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ABSTRACT

Despite the ample empirical evidence on the ESG-firm outcome relationship, the
implication of ESG on reputation, specifically in the hospitality industry, remains
underexplored to date. Therefore, this study examined the ESG-corporate reputation
relationship with moderating effect of casino operation. Drawing on Signaling and
Legitimacy theories, this study addressed the current research by applying a linear
regression with panel data drawn to analyze data on 24 public hotel firms in the United
States between 2002 and 2023. Specifically, the result reveals that: environmental
performance decreases corporate reputation, social performance has no significant effect
on corporate reputation, while governance performance increases corporate reputation. In
terms of the moderating effect, this study found that: casino operation positively moderates
the environmental performance-corporate reputation relationship while negatively
moderating both social performance-corporate reputation and governance performance-
corporate reputation relationships. Theoretically, this study extends ESG -corporate
reputation literature by providing a logical discussion about how each dimension of ESG
is related to building a strong corporate reputation. In addition, this study advances the
ESG studies in the field of hospitality management by introducing casino operations as a
moderator factor, highlighting how industry-specific characteristics shape the ESG-

corporate reputation relationship.
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Chapter 1

INTRODUCTION

1.1 Background and Rationale

Environmental, social and governance (ESG) practices guide corporate actions and
inform the public about a firm’s values, goals and potential challenges (Jamali et al., 2019).
As noted by Gupta (2021, p.1) “while CSR aims to make a business accountable, ESG
criteria make such business efforts measurable.” As a result, ESG has gained tremendous
consideration in the business world—due to increasing pressure from concerned
stakeholders for companies to incorporate sustainable and responsible practices (He et al.,
2024; Ioannou & Serafeim, 2015). This growing interest in ESG has become important for
compliance and risk managers, customers and investors who are not only assessing a firm’s
financial stability in making investment decisions but also its sustainability practices (Kim
et al., 2019; Driessen, 2021; Kruesi & Remy, 2024). ESG is now considered a topic of
discussion in the boardroom and a key expectation from concerned stakeholders (Porter,

2021; Chen et al., 2022).



Thus, from a theoretical perspective, it is consequential to understand how and why
firm’s ESG could contribute to its organizational outcome specifically, the hospitality

industry with high level of carbon footprint (Ricaurte & Jagarajan, 2021).

The hospitality industry has experienced a heightened emphasis on ESG initiative
due to its significant environmental impact (Legrand et al., 2013; Singal, 2014), and
exposure to operational risks (Kim et al., 2021; Singal, 2015). The industry’s adverse social
and environmental impacts have increased the awareness of the importance of ESG
practices among key stakeholders (Li et al., 2025). Hence, firms under the industry are
setting internal sustainability goals to enhance their ESG impact (Kilig, 2021). Hotel plays
a major role in contributing to environmental degradation through high level consumption
of natural resources, non-renewable energy, and substantial production of waste and
greenhouse gas emissions (Singhal, 2014; Sloan et al., 2009; Verman & Chandra, 2018).
This is concerning given the current scale of the hotel industry and its projected future

growth (Facts & Factors, 2022).

For example, Marriot Hotels has introduced several sustainable and
environmentally friendly initiatives such as eco-pillows, biodegradable laundry bags, eco-
friendly key cards, low-volatile organic compounds paint and many other initiatives to
lower its carbon footprint (Marriot, 2023; Zhao et al., 2025). Similarly, Hilton Hotels &
Resorts have shown continuous commitment to ESG practices through its “Travel with
Purpose” initiatives to reduce carbon footprint by reducing water usage, and food waste,

sustainable cuisine and net zero operations (Hilton, 2023).



As aresult, ESG has moved from being just a compliance requirement to a strategic
implementation for hotels firms to promote their corporate reputation and consequently
long-term competitiveness (Garcia-Sanchez et al., 2020; Theodoulidis et al., 2017). As the
hotel industry adapts to the difficulties posed by resource scarcity, environmental
degradation, and changing stakeholders’ expectations (Moscardo, 2019), strategically
incorporating ESG into their business operations has thus become highly important
(Higgins-Desbiolles, 2020; Legendre et al., 2024). For example, about 70 percent to 78
percent of travelers have shown preference for hotels that utilize sustainable practices
(Booking.com, 2022; Liu, 2022). Therefore, sustainability has gained tremendous attention
in the hotel industry, and has generated stakeholders’ interests (Kim et al., 2019; Kruesi &

Remy, 2024).

Considering the importance of sustainable practices in the hotel industry, it is
unsurprising all major hotel chains have adopted strategies such as investing in ESG
initiatives to reduce their carbon footprint, and decrease waste production (Ricaurte &
Jagarajan, 2021). Despite the increasing attention of researchers on the outcomes of ESG
(e.g., loannou & Serafeim, 2015; Chen, et al., 2022; He et al., 2024), the mixed findings
on the outcomes cast doubt on whether ESG investments are worth pursuing (He et al.,
2024). Specifically, previous hospitality related studies have examined the association
between ESG and its consequence on firms’ outcomes (e.g., Franco et al., 2019; Inoue, &
Lee, 2011; Shim et al., 2021). However, the outcomes from these studies are inconsistent

and inconclusive.



For instance, some studies established a positive association between sustainability
initiative and its organizational outcome (e.g., Inoue & Lee, 2011; Kang et al., 2010; Lee
& Park, 2009; Molina-Azorin et al., 2009; Theodoulidis et al, 2017). Specifically, Lee and
Park (2009) used aggregated ESG data for both hotel and casino companies. The authors
found a positive relationship between the aggregated ESG data and financial performance
while no relationship was established for the casino companies. Further, Molina-Azorin et
al. (2009) samples Spanish hotels in their study and collected data using survey
questionnaires. They also found a direct relationship between CSR and performance. Based
on these findings, a recommendation was made for the hotel companies to strategically
increase their sustainability investment for the benefits of short-term and long-term

performance.

In contrast, other studies have found negative consequences of ESG on firm
outcomes (e.g., Cordeiro & Sarkis, 1997; Duque-Grisales & Aguilera-Caracue, 2021;
Folger-Laronde et al., 2020; Marsat & Williams, 2011). Using a sample of 523 US firms
Cordeiro & Sarkis (1997) examined corporate environmental pro-activism on financial
performance measured by one-year earnings per-share forecasts and found a significant
negative relationship. Folger-Laronde et al. (2020) in their study using multivariate linear
regression model found a negative relationship between ESG and financial returns during
COVID-19 pandemic. This finding offers unique insights that during market downturns,
firms’ investment in sustainability seems not to be beneficial. The ambiguity in findings

underscores the importance of conducting more targeted studies on the relevance of ESG



initiatives. Specifically, within specific industries where such initiatives matter such as

hotels with interest in sustainability practices.

The inconsistencies in the extant literature are attributed to several reasons such as
the use of multi-industry samples, cross-sectional observations (Godfrey & Hatch, 2007),
subjective measures (i.e. survey questionnaire), small sample issues, and the use of
aggregated ESG score which may be biased and the variability of methods used by the
rating agencies (Berg et al., 2022; Godfrey & Hatch, 2007; Thirumalesh Madanaguli et al.,
2023). While the above approaches have their advantages, they also suffer some
limitations. For instance, the use of survey questionnaires is prompt to response bias and
measurement error (Conway & Lance, 2010; Min et al., 2016). The small samples raise a
question about representativeness and generalizability (Lindell & Whitney, 2001;

Podsakoff et al., 2012).

Focusing on a single industry is important because “industries exhibit special
uniqueness in the that the internal competencies or external pressures inherent in the
industry create a ‘specialization’ of social interests” (Griffin & Mahon, 1997, p.10). In
other words, because every industry encounters different social concerns catalyzed by
internal and external actors, the organizational outcomes derive from a particular initiative

may vary depending on the industry (Griffin & Mahon, 1997; Inoue, & Lee, 2011).

Furthermore, the utilization of aggregated ESG score obscures the identification of
individual effects as specific dimensions of environmental, social and governance

performance may have different impacts, making the findings less generalizable



(Thirumalesh Madanaguli et al., 2023; He et al., 2024). Assessing the individual ESG
dimension explicitly provides a deeper understanding of how best the hospitality industry
can utilize sustainability investments in addressing organizational outcomes and managing
risks (Amel-Zadeh & Serafeim, 2018). Theodoulidis et al (2017) further noted that ESG
dimensions affect organizational outcomes differently. Therefore, evaluating individual
dimensions of ESG enables tailored interventions to improve performance in certain areas,

resulting in more effective strategic effort (Grewal et al., 2017).

Despite the ample empirical evidence on ESG-firm outcome relationship as
discussed and cited previously, the implication of ESG on reputation specifically in the
hospitality industry remain underexplored to date. From a managerial standpoint, firm
reputation has long been acknowledged as an important source of competitive advantage
and a valuable asset that drives sustained and superior market performance (Deephouse,
2002; Ali et al., 2015). Moreover, firms with a strong corporate reputation are linked with
favorable financial performance (Gatzert, 2015; Vig et al., 2017), attract top talents (Turban
& Cable, 2003; Collins & Han, 2004; Wang, 2013) and secure profitable strategic alliance

(Rhee & Valdez, 2009).

