2.175%%* -1.099* 7.602¢%*
Number of observations 409 416 493

¥ p <0.01, **p <0.05, *p<0.1.

Source: the author’s calculations.

As we see in Table 3 the variable responsible for compa-
ny’s disclosure or non-disclosure of ESG information (ESG
Participation) is significant in all specifications of the mod-
el. In the model with ROA and ROE as a dependent vari-
able it is significant at a 5% significance level and in both
cases it is above zero. Moreover, influence of this indicator
on ROA and ROE is virtually the same (0.311 and 0.321 re-
spectively). According to the model with market capitaliza-
tion as the dependent variable this variable is significant at
a 1% significance level. Its influence on market capitaliza-
tion of the company is also positive but is more than twice
as high as on ROA and ROE (0.748). It is remarkable that
the company size variable is significant at a 1% significance
level only in the model with market capitalization. The lev-
erage variable is significant at a 1% significance level in all
three model specifications, however, the results concerning
influence of this variable are controversial. It was found out
that there is a negative relation between the leverage and
return on assets as well as between the leverage and market
capitalization of companies which conforms to the results
obtained in other papers. At the same time it was revealed
that the relation between the leverage and return on equity
is positive.

It follows that companies disclosing ESG indicators have
higher financial indicators and higher market capitaliza-
tion in comparison to those which do not disclose such
information. This means that hypothesis 1 is confirmed.

Hypothesis 2. There is a positive relation between CEO’s score
in the overall rating and company’s financial performance.

In order to verify this hypothesis we used a reduced sam-
ple of companies in order to define influence of the CEO’s
position in the rating on corporate financial performance.

102

CEOs’ rating was compiled for each year from 2015 to
2019. It is due to the fact that before 2015 there had been
a small number of companies disclosing ESG indicators.

In order to verify the hypotheses we built three model
specifications which differed in dependent variables (ROA,
ROE, market capitalization). For verification we used a
pooled regression and an individual random effects model.
The fixed effects model was not verified because there was
a fictious variable in it which showed whether CEO had /
did not have financial education. It is a time invariant var-
iable, therefore use of the fixed effects model is impossible.
The Breusch-Pagan test showed, as in the previous case,
that the random effects model is the most suitable one for
our regression.

All three model specifications, as in the previous case,
were verified for multicollinearity. Analysis of VIF showed
that there was multicollinearity in the models. In order to
eliminate it we decided to remove the control variable rep-
resenting the company size. After the second verification
VIF did not exceed the optimal values, therefore multicol-
linearity was not a problem any more. We also conducted
tests for heteroscedasticity which proved its presence. So,
turther we built robust regressions.

The final random effects model for verification of hypoth-
eses 2-5 is as follows:

ROA, / ROE, / Market Capitalization, = + 3, - Presence
in rating, - CEO score, + f, - CEO age, + f, - CEO tenure +
B, - Financial degre  + f, - Leverage, + u, +e,.

The results of all specifications are presented in Table 4. All
obtained results are shown in Appendix 4.
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Table 4. Results of specifications

ROA ROE Market_Capitalization
Rating Score 0.0005*** 0.002 0.0065**
CEO age -0.001 0.012 0.02767
CEO tenure 0.002 -0.015 0.0403*
Financial degree -0.009 -0.016 0.3017*
Leverage -0.002*** -0.035%** -0.002
ROA - 0.934%*
Constant 0.109** -0.264 9.446*
Number of observations 397 397 397

P p <0.01, ¥ p <0.05 *p<0.1.

Source: the author’s calculations.

Further we are going to consider results of each specifica-
tion and provide a conceptual interpretation of influence of
each variable. In view of the fact that the quality of models
is low we decided to add return on assets as a dependent
variable to the model with market capitalization in order
to improve the model quality. In point of fact, the model
quality improved a little because the Wald statistic value
increased, therefore we decided to keep the return on as-
sets variable as the explanatory variable in the model with
market capitalization. In our case this model is the princi-
pal one. Let us pass on to results interpretation.

As we see from Table 4 the variable which we determined
as multiplication of the fictious variable of CEO’s presence
in the rating by his/her score in the rating turned out to
be significant at a 1% level in the model with market cap-
italization. Predictably, influence of this indicator is pos-
itive — the higher the CEO’s score in the rating the higher
the company’s market capitalization. The coeflicient value
amounts to 0.007. It means that if the score grows by 1
point market capitalization increases by 0,7%.