Based on signaling theory, reputations specifically for hotels —acts as an
informational cue that helps guests make informed decisions about selecting or returning
to a hotel, especially when direct evaluation is difficult, and which can enable firms to
charge premium prices (Rehman & Pal, 2020; O’Connor & Assaker, 2022). In the hotel
industry, the intangible and diverse nature of service provision makes it difficult for guests

to evaluate the quality of service prior to their stay (O’Connor & Assaker, 2022). Thus, to



make decision, guests rely on their perception of the hotel’s reputation, external factors,

other stakeholders’ review or their personal past experiences (Marifio-Romero et al., 2020).

Given that the hotel’s ESG serves as an external signal of a hotel’s commitment to
sustainability, investigating its impact on reputation is crucial. In addition, ESG can
influence stakeholder perceptions and decision-making (Garcia-Sanchez et al., 2020),
making it possible to assess their influence in shaping hotel corporate reputation.

Therefore, this study investigates how ESG enhances hotel’s corporate reputation.

Given that casino firms that also provide lodging operations in addition to gaming
often face scrutiny from different stakeholders due to the perceived nature of the firm as a
sin industry (Hing & Mackellar, 2004). Firms that sell or deal with gambling, alcohol,
weapons, tobacco, abortion and related operations are stigmatized due to society’s
perception of that product and services even though such offerings are not illegal in some
context (Liu et al., 2014). Controversial business operations like Casino are commonly
stigmatized or considered as sinful due to the kind of products or services they provide
such as gambling addiction which cause harm to the society or individuals (Lindgreen et
al., 2012; Vong & Wong, 2013). Thus, another focus of this study was to examine the

moderating effect of casino operation on the ESG-hotel corporate reputation relationship.

To address the existing research gaps, this study aims to investigate the impact of
ESG on hotel corporate reputation with a multi-faced approach. First, unlike general
industry studies, the unique nature of hotels where sustainability practices are of

importance require a specific study. Therefore, this research focuses on hotels specifically,



which is highly sensitive to stakeholder perceptions in relation to ESG. Second, to bridge
the limitation of the subjective measures, this study employs a quantitative approach to test

the impact of ESG practices on hotel corporate reputation.

Third, while aggregated ESG scores offer a broad assessment of a firm’s overall
sustainability performance, they often delimit the individual and varied impacts of
environmental, social and governance elements. This is because the aggregated score effect
may result from a strong performance in one dimension alongside a weak performance in
another dimension. For instance, a hotel with weak environmental policies but strong social
and governance policies may still have a favorable aggregate ESG score, resulting in
misleading conclusions. Therefore, this study uses a more granular approach by evaluating
the impact of each dimension of ESG separately with the hope of providing insights and a

more specific comprehension of their respective contributions to corporate reputation.

For several reasons, assessing the reputational benefits of ESG for the hotel industry
is important. To begin with, when hotels demonstrate a commitment to ESG practices and
become sustainable, stakeholders view them more favorably (Helm, 2007; Bartikowski et
al., 2011). As a result, exploring ESG-reputation nexus will help hotels understand the
direction and magnitude of ESG and which dimensions contribute to reputation the most.
This will allow hotel firms to know exactly which element to prioritize and focus their
initiative on. Linking ESG to corporate reputation offers a strategic lens to comprehend
how sustainability practices influence stakeholder trust as well as perceptions. This is
because stakeholders are now given attention to businesses that are operating in a socially

and responsibly manner (Xu & Gursoy, 2015; Merli et al., 2019; Balaji et al. 2019).



Second, corporate reputation as an important intangible asset can significantly
impact firms’ outcome (Deephouse, 2002). Hence, understanding how ESG affects
reputation can help provide valuable insights for hotels for strategic decision-making. In
addition, in a highly proliferated industry like hospitality with many choices available to
consumers, maintaining a good reputation serves as a source of competitive advantage
(O’Connor & Assakar, 2022; Bartikowski & Walsh, 2011). Therefore, it is important to
empirically establish whether such a reputation can be achieved through ESG for hotels.
Moreover, while ESG impact has been explored in different sectors, the unique
characteristics of hotel industry being a major contributor of greenhouse gas emission and
substantial resource consumption necessitate industry-specific exploration to offer unique

and tailored insights (Verman & Chandra, 2018; Ricaurte & Jagarajan, 2021).

Therefore, this research will not only address a critical gap in the extant literature but
also offers actionable recommendations for hotel practitioners and managers on how to
leverage ESG strategies as a mechanism for strengthening their corporate reputation and

accomplishing sustainable growth. The specific objectives of this study are as follows:

1. To formulate a theoretical framework for the relationship between ESG and hotel
corporate reputation,

2. To establish the moderating role of casino operations on the relationship between ESG
and hotel corporate reputation

3. To provide implications for academic and industry practitioners.



Chapter 2

LITERATURE REVIEW

2.1 Evolution and Definition of ESG practices

In 1987, the term or concept of sustainability development was first introduced by
the United Nations. It is considered the approaches to fulfilling the needs of the present
without comprising the ability of future generations to meet their own needs (United
Nations, 1987). Since then, businesses have been facing increasing pressure from social
groups and non-governmental organizations to improve their investment in sustainable
practices (Chen et al., 2022). While navigating emerging legislation and initiatives efforts

to strengthen ESG policies (Kimpel, 2021).

Following the incorporation of sustainability practices into corporate activities, the
concept of ESG emerged and has evolved over the years. In 2004, Kofi Annan who was
the UN Secretary General at the time pioneered the collection of the best practices geared
at fostering ethical business practices in the 2005 UN report entitled "Who Cares Wins:
Connecting the Financial Markets to a Changing World” (Rani et al., 2025; Shen et al.,
2023). The report categorized the ethical practices into three different interests:

environmental, social and governance practices, otherwise called ESG practices.

10



While ESG and corporate social responsibility (CSR) are sometimes used
interchangeably in the literature, it is important to note that they are different with separate
definitive goals and attributes (Wan et al., 2022). ESG is considered both a construct and
acronym that highlights three distinct but interconnected central areas of firm interests —
Environmental, Social and Governance (Duckler, 2023; RepTrak, 2023). ESG practices
focus on evaluating a firm’s sustainability and ethical practices through measurable criteria

(Chen, et al., 2022).

In contrast, according to the Commission of European Communities (2001, p.6)
CSR is defined as “a concept whereby companies integrate social and environmental
concerns in their business operations and in their interactions with their stakeholders on a
voluntary basis.” Based on the above definition, it is clear that businesses are expected to
implement the practices voluntarily, without imposition by other entities. This suggests that
firms not only adhere to the mandated or imposed regulatory rules and norms governing
their business operations but also extend their actions to voluntarily meet the expectations
of different stakeholders concerned. Thus, CSR is a broad framework that addresses social,
environmental and economic factors affecting a company’s policies, operations and

decision-making (Chen et al., 2022).

In comparing the two concepts, one of the key differences between CSR and ESG
is that CSR mainly focuses on addressing a particular social issue driven by the firm’s
intrinsic motivations (Rani et al., 2025). While ESG aims at accomplishing those issues by

implementing specific traceable sustainable practices (Rani et al. 2025). Furthermore, CSR

11



aims to hold firms accountable for their actions in achieving better social responsibility.
ESG on the other hand, provides measurable parameters for stakeholders to evaluate the
firm’s actions via their ESG scores, performance or ratings which are useful for decision-

making (Hallgren, 2021).

In addition, CSR aid firms in effectively conveying its values to the stakeholders,
promoting a healthier work environment. ESG, on the other hand, allows a firm to
communicate to both current and potential investors that its socially responsible efforts are
yielding results (Gillian et al., 2021). Moreover, ESG practices have become mandatory,
especially in financial reporting and sustainability disclosure and are expected to be
reported by publicly traded firms in some climate. It is, however, important to note that
ESG compliance is not uniform across the globe and industry, but it is progressively

expected by investors, regulators and other stakeholders.

Whereas CSR efforts are yet to be considered a mandatory practice, it is mostly left
to be driven by the individual firm’s value, stakeholder expectations and for achieving
competitive advantage. Though, some industries (e.g., extractive, manufacturing)
encounter stricter CSR obligations, mostly in the area of environmental and human rights
(e.g., labor laws) (Wirba, 2024). In other words, based on the explanation and comparison
provided above, it can be concluded that ESG practices build upon CSR by converting its
abstract principles into quantifiable standards enabling stakeholders to assess or evaluate

the firm’s effort towards socially responsible initiatives (Su & Cen, 2020). While CSR is a

12



set of practices, principles and activities aims to effectively manage issues that relate to

social, governance and environmental concerns (Su & Cen, 2020).

It can therefore be said that without the presence of CSR, there would be no ESG.
Therefore, ESG are criteria or framework that build on the principles of CSR and used by
stakeholders to assess how the concerned firms navigate risks and capitalize on
opportunities associated with environmental, social and governance factors (Pal, 2021; Lim
et al., 2022; Yu et al., 2025). However, the undoubtedly shared attribute between the two
concepts of CSR and ESG is that they both incorporate sustainability in their principles

and practices and are both useful for maintaining relationships with stakeholders.