Influence of this indicator in the model with return on as-
sets as the dependent variable was verified in two ways -
with the time lag and without the time lag. It was expected
that the CEO’s position in the rating could influence return
on assets with some delay. It turned out that in both cases
the variable is significant: in the model with the time lag -
ata 1% significance level, in the model without the time lag
- at a 5% significance level. We decided to keep the model
without the time lag as the final one because of its high-
er quality. Influence of this indicator on return on assets
turned out to be positive (0.0005) which is consistent with
our hypothesis on the positive relation between the CEO’s
position in the rating and corporate financial performance.
This leads us to the conclusion that when the CEO’s score
grows by one point return on assets increases by 0.0005.

In the model with return on equity influence of the CEO’s
position in the rating was verified in a similar way. How-
ever, the results showed that in both models — without the
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tame lag and with the time lag - the variable was not sta-
tistically significant.

Thus, hypothesis 2 was confirmed for two model specifi-
cations - for the model with market capitalization and the
model with return on assets.

Hypothesis 3. There is a significant positive relation between
CEO¥ tenure and corporate financial performance.

This hypothesis is verified on the same model which is used
to verify hypothesis 2. See the obtained results in Table 4.

In the principal model - the one with market capitalization
- the “CEO’s tenure” variable turned out to be significant at
a 10% level. Influence of this variable on corporate finan-
cial performance is positive which is consistent with the
results obtained in some papers. The coeflicient preceding
the variable is 0.043. It means that when CEO’s tenure in-
creases by one year company’s market capitalization grows
by 4.3%, i.e. the longer the CEO’s time in office the higher
the company’s market capitalization.

In the other two models — with return on assets and return
on equity as dependent variables — the CEO’s tenure varia-
ble turned out to be insignificant.

Thus, the hypothesis on a positive relation between CEO’s
tenure and corporate financial performance was confirmed
for one model specification out of three — the model with
market capitalization.

Hypothesis 4. There is a positive relation between CEO’s age
and corporate financial performance.

This hypothesis was put forward on the basis of results of
previous empiric studies and it was expected that CEO’s age
is related positively with corporate financial performance.

This hypothesis as well as previous ones was verified for
three model specifications. However, in all three specifica-
tions the variable of CEO’s age turned out to be statistically
insignificant.

Thus, hypothesis of a positive relation between CEO’s age
and corporate financial performance was not confirmed.
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Hypothesis 5. There is a significant positive relation between
CEO:s financial / economic education and corporate finan-
cial performance.

According to this hypothesis it was expected that directors
with financial and economic education had more relevant
knowledge and experience for management of the compa-
ny. Consequently, it was presumed that companies man-
aged by such directors showed higher financial indicators.
The variable responsible for presence or lack of financial
education was determined as a fictitious variable. See the
results in Table 4.

In the principal model - the one with market capitalization —
the variable turned out to be significant at a 10% level.
The influence coefficient is positive (0.301). It means that
if CEO has financial / economic education the company
market value is higher by 30%.

The education variable was also verified using the other
two model specifications, however, the results turned out
to be statistically insignificant.

Thus, the hypothesis on a positive relation between CEO’s
financial education and corporate financial performance
was confirmed just for one model specification.

Conclusions

The analysis performed in this research paper showed that
disclosure of ESG information by a company plays an es-
sential role. The stakeholder theory was confirmed - dis-
closure of ESG information by a company is perceived pos-
itively by buyers, investors and company employees which
further results in improvement of financial indicators.

Analysis showed that the CEO’s position in the rating which
takes into consideration financial indicators as well as ESG
indicators exerts a positive impact on market capitalization
and return on assets. It was found out that CEO’s tenure is
related positively with market capitalization and return on
assets. Probably, it is due to the fact that a longer time in
office allows to obtain relevant experience, consequently,
CEO is able to provide higher financial performance for
the company. Finally, hypothesis 5 based on the assump-
tion of a positive influence of financial education on cor-
porate financial performance was confirmed partially. The
results showed that companies managed by a director with
financial education have higher market capitalization.

Thus, all hypotheses put forward in this paper were con-
firmed in full or partially, except for the hypothesis about a
positive influence of CEO’s age on corporate financial per-
formance. In all models this CEO’s characteristic feature
produces no significant impact on considered financial
indicators.

Conclusive Statement

In this paper we studied characteristics of CEOs from Rus-
sian companies and compiled a rating of CEOs taking into
consideration financial and ESG indicators of companies,
considered influence of CEO’s position in this overall rat-
ing on corporate financial performance. We performed
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corresponding tests in order to choose the best model and
a test for possible errors. The random individual effects
model was considered to be the best one for verification of
suggested hypotheses.

The analysis showed that there was a significant positive
relation between the fact of company’s disclosure of ESG
information and financial indicators which were defined
as return on assets and return on equity as well as the mar-
ket capitalization indicator. The next conclusion states that
there is a significant positive relation between the CEO’s
score in the rating and market capitalization indicator of
the company as well as between the CEO’s score in the
rating and return on assets. We also found out that CEO’s
financial education exerts a positive impact on market cap-
italization of the company. Moreover, tenure is related pos-
itively to return on assets and market capitalization. How-
ever, it turned out that CEO’s age did not have a significant
influence on corporate financial performance.
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Appendices

Appendix 1. Description of variables

Variable Description Source

ROA Return on assets Capital IQ

ROE Return on equity Capital IQ

Market Capitalization Market capitalization Bloomberg

ESG Participation Disclosure of ESG by the company Capital IQ

Firm size Natural logarithm of total assets Capital IQ

Leverage Natural logarithm of leverage Capital IQ

CEO age CEO’s age Companies” annual reports
CEO tenure Time in office Companies” annual reports

Financial degree Presence of CEO’s financial education

Companies” annual reports

CEO score The score assigned to CEO in the overall rating  Author’s calculations
Rating Presence of CEO in the overall rating Author’s calculations
107 Higher School of Economics



Journal of Corporate Finance Research / KopnopaTusHbie ¢puHaHChl Vol. 16 | N2 4 | 2022

Appendix 2. CEOs’ Ratings

Rating of 2015
CEO:s full name Ranging by no TSR Ranging by market capitalization  Financial rating Ranging by ESG (1 - the best, 19  Overall rating
(1 - the best, 19 — the worst) (1 - the best, 19 - the worst) — the worst)
Mikhelson Leonid Victorovich 7 6 3 1 1 100.00
Sechin Igor Ivanovich 10 5 5 2 2 94.74
Shekhterman Igor Vladimirovich 1 9 2 10 3 89.47
Tokarev Nikolay Petrovich 2 7 1 15 4 84.21
Guriev Andrey Andreevich 3 10 3 11 5 78.95
Potanin Vladimir Olegovich 18 1 7 3 6 73.68
Bagrin Oleg Vladimirovich 12 4 6 12 7 68.42
Maganov Nail Ulfatovich 11 8 7 13 8 63.16
Shulginov Nikolay Grigorievich 5 15 10 7 9 57.89
Alekperov Vagit Yusufovich 9 12 11 5 10 52.63
Galitsky Sergey Nikolaevich 17 2 7 17 11 47.37
Larin Vadim Alexandrovich 19 3 12 8 12 42.11
Korsik Alexander Leonidovich 4 19 14 4 13 36.84
Gordeev Sergey Eduardovich 6 16 12 19 14 31.58
Dubovskov Andrey Anatolievich 15 13 17 9 15 26.32
Kalugin Sergey Borisovich 8 17 15 14 16 21.05
Zharkov Andrey Vyacheslavovich 13 18 19 6 17 15.79
Bogdanov Vladimir Leonidovich 16 11 16 18 18 10.53
Shamolin Mikhail Valerievich 14 14 17 16 19 5.26
Rating 2016
CEO:s full name Ranging by TSR Ranging by market capitalization  Financial rating Ranging by ESG Overall rating
(1 - the best, 20 - the worst) (1 - the best, 20 - the worst) (1 - the best, 20 — the worst)
Potanin Vladimir Olegovich 9 3 4 3 1 100
Ivanov Sergey Sergeevich 5 7 4 6 2 95
Bagrin Oleg Vladimirovich 3 1 1 15 3 90
Larin Vadim Alexandrovich 2 2 1 18 4 85
Kovalchuk Boris Yurievich 1 8 3 14 5 80
Mikhelson Leonid Victorovich 12 6 8 5 6 75
Sechin Igor Ivanovich 15 4 10 2 7 70
Alekperov Vagit Yusufovich 8 5 6 13 8 65
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CEO: full name Ranging by TSR Ranging by market capitalization  Financial rating Ranging by ESG Overall rating