As earlier stated, the ESG comprised of three different factors: environmental,
social and governance performance (Berg et al., 2022). The environmental pillar pertains
to a firm’s contribution to their immediate business environment in addressing issues of
environmental concern such as climate change, pollution control, greenhouse gas
emissions, water usage and resource conservation efforts (Darvishmotevali & Altinay,
2022). Therefore, the environmental pillar centers on a firm’s effort to address
environmental risks, foster sustainability, and minimize its environmental footprint
(Witold, 2019). Firms are being evaluated on their respective policies and practices in

achieving the above-mentioned factors and ranked favorably where they perform better.

Further, the social pillar relates to how organizations and their business operations
affect its stakeholders, encompassing aspects such as employment practices, diversity and

inclusion, labor relations, charitable activities, workplace health and safety as well as

13



employee training and development (Lim et al., 2022). Specifically, the social pillar or
factor evaluates how a firm interacts with its overall constituents (e.g., employees,
customers, suppliers and the host communities in general). Firms are generally assessed
based on their social impact, ethical conduct and contributions they make to the social well-
being and development, highlighting their role in society and the reputation they build

concerning social issues (Witold, 2019).

The governance pillar relates to how a firm regulates itself, with emphasis on
internal controls and mechanisms to ensure compliance with regulations, industry best
practices and corporate policies (Yu et al., 2025). Such policies include leadership and
management structures, board composition, financial transparency, decision-making
processes and ethical business practices to ensure effective management (Bae, 2022). The
governance dimension is critical for managing a firm efficiently and effectively, making
informed decisions, complying with legal requirements, and addressing the concerns of
external stakeholders (Witold, 2019). Firms that fail to meet the above three criteria risk
damaging their reputation, specifically in the case that these criteria align with the societal

expectations (Danziger, 2023; Koh et al., 2022).

Hence, firms that prioritize ESG activities are better regarded as likely to generate
long-term value for its stakeholders, thereby ensuring competitive advantage and growth
(Yang & Jang, 2020). Moreover, empirical studies have demonstrated that ESG practices
can create value for firms in terms of enhancing reputation, and stronger investor

confidence (Friede et al., 2015; Giglio et al., 2025; Gomez-Bezares et al., 2016).
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2.2 ESG and its benefits in the hospitality industry

The hospitality industry has a considerable environmental impact due to its
contribution to carbon footprint, high water and energy consumption and significant waste
generation among other factors (Dogru et al., 2022; Pan et al., 2018; Ricaurte & Jagarajan,
2021). According to Cohen et al (2014), it is projected that the hospitality industry will
account for about 40% of the global greenhouse gas emissions by the year 2050. Thus, the
industry’s social and environmental challenges have raised awareness of the need for ESG

practices among concerned stakeholders (Kilig et al., 2021).

However, engaging in ESG practices can help the hospitality industry in many
ways. Investing in ESG can help advance sustainability and climate-related goals while
also generating financial returns and aligning with broader societal values (Lins et al.,
2017; OECD, 2021). During the COVID-19 pandemic, ESG practices proved to be
important, as research indicates that hotel companies with higher ESG ratings
demonstrated greater resilience to the economic shock (Chen et al., 2022; Lin et al, 2023).
Moreover, previous studies indicate that hotels with sustainability certifications can
improve their key performance measures by leveraging a first-mover advantage (Bianco et

al., 2023).

Additionally, allocating resources to ESG-related initiatives helps mitigate the risk
of non-compliance (Kumar, 2023). ESG practices particularly for hotels can help mitigate
different risks such as social conflicts, labor practices, environmental degradation and

community relations (Goss & Roberts, 2011; Legrand et al., 2013; He et al., 2024). By

15



effectively mitigating these risks, firms with strong ESG may be seen by lenders or
investors as less risky borrowers (Cheng, et al., 2014). This is specifically important for
hotels, because their high capital intensity makes them more dependent on debt financing

relative to business formation in other industries (Singal, 2015).

The customers’ perspective and preferences regarding the extent and manner in
which ESG practices are being applied in the hospitality companies have been examined
(Moon et al., 2022). The extent to which ESG practices and sustainable practices influence
customer demand have also gained popularity (Hassan & Meyer, 2022). For example,
Appiah (2019) demonstrates that community engagement, which is one of the key elements
of the social dimension of ESG initiative, is linked to higher employee job satisfaction.
This is similar to the position of Lee and Park (2009) that engagement of hotel firms in
socially responsible activities can improve their customer loyalty which then leads to

superior financial performance.

Further, Goss & Roberts (2011) reported that hotels with better governance
practices exhibit strong financial performance and lower agency costs—highlighting the
significance of governance practices in the hospitality industry. Therefore, according to this
line of reasoning, it is expected that hotels firms with a high performance on ESG will
enjoy the opportunity to mitigate several risks such as debt-financing issues which may
signal a good reputation for stakeholders. However, a small number of studies have been

conducted on the reputational impact of ESG practices in the hospitality industry.
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Therefore, there appears to be a significant gap in regard to the strategic importance of

ESG practices in enhancing the corporate reputation of hospitality firms.

2.3 Previous findings of the impact of ESG on firm performance

The changing business practice involving the legal, social and financial
responsibilities alongside stakeholders’ interest in transparency and sustainability
initiatives, have ignited the demands for organizations to carry out their business activities
beyond the primary interests of shareholders (Behl et al., 2022; Waddock, 2004). However,
the major question emanating from the above argument is what degree a firm needs to
trade-off profitability for implementing ESG initiatives (Morgenstern et al, 2022). This is
because based on the stakeholder theory, firms expect to gain some financial return when
dedicating their resources to meet the stakeholders’ interests or expectations (Freeman,

1984).

Furthermore, Cornell and Shapiro (1987) contend that the inability of a firm to meet
the expectations of the stakeholders leads to higher costs, which negatively affect their
profitability. The authors claim that firms with a strong ESG, firms enjoy high customer
retention rates, improve their reputation and subsequently increase their financial
performance. A meta-analysis of 52 studies conducted by Orlitzky et al (2003) revealed
that there is a positive relationship between ESG practices and firm financial performance.
The study concluded that firms with strong ESG practices enjoy better performance than

their peers with less ESG practices.
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Another spectrum of literature that reported a positive ESG practices and firm
financial performance relationship from a causality direction is the slack resources. It is
argued that enhanced financial performance enables firms to possess excess resources,
which then allow them to prioritize and engage in ESG practices (Bodhanwala &
Bodhanwala, 2022; Waddock & Graves, 1997). The above position is supported by an
earlier study of McGuire et al (1988) who argued that the financial credibility of a firm
serves as a better explanatory variable for CSR practices, supporting the slack resources

assumption.

Velte (2017) studied the relationship between ESG practices and firm performance
of German-listed companies between 2010 and 2014 with a 412 firm-year observation. The
author employed two distinct performance measures of accounting (i.e. return on assets)
and market-value performance-based metric (i.e. Tobin’s q) both at one-year lagged, while
controlling for covariates like firm size, risks, industry and R&D investment. The
justification for the use of lagged variables was that ESG practices will not immediately
result in increased financial performance (Choi and Wang, 2009). The authors concluded

that there is a positive relationship between ESG and firm performance.

In line with the above, other studies have also reported and linked ESG practices to
a different favorable outcomes such as enhancing the productivity of sustainable conscious
employees (Valentine & Fleischman, 2008); increasing access to low-cost financing debts
(Cheng et al., 2014; Shin, 2021); and attracting top talented and well qualified employees
(Greening & Turban, 2000). Hou (2019) and Peng and Isa (2020) revealed that actively

investing in ESG related activities brings benefits to firms such as improved employee
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productivity, strong relationships with the stakeholders and the host community where the
firms operate. Moreover, Shi and Veenistra (2021) contend that giving importance to
building strong relationships with stakeholders can help firms build strong reputation, the
potential to attract top talents and customer loyalty — leading to high financial

performance and overall firm’s competitiveness.

In contrast, it is, however, argued that investing in ESG-related initiatives may
affect the financial reward of the shareholders (Hwang et al., 2024). This is because their
utmost interest is getting rewarded for their investment in the firm. This is in line with the
agency theory, which asserts that involving in responsibilities like ESG initiatives, may
result in conflict of interests between the firms and the shareholders as this may not be in
the best of their interests (Jensen & Meckling, 1976; Peng & Isa, 2020). This is because a
firm’s primary responsibility to shareholders is to allocate their resources to business
activities that would enable them to maximize their profits or return on their investment
(Friedman, 1970; Hwang et al., 2024). Thus, it is argued that investing in ESG practices
may lead to increased operating expenses, and as a result reduced profitability (Qureshi et

al., 2021).