(1 - the best, 20 - the worst) (1 - the best, 20 - the worst) (1 - the best, 20 — the worst)
Shulginov Nikolay Grigorievich 6 12 8 9 9 60
Shamolin Mikhail Valerievich 7 14 12 4 10 55
Maganov Nail Ulfatovich 4 10 7 17 11 50
Shishkin Andrey Nikolaevich 11 9 11 8 12 45
Dubovskov Andrey Anatolievich 10 13 13 7 13 40
Galitsky Sergey Nikolaevich 16 20 18 1 14 35
Shekhterman Igor Vladimirovich 13 11 14 11 15 30
Tokarev Nikolay Petrovich 14 16 15 16 16 25
Kalugin Sergey Borisovich 18 17 17 12 17 20
Guriev Andrey Andreevich 19 18 19 10 18 15
Gordeev Sergey Eduardovich 17 15 16 20 19 10
Bogdanov Vladimir Leonidovich 20 19 20 19 20 5

Rating 2017

CEQO:s full name Ranging by TSR Ranging by market capitalization  Financial rating Ranging by ESG Overall rating

(1 - the best, 24 — the worst) (1 - the best, 24 — the worst) (1 - the best, 24 — the worst)
Bagrin Oleg Vladimirovich 2 1 1 8 1 100
Dubovskov Andrey Anatolievich 10 6 6 4 2 95.83
Shekhterman Igor Vladimirovich 7 4 3 15 3 91.67
Maganov Nail Ulfatovich 1 3 2 21 4 87.50
Saveliev Vitaly Gennadievich 17 8 10 6 5 83.33
Shilyaev Pavel Vladimirovich 9 2 3 23 6 79.17
Gordeev Sergey Eduardovich 6 5 3 24 7 75.00
Potanin Vladimir Olegovich 4 22 12 5 8 70.83
Alekperov Vagit Yusufovich 3 15 7 17 9 66.67
Galitsky Sergey Nikolaevich 5 24 13 3 9 62.50
Kovalchuk Boris Yurievich 15 10 10 10 9 58.33
Guriev Andrey Grigorievich 14 7 9 14 12 54.17
Bogdanov Vladimir Leonidovich 11 9 8 22 13 50.00
Shulginov Nikolay Grigorievich 21 11 18 1 14 45.83
Ivanov Sergey Sergeevich 13 17 14 13 15 41.67
Shevelev Alexander Anatolievich 8 23 15 12 16 37.50
Grachev Pavel Sergeevich 12 19 15 16 17 33.33
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CEO: full name Ranging by TSR Ranging by market capitalization  Financial rating Ranging by ESG Overall rating

(1 - the best, 24 — the worst) (1 - the best, 24 - the worst) (1 - the best, 24 — the worst)
Sechin Igor Ivanovich 18 21 22 2 18 29.17
Mikhelson Leonid Victorovich 16 20 20 7 19 25.00
Oseevsky Mikhail Eduardovich 19 12 15 19 20 20.83
Tokarev Nikolay Petrovich 20 14 19 18 21 16.67
Shamolin Mikhail Valerievich 24 16 23 9 22 12.50
Shishkin Andrey Nikolaevich 22 18 23 11 23 8.33
Dyunning Yan Gezinyus 23 13 20 20 24 4.17

Rating 2018

CEO:s full name Ranging by TSR Ranging by market capitalization  Financial rating Ranging by ESG Overall rating

(1 - the best, 24 — the worst) (1 - the best, 24 - the worst) (1 - the best, 24 — the worst)
Sechin Igor Ivanovich 2 5 2 3 1 100.00
Potanin Vladimir Olegovich 4 1 1 6 2 95.45
Mikhelson Leonid Victorovich 1 6 2 4 3 90.91
Shevelev Alexander Anatolievich 7 4 4 1 4 86.36
Grachev Pavel Sergeevich 3 10 5 12 5 81.82
Fedorishin Grigory Vitalievich 12 2 6 10 6 77.27
Ivanov Sergey Sergeevich 5 9 6 17 7 72.73
Kovalchuk Boris Yurievich 8 11 11 8 8 68.18
Guriev Andrey Grigorievich 6 12 9 14 9 63.64
Shilyaev Pavel Vladimirovich 13 3 8 18 10 59.09
Alekperov Vagit Yusufovich 16 7 13 7 11 54.55
Maganov Nail Ulfatovich 10 8 9 19 12 50.00
Tokarev Nikolay Petrovich 9 13 12 15 13 45.45
Shamolin Mikhail Valerievich 19 14 16 13 14 40.91
Shekhterman Igor Vladimirovich 15 19 17 11 15 36.36
Shulginov Nikolay Grigorievich 20 18 21 2 16 31.82
Naumova Olga Valerievna 11 21 15 16 17 27.27
Kornya Alexey Valerievich 18 19 20 5 18 22.73
Saveliev Vitaly Gennadievich 21 15 19 9 19 18.18
Shishkin Andrey Nikolaevich 14 16 14 21 20 13.64
Bogdanov Vladimir Leonidovich 17 17 17 20 21 9.09
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Rating 2019