Waddock and Graves (1997) neo-classical theorists, asserted that investing in social
related activities, shift the focus of the organization’s management away from pursuing
stakeholders’ interests into activities that would increase their operational costs with
limited financial returns, resulting in decline in profitability and shareholder wealth. The
above views are empirically supported by several of the existing literature. To begin with,

the study of Jensen (2002), found that while investing in sustainable practices and social
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issues is encouraging, it however, has a negative impact on firm financial performance.
The author further argued that social welfare can be achieved when firm prioritizes

increasing their firm’s value.

In another study, Elsayed and Paton (2005) investigated the contribution of
environmental performance to financial performance on a sample of 227 UK firms
covering 6 years between 1994 and 2000. The authors employed Tobin’s g, return on asset
and return on investment as a multi-dimensional measure of firm performance. Following
the analysis, the authors established that the relationship between environmental practices
and financial performance is neutral. In other words, there is no significant relationship
between ESG practices and financial performance. Another study by Barnett and Salomon
(2006) revealed a curvilinear relationship between ESG and financial performance.
Although, the authors contend that while a certain threshold of ESG practices optimizes
financial performance, further increment in ESG investment may reduce the financial

returns.

Based on a sample of 104 companies in five Latin American nations from 2011 to
2015, Duque-Grisales and Aguilera-Caracuel (2021) examined the relationship between
ESG score and firm financial performance. The researchers found that there is a negative
relationship between ESG scores, and the financial performance of the firms sampled. In
tandem with the assertion of other scholars like Friedman (1970) trade-off theory which
asserts that firms should only channel their resources on primary business activities to

maximize utmost profitability rather than being distracted by ESG initiative. The authors
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contend that firms that make high level of ESG investment divert resources from operations

and reduce their cash flow, resulting in a decrease in profitability.

Other scholars (e.g. McWilliams & Siegel, 2000; Ullman, 1985) found no
relationship between ESG practices and financial performance. These set of scholars
contend that the possible reason for the no relationship could be partly explained by the by
too many confounding variables in place when investigating a direct relationship between
ESG practices and financial performance. In the same vein, McWilliams & Siegel (2000)
demonstrates that the positive effect of ESG practices on financial performance
dematerializes or ceases to exist with the inclusion of R&D expenses in the research model,

highlighting possible misspecification in the prior models.

Nollet et al (2016) analyzed the impact of corporate social performance on firm
financial performance across different American companies. The researchers reported that
there is no significant linear relationship between the ESG-scores of the sampled firms and
the financial performance. In support of the argument of Barnett and Salomon (2006) that
a certain threshold of ESG practices optimizes financial performance. The researchers
further reported a quadratic relationship between ESG-scores and financial performance,
suggesting that it generates returns only after a certain level of investment and progress has
been accomplished. In other words, until a specific critical threshold is reached, ESG

investments may have a negative effect on financial performance.
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2.3.1 Inconsistencies of results

The inconsistencies in the extant literature on the link between ESG practices and
firm performance are attributed to several reasons such as the use of multi-industry
samples, cross-sectional observations (Godfrey & Hatch, 2007), subjective measures (e.g.,
survey questionnaire), small sample issues, geographical/institutional difference, and the
use of aggregated ESG score which may be biased and the variability of methods used by
the rating agencies (Berg et al., 2022; Godfrey & Hatch, 2007; Thirumalesh Madanaguli et
al., 2023; Rezaee et al., 2023). While the above approaches have their advantages, they

also suffer some limitations.

For instance, the use of survey questionnaires is prompt to response bias and
measurement error (Conway & Lance, 2010; Min et al., 2016). The small samples raise a
question about representativeness and generalizability (Lindell & Whitney, 2001;
Podsakoff et al., 2012). Focusing on a single industry is important because “industries
exhibit special uniqueness in the that the internal competencies or external pressures
inherent in the industry create a ‘specialization’ of social interests” (Griffin & Mahon,
1997, p.10). In other words, because every industry encounters different social concerns
catalyzed by internal and external actors, the organizational outcomes derive from a
particular initiative may vary depending on the industry (Griffin & Mahon, 1997; Inoue &

Lee, 2011).

Furthermore, the utilization of aggregated ESG score obscures the identification of

individual effects as specific dimensions of environmental, social and governance
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performance may have different impacts, making the findings less generalizable (He et al.,
2024; Thirumalesh Madanaguli et al., 2023). Assessing the individual ESG dimension
explicitly provides a deeper understanding of how best the hospitality industry can utilize
sustainability investments in addressing organizational outcomes and managing risks
(Amel-Zadeh & Serafeim, 2018). Therefore, evaluating individual dimensions of ESG
enables tailored interventions to improve performance in certain areas, resulting in more

effective strategic effort (Grewal et al., 2017).

Another possible explanation for the inconsistencies of results in the literature is
the use of divergent ESG ratings or scores measures. In the literature, the most cited sources
of data for ESG scores or ratings are MSCI ESG ratings formerly known as Kinder,
Lydenberg and Domini (KLD) (Bissoondoyal-Bheenick et al., 2024; Fatemi et al., 2018;
Semenova & Hassel, 2015), Thomson Reuters’ Refinitiv Eikon DataStream (Duque-
Grisales & Aguilera-Caracuel, 2021; Velte, 2017), Sustainalytics (Bissoondoyal-Bheenick
et al., 2024; He et al., 2024), Bloomberg Terminal database (Alareeni & Hamdan, 2020;
Alsayegh et al., 2020; Aydogmus et al., 2022). The above cited databases offer a wide range
of data for stakeholders like investors, researchers and consulting firms aiming to evaluate

and compare ESG across industries, and firm level (Berg et al. 2022; Lin, 2024).

However, while the aforementioned databases aim to provide accurate firms
sustainability and governance reports, the difference in their methodologies and validation
procedure remain contestable (Cort & Esty, 2020). For instance, Refinitiv, MSCI and
Bloomberg are more focused on quantitative factors while data providers like Global

Reporting Initiative and Institutional Shareholders Services are more focused on qualitative
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factors (Lee & Park, 2009; Lyssimachou & Bilinski, 2023). Thus, the lack of
standardization in ESG reporting, in addition to divergent in assigning weight to each
dimension of ESG (i.e., environmental, social and governance) factors, suggests that

generalization and comparisons of results across these data sources can be challenging

(Bartley et al., 2017; Cort & Esty, 2020; Douglas et al., 2017).

2.4 Defining Corporate reputation

The concept of corporate reputation has gained interest in literature since the mid-
1990s, when it was considered a pivotal strategic intangible asset that drives organizational
outcomes (Bromley, 2000; Kim & Cho, 2024). The concept further gained momentum from
the academics and industry practitioners following Fortune magazine’s publication of its
“Most Admired Companies” report (Deephouse, 2002). A corporate reputation which can
either be good or bad, positive or negative, is a broad evaluation of firm shaped by
stakeholders validated perceptions. It reflects the collective judgement of internal and
external stakeholders, which is influenced by past actions and expectations of future actions
(Kim & Hong, 2012). However, for a firm to be successful and profitable, it should have a

good or positive reputation (Abratt & Kleyn, 2012; Herbig & Milewicz, 1995).

Although there is no consensus on the definition of corporate reputation. it has been
posited by Klein and Leffler (1981), as cited in Akey et al. (2024, p. 7), that “economists
have long considered reputations to be private devices which provide incentives that assure
contract performance in the absence of any third-party enforcer.” Following this, there have

been other modern definitions of reputation. Karpoft (2012) in the Oxford Handbook of
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Corporate Reputation defined reputation as “the present value of the cash flows earned
when an individual or firm eschews opportunism and performs as promised on explicit and
implicit contract.” Similarly, Board and Meyer-ter-Vehn (2013) conceptualized reputation
as the market’s perception about product quality and modeled reputation as a function of

customer’s belief about a firm quality capability.

Reputation is defined by Gotsi and Wilson (2001) as the accumulated assessment
of a firm by the public over time, driven by communication and corporate actions, and
assessed relative to closest competitors. In another perspective, Han (2006) posited that
reputation is the overall assessment of a company formed over time as a result of
stakeholders’ experiences with its various attributes. However, this study is premised on
the spirit of the generational definition by conceptualizing corporate reputation as a
valuable intangible asset that can influence consumer behavior, brand loyalty, investor

confidence, and firm performance.

2.5. Importance of reputation in the hospitality industry

According to signaling theory, corporate reputation, particularly in the hotel
industry, acts as an informational cue that helps guests make informed decisions about
selecting or returning to a hotel by reducing information asymmetry (Bartikowski & Walsh,
2011; Rehman & Pal, 2020). In this context, reputation serves as a substitute for any
missing information that guests need to make a well-informed decision (Su et al., 2017).
This is especially relevant in the hotel industry, where the intangible and varied nature of

hotel services make it difficult for guests to assess the quality of service they will
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experience at a particular hotel in advance. Guests, instead, base their decision to
(re)patronize a specific hotel on their perception of its reputation, which is shaped by the

opinions of other customer or their own past experiences (Marifio-Romero et al., 2020).

Furthermore, besides the financial benefits associated with corporate reputation,
such as customer loyalty, management literature presents other non-financial advantages
that come with a strong corporate reputation. Such advantages are often seen in voluntary
actions of customers that would improve the company’s performance and increase its
competitiveness beyond the financial transactions (Bartikowski & Walsh, 2011; Hwang &
Lyu, 2020). These benefits are divided into three dimensions: 1) feedback (participating in
surveys, suggesting ideas, reporting issues); 2) tolerance of negative experience (e.g.
tolerating poor service or slow service); and 3) supporting other customers (e.g. assisting
or providing other customers information on the company’s products and services)
(Assiouras et al., 2019). These forms of non-financial benefits are termed customer’s

citizenship behavior (O’Connor & Assakar, 2022).

Therefore, customers who possess a positive reputation of the company are likely
to form a positive perception of its practices and attributes. If the customers perceive these
practices and attributes as congruent to their own values, they are likely to identify and
affiliate with the company through increased involvement and voluntary behavior to foster
a sense of social prestige and belonging (Latif, 2021; O’Connor & Assakar, 2022).
Therefore, reputation can wither away perceived risks, which has proved to be high in the

hospitality related decision process (Loureiro & Kastenholz, 2011).

26



Existing studies like that of Lai (2019) and Kim and Kim (2016) in the hotel sector
found a significant influence of corporate reputation on customer outcomes like loyalty.
This delineates that hotel needs to give consideration to reputation building and carefully
manage the factors that constitute favorable reputation (Latif, 2021). However, while
different antecedents of corpore reputation have been explored, to date, the importance of
ESG practices in the hospitality industry, and its effect on corporate reputation remains
largely unexplored with existing studies rather focusing on other drivers that affect
reputation. As a result, considering the large involvement and investment of hotels in the
ESG practices, it is important to assess its possibility of contributing to hotel reputation.
Thus, the following sections discuss literature on each of the ESG dimensions and their

link to corporate reputation.

2.6 Theoretical background:

2.6.1 Signaling Theory

Signaling theory is a theoretical framework for comprehending how two parties
handle information asymmetric (Wells, et al., 2011). Signaling theory, posit that one party
a “signaler” embodied certain information that the other party “receiver” does not have
access to which needs to be communicated to the receiver (Spence, 1973). The signaler
then devises an appropriate approach to communicate information (i.e. signal) to the
receiver, while the receiver interprets the signal (Connelly, 2011). Based on this, there are

three main actors: the signaler, the signal and the receiver (Connelly et al., 2011; Spence,
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1973). Information asymmetry is encountered when one party in a decision-making process
or transaction has more details than the other (Connelly, et al., 2011; Spence, 1974). In
order to reduce the level of information asymmetry, the “signaler” (i.e. firms), then convey
credible information (i.e. signal) through their actions to “receiver” (i.e., stakeholders), to
influence their perception and decisions (Connelly et al., 2011; Spence, 1973). This is

because information plays a key role in an individual’s decision-making process.

However, because some information is kept privately, this leads to information
asymmetries between the holder and those who their decision-making may improve if they
have access to such information (Connelly et al., 2011). Hence, the quality of information
signaled by firms has significant implications for their success and competitive advantage

(Spence, 2002).

Signaling theory has its origin from a seminal work by Veblen (1899) entitled “The
Theory of the Leisure Class,” which proposes that the extravagant consumption and
wasteful spending of the wealthy individuals serve as a signal of their elite status in the
society (Connelly et al., 2011). In propounding the signaling theory, Spence (1973) used
the labor market to describe the signaling attributes of education. According to Spence
(1973), potential employers of labor at times do not have information depicting the quality
of job candidates. As a result, the candidates acquire higher education to signal their quality

as a perfect candidate and reduce the information asymmetry.

The acquisition of education is considered a reliable signal for employers because

candidates with lower quality would not be able to endure the academic rigor of higher
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education (Connelly et al., 2011). Thus, education is seen as a mechanism to convey
otherwise unobservable attributes of a quality job candidate (Weiss, 1995). As a result,
employers perceived that the higher education level of a job candidate will translate to

better performance at work and recruit employees with higher education degrees.

There are primarily three signals sent by the signaler: The first is signal of intent
which has to do with future actions of firms such as organizational disclosures and may be
conditional on the recipient’s response (Connelly et al., 2011). The second is the signal of
camouflage which is designed to hide or conceal a potential firm liability and redirect
attention away from a possible vulnerability that could result from such firm actions
(Connelly et al., 2011). The third type is signal of necessity which are intended or designed

to communicate the requirements which the firm must comply with (Connelly et al., 2011).

Bhattacharya (1979) demonstrates a basic signaling effect by distinguishing
between two firms: one with high-quality and the other with low-quality. The author asserts
that dividend payment reflects signals of firm quality and ability to generate future
cashflow. This implies that only high-quality firms have the capability of paying dividends
over the long-term while the low-quality firms will not be able to sustain dividend payment
and inability to do so signals a bad image. As a result, such signals influence the perceptions
of external observers or stakeholders such as investors and lenders, regarding the quality

of the firm.

In a commercial setting, where there is a seller and a buyer, sellers with high-quality

possess an incentive to distinguish themselves from those of low-quality by sending certain
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signals (Connelly et al, 2011; Kirmani and Rao, 2000). Meanwhile, the sellers with low-
quality try to replicate the signals used by the high-quality sellers. Therefore, in a
commercial setting, signal is used to send some information about the sellers’ attributes
which the buyers receive and interpret for validating the seller’s true characteristics

(Connelly et al., 2011).

In broader management literature, signalers mainly represent a person (i.e.,
recruiters, managers, employees), firm (Zhang & Wiersema, 2009) or product (Goranova
et al., 2007; Hochwater et al., 2007; Lampel & Shamsie, 2000; Ma & Allen, 2009). With a
sense of understanding how individuals or job seekers evaluate the unobservable
characteristics of the firm such as organizational practices or culture (Ryan et al., 2000).
For example, Westphal and Zajac (2001) utilized signaling theory to explain how some
firms show interest in future stocks repurchases fail to do so. The researchers term this

incongruity between formal plans and actions taken as decoupling.

It is therefore argued that firms and executives who disconnect their plans form
their actual actions may build a reputation for dishonesty (Connelly et al., 2011; Durcikova
& Gray, 2009). Zhang and Wiersema (2009) contend that financial statements serve as a
visible signal of unobservable high-firm qualities to receivers (i.e., investors). Also, Janney
and Folta (2003) posits that signaling effectiveness can be improved by sending more
visible signals or increasing the number of signals sent, which Connelly et al (2011) termed
signal frequency. This is based on the notion that signals represent a snapshot that depicts

the unobservable quality of the signaler at a specific period (Davila et al., 2003). Therefore,
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given the premise that firms operate in an evolving environment where the information
accessible to both signalers and receivers is constantly changing. If signalers want to
maintain their distinctiveness, they are required to be sending signals repeatedly in order

to minimize the information asymmetry (Park & Mezias, 2005).

On the other hand, receivers have been generally viewed as individuals or groups
of individuals, existing or potential investors (Jain et al., 2008; Michael, 2009), consumers,
and employees (Carter, 2006). Management scholars have discovered that the effectiveness
of signaling is partly influenced by the attributes of the receiver (Conelly et al., 2010). For
instance, the signaling process will fail if the receiver is not actively seeking the signal
(Conelly et al., 2010). Gulati and Higgins (2003) provide empirical support for the above
argument by revealing that the success of salient or new firm’s signaling efforts largely
relied on whether the receivers attend the initial public offering market or not. If the
receivers attend to the signals and utilized it to inform their decision, they are more likely

to pay attention to subsequent similar signals in the future (Cohen & Dean, 2005).

2.6.2 Legitimacy Theory

The development and advancement of legitimacy theory can be traced back to 1995
after the publication of Scott (1995) book on “Institutions and Organizations” and
Suchman (1995) paper on “Managing legitimacy: Strategic and Institutional approaches”
in the Academy of Management Review. Legitimacy theory is inferred from the concept

of organizational legitimacy, which is defined as:
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“a condition or status which exists when an entity s value system is congruent with
the value system of the larger social system of which the entity is a part. When
disparity, actual or potential, exists between the two value systems, there is a threat

to the entity s legitimacy (Dowling & Pfeffer, 1975, p. 122).

Following the above definition, Suchman (1995, p. 574), then described legitimacy
as “a generalized perception or assumption that the actions of an entity are desirable,
proper, or appropriate within some socially constructed system of norms, values, believes
and definitions”. The assumption of the legitimacy theory is based on the notion that the
higher the possibility of negative shifts in the social view of how a firm operates or acts,
the higher the desirability on the part of the firm to control these shifts in social perceptions

(O’Donovan, 2002).