CEQO:s full name Ranging by TSR Ranging by market capitalization  Financial rating Ranging by ESG Overall rating
(1 - the best, 24 — the worst) (1 - the best, 24 — the worst) (1 - the best, 24 — the worst)

Grachev Pavel Sergeevich 4 5 3 1 1 100
Potanin Vladimir Olegovich 1 1 1 7 2 96.97
Alekperov Vagit Yusufovich 5 3 2 10 3 93.94
Kovalchuk Boris Yurievich 9 8 5 5 4 90.91
Sechin Igor Ivanovich 14 6 7 3 5 87.88
Dubovskov Andrey Anatolievich 2 13 4 15 6 84.85
Shulginov Nikolay Grigorievich 8 16 9 6 7 81.82
Shevelev Alexander Anatolievich 25 2 12 2 8 78.79
Kornya Alexey Valerievich 16 7 8 13 9 75.76
Shekhterman Igor Vladimirovich 15 10 10 11 10 72.73
Livinsky Pavel Anatolievich 10 9 6 25 11 69.70
Oseevsky Mikhail Eduardovich 12 19 16 4 12 66.67
Murov Andrey Evgenievich 11 14 10 19 13 63.64
Mikhelson Leonid Victorovich 27 4 16 9 14 60.61
Kunitsky Vladimir Yakovlevich 6 23 13 20 15 57.58
Bogdanov Vladimir Leonidovich 3 26 13 27 16 54.55
Uzhakhov Bilan Abdurakhimovich | 18 11 13 30 17 51.52
Gordeev Sergey Eduardovich 19 18 19 21 18 48.48
Molchanov Andrey Yurievich 22 17 21 17 19 45.45
Shirokov Maxim Gennadievich 17 20 19 26 20 42.42
Tinga Herman Franciscus Johannes | 7 28 18 29 21 39.39
Maganov Nail Ulfatovich 30 12 22 23 22 36.36
Tokarev Nikolay Petrovich 28 15 25 16 23 33.33
Saveliev Vitaly Gennadievich 26 24 27 12 24 30.30
Fedorishin Grigory Vitalievich 24 32 29 8 25 27.27
Guriev Andrey Grigorievich 23 29 28 14 26 24.24
Butko Alexander Alexandrovich 20 22 22 31 27 21.21
Tatriev Hasan Kureyshevich 21 21 22 33 28 18.18
Shilyaev Pavel Vladimirovich 13 33 26 24 29 15.15
Shpakov Valery Vasilievich 30 27 30 22 30 12.12
Ivanov Sergey Sergeevich 29 30 32 18 31 9.09
Dyunning Yan Gezinyus 33 25 31 28 32 6.06
Stepanov Sergey Stanislavovich 32 31 33 32 33 3.03

111

Higher School of Economics



Journal of Corporate Finance Research / New Research

Vol. 16 [ N 4 | 2022

Appendix 3. Verification of Hypothesis 1

Breusch-Pagan Tests

Breusch and Pagan Lagrangian multiplier test for random effects
ROA[comp_num,t] = Eb + u[comp_num] + e[comp_num,t]

Estimated results:

Var sd = sgrt(var)
ROL L9789072 L.9593974
e .589714977 LTT27857
u L403695 .83537
Test: Var{u) =0
chibar2 (01) = 95,87
Prok > chibar2 = 0.0000

Breusch and Pagan Lagrangian maltiplier test for random effects
ROE [comp_num, t] = b + ul[comp num] + e[comp num, t]

Estimated results:

Var sd = sgrt (Var)
ROE 1.255854 1.13835%
= .TOET7386 .8407131
u .47408559 .E8853%
Test: Variu) = 0
chibar2 (01l) = 133.78
Prok > chibar2 = O_oooao

Breusch and Pagan Lagrangian multiplier test for random effects
MarketCap [comp_num,t] = ¥b + u[comp num] + e[comp_num,t]

Estimated results:

Var sd = sgrt({Var)
MarketCap 3.887848 1.871763
e .36l0678 .60088492
u 1.2986717 1.138735
Test: Var{u) = 0
chikar2{0l) = 60l.49
Prob > chibar2 = 0.0000
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Final models, verification of hypothesis 1

wtreq ln_roa ESGParticipation leverage Firmsize,

e

Random-effects GLE regression Humber of obs = 205
Eroup variable: comp_mnum Humber of groups = 7%
B-=q: Obs per group:
within = 0.0504 min =
betwesn = 0.0Z68 awg = 5.2
overall = 0.04268 max = 7
Wald chiZ i3] = 1B.E5
corr (u_i, X) = 0 (assumed) Frob > chil = 0.0003
In_roa Coef. Std. Err. 5 =5 | [55% Conf. Interwvall]
EScParticipation -3110875 -1415742 2.20 0.028 .B33E072 .5885678
leverage -. 147255 -0403851 -3.65 0.000 -.2264083 -.0681017
Firmsice -.0701075 -0473647 -1.48 0.138% -.1E254305 .B22T72Z5E
_cons -2.175238 -5735017 -3.78% 0.000 -3.300065 -1.050412
sigma_mu .E3536558
sigma_= - TTZTRIES
cho . 40333457 {fraction of variance due to u_i]
- wif uncentered
Variable VIF 1/VIF
Firmsize 1.75 0.558105
ESEPartici~n 1.¢1 0.€19224
lewverage 1.17 0.853408
Mean VIF 1.53
atreq ln_roe ESGParticipation leverage Firmsise, re
RBandom-effects GLE regression Humber of obs = 216
Group variable: comp_mnum Humber of groups = 76
B-=q: Obs per group:
within = 0.0253 min = 1
between = 0.Z0EE arg = 5.3
overall = 0.1248 max = 7
Wald chiZ (3] = 27.40
corr{u_i, X) = 0 jassumed) Prob > chil = 0. 0000
Iln_ro= Coef. Std. Ercr. 5 P>|m| [55% Comf. Intervall
EScParticipation .320555% -1532227 2.05 0.03E6 -0202445 - 620867
leverage -20ETE4 043453 4.75 0.000 1215153 -2520086
Firmsige -.06234982 0505243 -1.23 0.217 -.1613744 -DIEETTE
_cons -1.0585432 6104463 -1.80 0072 -2.255873 0570324
sigma u .EBB52B55
sigma = .B40713135
rho 40136678 {fraction of wvariance due to u_i]
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. vif,uncentered

Variable VIF 1L/VIF
Firmsize 1.78 0.560E87

E5GPartici~n 1.1 0.£19914
leverage 1.1& 0.859483
Mzan VIF 1.52

- mtreg ln marketcap E3GParticipation leverage Firmsice, re

Random—effects GLS regression Humber of obs = 453
Group wariable: comp num Humber of groups = Bl
R—=qg: Obs per group:
within = 0.0B57 min = 1
betwesn = (0.5422 awg = E.1
overall = 0_.5132 max = 7
Wald chil (2] = 100.72
|:|:|1:J:[u_:'|., x) = 0 [amsumed) Frob > chil = 0. o000
ln_m:l.:kct-:ap Coef . Std. Ezx. = Exlsl [55% Conf. Intervall
EdGParticipation -747831€ -1303564 £.21 Q. 000 -511%373 -9B37358
leverage —.1135€72 -D25€52 -2.1E o.o002 —.1lB2444 —.042ES0DE
Firmsice -2€72155 -04700BE 5.€9 0. 000 -1751B48 - 2554551
_cons T.€021B2 -aB50072 12.00 0. 000 €.45558 B.T74B7T7E
sigma u 1.1387348
sigma e . EQODBBSL1S
rho .TB215%BE2 [(fEraction of wariance due to u_i]

. vif,uncentered

Variakle VIF 1/VIF
Firmsize 1.58 0.833631

ESGPartici~n 1.53 0.6526259
leverage 1.07 0. g
Mean VIF 1.3%
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Appendix 4. Verification of Hypotheses 2-5

Final Models

- mtreg ln market cap Rating Jcore CEQAge CEQTenure Financial degree Leverage, robust e