The legitimacy theory suggests that firms constantly strive to operate within the
dynamic norms of being responsible to the environment, society and boundaries set by the
public (Dowling & Pfefter, 1975; Suchman, 1995). Meaning that, the local community that
hosts a firm permits them to operate and pursue their shareholders wealth maximization
objective so far, they do that in a socially responsible manner (Birt, et al., 2014). In the
circumstances when the firms’ operations do not align with the societal moral values and
norms, the firms are badly punished by the society, which may lead to failure of the firm
(Schiopoiu & Popa, 2013). In other words, legitimacy is achieved when a firm operational
value system is in harmony with that of society expectations, which in turn affects their

reputation (Lindblom, 1994). As a result, it can be argued that legitimacy is accorded to
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firms by outsiders or stakeholders and its magnitude can be influenced by the firm itself

based on their actions.

It is commonly conceded that, if a firm alters its operations or decides to change
other’s perception of its operations, it must be guided by a disclosure (Cormier & Gordon,
2001). In absence of such, the supposed audience will be uninformed of what the firm is
hoping to accomplish and thus, such firm’s legitimacy will be problematic (O’Donovan,
2002). However, Suchman (1995) argued that the choice of legitimation approach used by
a firm will differ based on what their objective is whether to obtain, maintain or restore
legitimacy. Brown (1998, p. 35) further postulated that “legitimate status is a sine qua non
for easy access to resources, unrestricted access to markets, and long-term survival.” In
support, Galaskiewicz (1985) demonstrated that firms usually try to increase their
legitimacy by giving charities, building director interlocks, and pursuing activities that

would enable them to gain stakeholders endorsement.

Moreover, empirical research has documented different antecedents of legitimacy.
For instance, Deephouse (1996) concluded that conformity and efficiency influenced
banks’ legitimacy from the perspective of regulators while only conformity tends to serve
as precursors of legitimacy in the views of the media. Other scholars (e.g., Glynn & Abzug,
2002; Westphal et al. 1997) also found support for conformity as an antecedent of achieving
legitimacy. While Elsbach (1994) identified acceptance of failure as a precursor to
legitimacy. The reported empirical findings further reinforce the assertion of Suchman
(1995) that the most appropriate way of getting legitimized is to simply conform to societal

norms and values.
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In addition, there have been considerable efforts by researchers to document the
consequences of legitimacy. Meyer and Rowan (1977) and Baum and Oliver (1991)
asserted that achieving legitimacy improves firms’ survival. Pfeffer and Salancik (1978)
posited that legitimacy help firms gain access to competitive resources like attracting top
talents. While Cohen and Dean (2005) concluded that legitimacy increases firms value of
their initial public offerings. Other documented consequences of legitimacy are increasing
stakeholder support (Choi & Shepherd, 2005), survival rates (Hannan & Carrol, 1992), and

stock prices (Zuckerman, 2000).

2.7 Hypothesis development

Given the hospitality industry’s high contribution to greenhouse gas emission (Su
& Chen, 2020), there has been increasing pressure from the stakeholders for firms within
this industry to take sustainability issues into their operation. This comes with the hope
that consequently, markets will reward firms that are actively engaged in ESG practices
(Hwang et al., 2024). Existing research has also shown that firms that are sensitive to
sustainable practices are likely to incur higher costs when carrying out these practices,
making it difficult for firms to get rewarded financially from such initiatives (Daszynska-

Zygadlo et al., 2016).

While the majority of the extant literature has explored ESG practices from an
aggregated perspective, this study tends to investigate individual dimensions of ESG for
both theoretical and practical implications. From the theoretical lens, stakeholders may

possess distinct preferences when assessing a firm’s investment in ESG practices. For
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instance, Malshe et al. (2023) reported that consumers who are a key stakeholder favors
the environmental factors for their selfless intentions while considered governance factors
unfavorably based on perceived self-interests motives. However, from the practical lens,
considering the limited resources of firms and especially those in the hospitality industry,
it is important that firms prioritize those resources to the most significant ESG dimensions

that contribute to or tend to drive favorably firm outcome (Franco et al., 2020).

Moreover, in light of the review of related studies on ESG-firm performance
relationship, there remains an inconsistency in empirical results, mixed results and
inconclusive findings. As earlier explained, one of the reasons for the inconsistency results
is the use of aggregated ESG score which may be biased (Godfrey & Hatch, 2007;
Thirumalesh Madanaguli et al., 2023). The utilization of aggregated ESG score obscures
the identification of individual effects as specific dimensions of environmental, social and
governance performance may have different impacts and pressure from different
stakeholders, making the findings less generalizable (Thirumalesh Madanaguli et al.,
2023; He et al., 2024). For these reasons it is important to disentangle the individualized
impact of the ESG dimensions and their effects on corporate reputation. The following
section discusses the logic and theoretical backing for each of the ESG dimensions and

their respective potential impact on corporate reputation.

2.7.1 Environmental and corporate reputation

Environmental performance depicts firm’s actions that are geared towards resource

use (conserved resources), carbon emissions (decreased emission), innovation (new and
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improved products) and other direct environmental costs (Dragomir, 2018). In accordance
with the natural resource view, it is assumed that firms will experience an increased bottom
line if they personally engage in reduction of environmental degradation initiatives or
partners with external bodies (Alahdal et al., 2024). Signaling theory provides useful
theoretical underpinning for explaining the relationship between ESG and corporate

reputation.

Previous studies have adopted signaling theory to describe how firms strategically
communicate their key attributes and qualities to their stakeholder (Connelly, 2011; Ul
Abideen & Fuling, 2024). According to signaling theory, firms send signals to stakeholders
(i.e., customers, employees, investors and local communities) through their actions, to
influence the perceptions of the stakeholders about the firm’s activities (Branco & Delgado,
2021; Spence, 1973). Consequently, the signals reduce asymmetrical information by
showing stakeholders the values of the firms and their operational practices (Bhagwat et

al., 2020).

Based on the signaling theory, hotels serve as “signalers” and the customers,
employees, investors and the local community in which they operate are the “receivers” of
their actions (Connelly et al., 2011). Thus, hotels ESG initiatives serve as credible “signals”
of hotel’s commitment to ethical and sustainable practices, influencing how the
aforementioned stakeholders perceive their business operation, ultimately influencing their
reputation (Ul Abideen & Fuling, 2024). For instance, the environmental initiative implies

responsibility and concerns for environmental issues such as waste reduction, resources
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and emissions and innovations, which potentially generates a positive impression with

stakeholders and creates a positive brand image (Khan et al., 2023).

Moreover, research has indicated that investors and customers favorably align with
hotels that demonstrate environmental responsiveness, resulting in positive brand
associations (Kim et al., 2023; Lau et al., 2021). In similar vein, other key market players
like financial institutions are also incorporating environmental performance policies into
their lending criteria, making firms with lower environmentally friendly practices at risk
of higher debt costs (Shin, 2021). Moreover, Tan et al. (2017) explores how environmental
performance affects firms’ financial performance. The researchers found that having a good
rating or score on the environmental dimension of ESG favorably impacts the hotel firm’s
market value. This is in line with the findings of Gerged et al. (2021), who also found
supporting evidence for the positive impact of environmental performance on firm market

value as measured by Tobin’s Q.

In contrast to the above studies, Duque-Grisales and Aguiler-Caracuel (2021) in
their study of multinationals in Latin America found that the relationship between
environmental performance and market value of firms is negative. In relation to the latter
study, Atan et al. (2018) in their own study reported no statistically signification

relationship between environmental performance and firm value.

However, in line with the signaling theory and legitimacy theory, a significant
relationship between environmental performance and corporate reputation is anticipated.

The rationale for the anticipated result is that increasing environmental performance can
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be utilized by hotel firms to signal to the market and investors that they are proactive in
handling issues concerning the environment they operate. When the hotel firms reduce their
environmental effect and implement green practices, they gain legitimacy and approval
from stakeholders, because they are perceived as conforming to societal norms of
environmental sustainability. Such initiatives could be seen as a positive signal of long-
term responsibility, thereby enhancing their reputation as a leader in environmental
sustainability. In addition, firms which signal their devotion to the environment are able to
distinguish themselves from competitors and enjoy improved public trust and credibility.
Moreover, environmental responsibility has been established as a critical factor in shaping

public perception about a firm (Rotondi et al., 2024; van Bussel et al. 2022).

It is therefore hypothesized that;

H1: The effect of the firm’s environmental performance on corporate reputation is positive

and statistically significant.

2.7.2. Social and corporate reputation

The social performance of firms encompasses firm’s ability to fulfil social and
ethical expectations of stakeholders which includes four distinct indicators: workforce,
human rights, the community, and product responsibility (Alahdal et al., 2024; Refinitiv,
2025). Consistent with the signaling theory, socially responsible actions describe a firm’s
engagement and commitment to stakeholders about their ethical practices (Connelly et al.,

2011). Lindblom (1994) contends that a legitimacy gap may arise occasionally, and this
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gap fluctuates as expectations change. However, if a firm fails to align its activities with
the societal expectations, it may no longer be seen as legitimate, which could reduce the
support it receives from the society and affects its reputation (Deegan & Rankin, 1996).
Hence, legitimacy theory could be relied upon to explain why firms are willing to take
actions and engage in activities that are considered legitimate and align with the societal

expectations under the social contract.

Legitimacy theory is deemed appropriate for this study, because ESG disclosure is
view as a strategic tool for firms to demonstrate and communicate social responsibility,
thereby legitimizing their actions and creating a favorable impression with stakeholders
(Amarna et al., 2024; Kriiger, 2015). The changing social issues reinforce the needs for
firms to respect the values and norms of the society and disclose voluntarily their social
practices in order to assess their compliance (Schiopoiu & Popa, 2013). As a result, firm
social practice is seen to play a key role in legitimizing the social contract between a firm
and the societies in which they operate (Lyssimachou & Bilinski, 2023). It is suggested that
a firm’s survival will be affected if the public perceives that it has violated its social contract
principles (Deegan, 2002). This might result to consumers boycotting the firms’ products

and lenders reducing borrowings to such firms (Deegan, 2002).

Extensive social performance help firms differentiate from their industry
competitors, thereby reducing information asymmetry and improving their reputation
among the investors and customers (Spence, 1973, Connelly et al., 2011). Workforce
treatment as an element of social performance pillar is a key factor in labor-intensive

industries such as hospitality. This is because fair wages, diversity and inclusion policies,
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as well as employee well-being programs have all been associated with increased employee
morale and stronger reputational outcomes (Che Ahmat et al., 2019; Romero et al., 2025).
In a similar vein, hotels that passionately invest in their local communities via social
programs like charitable initiatives, disaster relief and education programs tend to build
tighter relationships with stakeholders which further strengthen their social recognition

(Patwary et al., 2024).

In this regard, hospitality industry firms prioritize social practices to keep positive
relationships and good reputation with their stakeholders such as customers and
communities (Haddock-Fraser & Tourelle, 2010). In this line of thought, Kang et al. (2010)
contend that good social performance by hospitality firms positively influences their
company value. According to Jones et al. (2017), when firms engage in their immediate
community activities, it fosters goodwill and strengthens positive perceptions. Research
conducted by Latif et al.,, (2020) demonstrated that hotels with proactive socially
responsible practices gain more customer loyalty and satisfaction, which leads to

enhancing their reputational stock.

Rodriguez-Fernandez (2016) in their study reported a linear relationship between
firm’s social investment and performance outcomes. The author further states that
increased financial performance leads to greater social advantages. Similarly, Hassan et al.
(2022) revealed that the contribution of firm’s social investment on firm’s outcome varies
and depends on the level of its effectiveness. In contrast to the favorable social
performance-firm outcomes, a study conducted by Al-Ahdal et al. (2023) among the India

firms reported that social performance has a significant negative impact on firm value. In
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the same direction, Franco et al. (2020) found that the relationship between social

performance and firm financial return is non-linear but rather a U-shape.

Moreover, Luo and Bhattacharya (2006) opined that firms that engage in carefully
designed social initiatives enjoy a more competitive advantage than their peer competitors
with low social performance, including high market positioning and brand recognition.
Consistent with the above, Lins et al. (2017) as cited in Lyssimachou and Bilinski (2023,
p. 857) highlights that “firms with high social capital, as measured by CSR intensity, had
stock returns that were four to seven percentage points higher than firms with low social
capital during the 2008-2009 financial crisis.” This further strengthens the economic
benefit of social performance in contributing to firm reputation. Because firms with
consistent stock return in times of economic crisis have potential of getting recognized by

the stakeholders which then increase their reputational perception (Lins et al., 2017).

Based on the majority of the argument provided above, it is therefore hypothesized that;

H2: The effect of the firm’s social practices on corporate reputation is positive and

statistically significant.

2.7.3 Governance and corporate reputation

The governance pillar of the ESG entails management, the shareholders and the
CSR strategy (Refinitiv, 2025). Efficient board management safeguard solid corporate
governance, lower information asymmetry and offer dependable information for investors

(Moneva et al., 2020). Therefore, to ensure efficient management of firm practices, a good
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corporate governance system is important as it affects how the firm is organized (Ludwig
& Sassen, 2022). The governance initiative such as shareholders rights and transparency,
board diversity and independence and anti-corruption policies signals firm’s emphasis on
ethical and transparent governance practices, thereby attracting and boosting investors’

confidence (Sanan et al., 2021; Ul Abideen and Fuling, 2024).

Miller and Triana (2009) utilized the signaling theory to explain how companies
utilize board diversity to signal or communicate adherence to social values to different firm
stakeholders. According to Coopers & Lybrand Consultants (1997) there a list of possible
benefits from practicing excellent corporate governance. The benefits include but are not
limited to: placing firms’ actions in line with the best practices; averting activism from
concerned pressure groups; strengthening firm reputation; seeking endorsement; investor
confidence; showing strong management practices; and reflecting regulatory compliance

(Coopers & Lybrand Consultants, 1997).

Empirical studies provide support for the above. For instance, Brown and Deegan
(1999) asserted that firms use annual reports as a mechanism to defend public pressure,
particularly in reaction to negative media news. Similarly, O’Donovan (1998) found that
firms use the disclosure of certain information to right the wrong misconceptions the public
may have developed about the firm and its environmental actions. Moreover, ethical
business practices, risk management and sustainable value-generation can only be achieved
when good corporate governance systems are in place (Alahdal et al., 2024). This is in
tandem with the position of Quan et al. (2022), that firms must develop high social

standards and sound corporate governance to achieve success. Because for instance,
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creditors may align with firms with good corporate governance structures that include

ownership and board independence (Shin, 2021).

Klapper and Love (2004) demonstrate that good corporate governance strengthens
the reputation of firms. This is because firms with strong corporate governance practice
tend to accumulate more investor confidence (Kapper & Love, 2004). Information
asymmetry between the management and the external stakeholders can be diminished as a
result of good corporate governance. When such asymmetry exists, it can result in conflict
and affect market confidence in the firm’s management (Ul Abideen & Fuling, 2023). In
line with the proposition of the signaling theory, firms enhance market confidence and
reduce possible occurrences of such incidents by practicing good corporate governance,

which serve as a favorable signal to the market (Firmansyah et al., 2021).

Clark and Hebb (2005) highlight that investors who are more sensitive to price
volatility of stocks take a firm’s corporate governance practices into account when
choosing whether to invest in such firm or not. The study of Velte (2017) is one of the few
studies that disaggregated ESG practices and tested its individual impact. In the study, it
was found that governance pillar has a positive relationship with performance. Asbaugh-
Skaife et al. (2006) in their study showed that firms with poor corporate governance

encounter higher debt costs as it signals greater risks for investors.

Since it is argued that efficient board management signals good corporate
governance (Moneva et al., 2020) and gives reliable information about a firm for

investment (Giannarakis, 2014). Hence, hospitality firms with strong corporate governance
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are likely to be considered at lower risk for investors, leading to favorable perceptions and
enhancing their reputation (He et al., 2024). Suretno et al (2022) empirically demonstrates
that there is a positive impact of governance disclosure practices on firm reputation. In
addition, Kamarudin et al (2022) study that focuses on Fortune 500 companies across
different industries established that corporate governance has a positive and significant

impact on corporate reputation.

Given the significance of corporate governance practice and the increasing demand
for transparency and regulatory compliance from various stakeholders. The need for
attaining legitimacy can explain why firms engage in practices that meet stakeholders’
expectations.

Therefore, in line with the signaling theory and legitimacy theory, it is therefore

hypothesized that;

H3: The effect of firm’s governance performance on corporate reputation is positive and

statistically significant.

2.7.4 Casino operation as an industry contextual moderator

Casino firms that also provide lodging operations in addition to gaming often face
scrutiny from different stakeholders due to the perceived nature of the firm as a sin industry
(Hing & Mackellar, 2004). Identifying the possible social and personal issues that may
arise from gaming activities, major casino firms engage in some corporate and

sustainability related activities (Lee & Park, 2009). For example, major casino firms like
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MGM mirage develop different initiatives such as employee volunteer program, MGM
resorts voice foundation which allow the firm’s employees to donate to charitable
organizations as well as corporate charitable programs tailored to community development

to counter the social concerns and scrutiny (Lee & Park, 2009).

Similarly, Caesars Entertainment has an employee-based volunteering initiative
that provides support to the community through sponsorships, and partnerships (Chen
McCain et al., 2018). Caesars Entertainment has donated about $73 million USD in charity,
$67.2 million USD for community engagement as well as about 260,000 employees
volunteer hours since its inception (Caesars Entertainment, 2016). Casino hotels are
different from other hotels because they are considered as businesses with over 50% of
their total revenues generated from casino operations (Zhang et al., 2009). Thus, casino
hotel is distinct from other hotel operations in terms of target market, firm strategies,

service provision and revenue management (Jang & Yu, 2002; Yang et al., 2020).

Casino hotels that are part of gaming operations are unavoidably influenced, to
some degree, by the negative fallout from their controversial operations (Yang et al., 2020).
Casino hotels are termed “controversial industries” or “sin industries” due to the social
taboos associated with their product and service offerings (Wilson & West, 1981). Firms
that sell or deal with gambling, alcohol, weapons, tobacco, abortion and related operations
are stigmatized due to society’s perception of that product and services even though such
offerings are not illegal in some countries (Liu et al., 2014). Controversial business

operations like Casino are commonly stigmatized or considered as sinful due to the kind
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of products or services they provide such as gambling addiction which cause harm to the

society or individuals (Lindgreen et al., 2012; Vong & Wong, 2013).