Random—ef fects GLI regression Humber of obs= 257
Group wvariable: ceoc_num Humber of groups = 123
R-=qg: Cbs per group:
within = 0.1142 min = 1
between = 0_1€40 awvg = 2.2
owarall = 0.15%32 max = 5
Wald chilZ (5] 31. 26
|:|:|:|::|:[1.1._i, X} = 0 [a=m=umed) Probk > chil = 0. 0000

[(3td. Err. adjusted for 122 clusters in :en_num]
Robust

ln_ma:tct-_:;p CoeE . Std. Ezzx. -4 Exlsl [55% Comnf. Intervall
Rating Jcore -D0EEATE .00151BS 2. 4€ 0.001 -0o2877 -0102587
CEQAge -0D2ET7851 -0172B 0B 1.54 0.123 —.00F2EEE -DE0BELB
CECTenure - 04e3gaol 0225505 1.51 0.057 —.00l23o4 -0BBESO0E
Financial degree -2595€488 -1l73a034 1.70 o.oBB —.044315€ -E3551a3
Leverage —. 0024457 .002E441 —1.20 0.152 —_00BEZ2B -O01T3ET
_rcons S _5321E07 -B132472 11.72 0. 000 T.82TET2 11.12554

sigma u 1_3477€2

sigma e .25940€2€8

rho . S212448 [Eraction of wariance due= to u_i]

Model with ROA added as the dependent variable, verification of hypotheses 2-5

xtreg ln_market_cap Bating_Score CEQRge CEQOTenure Financial degree Leverage BOR ,robust re

Bandom-effects LI regressiom Humber of obs = 357

Eroup variable: ceo num Humber of groups = 123
B-=q: Obs per group:

within = 0.1427 min = 1

between = 0.2008 awrg = 2.2

ovrerall = 0.23271 max = 5

Wald chiZ(€) 55.23

corr {u_i, X) = 0 (assumed) Prob > chil = 0. 0000

(ftd. Err. adjusted for 123 clusters in ceo_num)
Bobust
ln_market_cap Coef. Std. Errc. 5 Exl=l [5% Conf. Intecvall
Bating_ Score .DDESZE 1502 2.143 0.001 -00ZE011 0102565
CEQRge -BZTETEI L.D172%13 1.60 0.10% -. 006211 .DELSESE
CEQOTenure 30363 Z 0227059 1.78 0.076 . 0031456 .0B4BT1E
Financial_ degres - 2017572 -1734121 1.74 0.082 .03812484 6416287
Leverage -. 0024317 2113 -1.15 0.250 .DDESTAL 0L T0%T7
RO 5344388 2375108 2.53 0. 000 -3681422 1.300725
_cons G.345502 .Bl0B338 11.65 0. 000 T.B5E6257 11.03471
sigma_u 1.331282
sigma_= .38850301
rho JBZ152053 {fraction of wvariance due to u_i)
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. wif, uncentered

Variable VIF 1/VIF
CECAge 2.13 0.219250
CECTenure 2.44 0.410007
Financial =~e 1.53 0.E53720
Rating 3core 1._42 0_70E228
ROA 1.41 0_.7113E7
Leverage 1.12 0_BBSEAT

Mean VIF 1.84

wtreq BOR Rating Scors CEQRge CEOTenures Financial degres Leverage,

Bandom-effecks ELE regression
Group variable: ceo_num

a b
Ao
L g
[
[

corr(u_i, X] =

L003s
.1264
JDELE

0 {assumed)

Humber of ohs

Humber of groups

Obs per group:

Wald chiZ i3]
Prob > chil

min =
awg =

max =

robust re

357
123

26.62
G.000L

{8td. Err. adjusted for 123 clusters in ceo num)
Bobust

ROR Coef. Std. Ezz. 5 Exls| [65% Conf. Interwvall
Bating_Score S ETS . M0181% 3.12 0. Z . IE115 05234
CEQRge -.0010%8E . MpOEAE 12 -1.25 b.212 -. 00ZBZ5S .0 EZE3
CEQTenurs L0017 EET . 011203 1.58 0.115 - . e zZe . 03GE2Y
Financial degree -. 0053715 . 0147448 -0. 64 0. 525 -.03BZ712 .B155274
Leverage -.0018644 . M58 04 -3.21 0. 001 -. 003 001% -. 0MITZES
_Cons 1050462 . 1443507 Z. 46 r.0l4 22042 1560504

sigma m .DE553754

sigma = - 05171727

rho .3E774132 {fraction of wariamce doe to uw_ i)
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Model with time lag for the CEO’s score, verification of hypotheses 2-5

EteEng ROA l.Rating Scora CEOAgae CEOTanues Financial degeas Levarage, eobaat fa
Randam—a ta GLE eagEaasion Humb=ie of oba 272
GEaUp variabla: oo Humb=: £ 54
R-aq: Oka paE JEsup:

withim ao.aaa08 mimn 1
Feart wet i a.1107% avg .
avaEall 0.0451& ma ¥ 4
Wald «hiZi(h) 12.24
earE (o i, X) 0 (a9 amend § Peal > ohil 0.0317
(ftd. Ereg. adjusted for 94 clustaers in oad nom)
Robuat
ROA Com . atd. EEE. E Pxlz| [35% Conf. Intaevall]
Rating Seooea
L1. - 0040 &40 31 LO002814 2.14 0.032 ~0000517 L0111 5450
CEORgS = . 000 30408 L0107 &5 -0.28 0.7Aa40 -.0024107 - 01RO %2
—. 0008 4& 0011427 -0.74 0.45% -.003085%2 - 0013932
Financial dageas -0 09 %A %6 -0171: 0.58 a.5%6d0 -.0236341 -0436132
L war Eage —-. 0007 &4 LO00AR1 27 -0. 94 0.34% -.0023%&648 - 0aR2 8%
NS - IAA3N2 R B 1.58 0.113 - .020A8%A % - 1975029
Algma wu - 07 H2 31996
algma & -0V &R E043
£ hay - 1 AR 33 &7 (fraction of varianos duos to oo i)

. wifE,

uncentered

Variable VIF 1/VIF
CEQAge 2.51 0.2423744
CECTenure 3.43 0.410%02
Financial ~e 1.53 0.E523T20
Rating Jcore 137 0.725571
Leverage 1.11 0.502225
Mean VIFE 1.87

atreg BOE Bating Score CEQRge CEQTenure Financial degree Leverage, e

Bandom-effects ELY regressiomn Humber of ohs 157
Group variable: ceo_num Humber of groups = 123
B-=q: Cbs per gooup:
within = 0.0043 min = 1
between = 0.1713 awg = 2.2
overall = 0.0403 max = 5
Wald chiZis) 16.41
corriu_i, X] =0 (assums=d)] Prob > chil = 0 .0058
BOE Coef. Std. EBrr. 5 Bx|z| [55% Comf. Interwvall
Bating Score 00234327 -D0Z5BET 0.50 0.367 - . 0027467 - 0074321
(EQRge 0120748 -DODEEL123 1.40 0.1l - .00 4B0ES -D2BE5ET
CEQTenure -.0147617 -B12E734 -1.1€ 0.244 -.0356011 - 100777
Financial degree -.0155583 -lE0Z1ER -0.10 0.523 -.3255774 - 2584608
Leverage -.0347521 0102415 -3.38 0.001 -.0548251 -. 0186752
_cons -.2640545 -3315222 -0.61 0.541 -1.1088232 .aBl7135
sigma_u 0
sigma_ e 1. 355166
rho 0 (fraction of wvariance dune to u_i)
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wtreq BOE l1.Bating_Score CEQAge CEOTenure Financial_ degree Leverage, re

Random-effects GLE regressiomn Humber of obs = 272
Eroup wvariable: ceo_num Humber of groups = G4
B-=q: Obs per group:
within = 0.031% min = 1
between = 0.0353 avg = 2.9
gverall = 0.032435 max =

Wald chiZ (5] = 2.78%
corr{u_i, X) = 0 (assumed) Prob > chil = 0. 5807
ROE Coef. Std. Err. 5 Bx|m| [55% Conf. Imntervall
Bating_Score
Ll. .001E711 . 003GRZZ 0.432 0.E75 -.00E1238 -H05%aTE
CEQkge 0177648 . 013387 1.33 0.185 -. 0084733 . 0440025
CEQOTenure -.0Z43816 015516 -1_25 0.212 -. 0626321 -H13BEGE
Financial_ degre=s 0146237 .2852208 0.0E 0.551 -. 365716 .4%55634
Leverage -.0122254 0145708 -0.82 b.414 -.0415676 0171168
_cons -.37T7T564 .ETE4B05 -0.71 0.a80 -1.8032841 .B475134
sigma_u -327132353
sigma_= 1.4351502
rho .11BBETEL {fraction of variance due to u_i)
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