In addition to the above, casino firms are also associated with other society
problems like prostitution, increased crime rate, gambling and family conflicts, amplifying
the stigmatized public perception of casino hotels, therefore, damaging their reputation
(Wan, 2012). Thus, the rationale why casino firms experience “organizational stigma,”
which undermines their efforts due to the inherent, deeply rooted flaw perceived by
stakeholders (Grougiou et al., 2016). As a result of that, stakeholders often envisage from
such businesses active commitment to environmentally and socially responsible activities
(Choi et al., 2024). However, it can be difficult for casino firms to have their efforts
positively received and perceived by stakeholders, most importantly those who are

doubtful of the firm’s business alignment with such initiatives.

Casino firms also seek to attract legitimacy—a general view that a firm’s operations
are desirable and appropriate within the expectation of social norms and values (Suchman,
1995), by implementing some acts of socially responsible actions. This is because such
initiatives could help to avert the negative perception of the business and defend their
presence, restore their image and signal healthy activities (Kim et al., 2019; Yang et al.
2020). Achieving legitimacy is important for firms, as it significantly influenced
stakeholders’ decision-making and helps form a positive corporate reputation (Yang et al.,
2020). It is so an important means for controversial firms like Casino to gain access to
critical resources, attract top talents, and social support, as well as an effective way to

defend stakeholders’ criticism of their growth (Lee et al., 2018; Leung & Snell, 2017).
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It is contended that Casino firm’s environmentally and socially responsible
activities contradict their primary business objectives, leading to perceptions of
whitewashing—an attempts to reduce their socially harmful behaviors which can result in
a reputational damage (Kotchen & Moon, 2012). Stakeholders who initially hold negative
perceptions of casino gambling tend to question the true intentions behind casino firm’s
ESG efforts, leading them to doubt the genuineness of the firm’s actions and approach it

with strong skepticism regarding such activities (Choi et al., 2024).

Alhouti et al (2016) contend that for a firm that offers harmful products or services
or builds a brand that is not centered around societal norms and value, its ESG efforts are
seen as hypocritical/insincere and superficial actions aimed at self-serving rather than
demonstrating genuine concern for its stakeholders and society. As a result, individuals
who associate high levels of controversy with casino firms view their operations as
immoral, unethical and damaging to society. Consequently, they are likely to question the
true rationale and motivation of casino’s ESG effort and doubt its genuine motivation to

contribute positively to society.

If a firm’s ESG initiative deviates from its identity or misfit from the main business
objective, it is seen as not aligning with social expectations (Aqueveque et al., 2018). This
disconnect can lead to the formation of negative perceptions regarding the firm, resulting
in loss of reputation or corporate image (Lindblom, 1994; Yang et al. 2020). This negative
perception further triggers unfavorable reactions to persuasive effort, undermining the

justification for legitimacy.
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The unique characteristics of the casino hotel industry have the possibility to
influence stakeholders’ sensitivity to the ESG efforts of the hospitality industry, specifically
those with the incorporation of casino or gaming activities. Thus, the misalignment of ESG
efforts in the casino industry complicates the attribution process of building favorable
reputation, as stakeholders become skeptical of the true motives behind such actions,
ultimately undermining the effectiveness of the ESG efforts. Thus, reducing the potential

favorable impact of such actions on corporate reputation (Fein et al., 1990).

It is therefore hypothesis that;

H4a: Casino operation misfit negatively moderates the relationship between environmental

performance and corporate reputation.

H4b: Casino operation negatively moderates the relationship between social performance

and corporate reputation.

H4c: Casino operation negatively moderates the relationship between governance

performance and corporate reputation
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2.7.5 Research Framework
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Figure 2.1 Model framework of the study
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Chapter 3

METHODOLOGY

3.1 Overview of the chapter

This chapter presents the methodology utilized to answer the research questions
and provide evidence of the hypotheses developed in the previous chapter. It further

explains the sources of data employed and the rationale for the variables in the study model.

3.2 Data

This study employed annual data of publicly traded hotel firms in the United States
that are listed under the North American Industry Classification System (NAICS) code of
7011 (Hotels & Motels) for the period of 2002 through 2023. There were two main sources
for data collection for this study. First, is the Thomson Reuters Refinitiv Eikon database
for the ESG scores. The justification for the use of Refinitiv Eikon is that it provides one
of the most comprehensive ESG databases across different industries, (Refinitiv, 2025). It
also encompasses a large collection of ESG related information for more than 12,500 global

firms and widely used by previous literature (e.g., Garcia et al., 2017; Velte, 2017).
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It also covers over 80% of the world market capitalization with more than 500 ESG
related metrics and 11,000 global companies from the year 2002 In addition, the Refinitiv
ESG scores are data-driven, and account for the most essential material industry metrics

with reduced transparency biases (Refinitiv, 2025).

The second data source is the Compustat Annual Database for the financial
performance related data which includes but not limited to market value, goodwill, stock
price, total assets, dividend payment, capital expenditure, and total shares outstanding.
After collecting the necessary data, both data were merged using company names and firm
year. Upon the merging of the two datasets and removing duplication, the dataset comprises
a total number of 24 unique firms with 213 observations. However, after accounting for
missing values, both direct relationship models after controlling for different factors and

the moderating effect model after controlling for omitted data were 140, respectively.

3.3 Variables

3.3.1 Dependent variable

For the purpose of restatement, this study proposes to investigate the effect of ESG
on firm reputation. This study dependent variable is corporate reputation (REP). In the
existing literature, corporate reputation is mostly measured with subjective proxies or
perceptions of individuals such as the Fortune’s Most Admired Companies rankings
(Fombrun & Shanley, 1990; Kim et al., 2018; Robert & Dowling, 2002), RepTrak, and

credit ratings (Ferguson et al., 2000). However, the aforementioned measured have been
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met with criticism and limitations. First, it is suggested that such measure suffers from
subjectivity and selection bias (Bigus et al., 2024). Specifically, the Fortune ranking
reputation measure fails to capture the perceptions or opinions of all relevant stakeholders
by considering the perceptions of only the executive and analysts’ responses to the surveys
(Love & Kraatz, 2009). In addition, the ranking is also not comprehensive enough to
capture every listed firm across the world as only the large well-established firms are being
considered. This introduces the potential of losing out on smaller firms with ESG initiatives

to be overlooked.

Moreover, Bigus et al (2024) suggested that future researchers should also utilize
alternative measures of reputation with the objective of addressing the types or forms of
reputation that fit their study objectives. Thus, based on the limitations of the subjective
measures of reputation and the suggestion of Bigus et al (2024), this study employed a
more robust, objective and market-based approach as the measure of corporate reputation.
This approach follows the guidance of Ul Abideen and Fuling (2023) and Ruenrom and
Pattaratanakun (2012). Moreover, noting that reputation is a dynamic concept, the measure

used in this study fulfils the present study objective and focus.

The firm reputation measure is computed following a two-step process as also

utilized by Zimon et al (2022) which is outlined below.

Enterprise value = market capitalization + total debts — cash

The above formula helps define a firm’s total value which reflects the market’s

perception of the company’s financial health and overall economic standing. The market
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capitalization reflects the firm’s collective judgement in relation to its value. It is the result
of the firm’s stock price at the end of the fiscal year and the total common shares
outstanding. Studies have established that market capitalization is closely related to
perception of reputation (Fombrun, 1996). Incorporating both total debt and cash helps to
estimate a more precise estimation of a firm’s true worth by factoring in its liabilities and

available financial resources.

It is established in literature that debt affects firm reputation because firms with
high debt usually encounter higher risk and are seen as less stable (DeAngelo, 1984).
While firms with significant cash reflect good liquidity and financial stability and
perceived positively by investors and other stakeholders (Huang et al., 2013; Opler et al.

,1999; Quang Trinh et al., 2021).

However, since enterprise value encompasses both tangible and intangible aspects
of firm valuation, the second step below was utilized to isolate the corporate intangible

premium as distinct from its financial assets.

Corporate brand value = enterprise value — (book value of total assets — cash) + goodwill.

From the formula above, the book value of total assets was subtracted remove the
physical base assets and cash was subtracted to avoid the issue of double counting since it
has already been deducted from the estimation of the enterprise value. These further

adjustments in the formula allow to better account the intangible value of the firms.

Some of the other justifications or rationale for the use of the above combined

multi-dimensional approach is that it is less prone to managerial bias unlike the survey-
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based self-reported measures like Fortune rankings. Moreover, the approach offers a multi-
dimensional perspective on firm reputation and accounts for both objective financial
signals and intangible assets, which are overlooked in the traditional ranking systems and
help to mitigate the issue of subjective biases. Furthermore, each firm level indicators in
the measure reflect real-time reputation shifts unlike the lagging nature of the survey

measures (Raithel & Schwaiger, 2015).

In addition, it is believed that this multi-dimensional approach captures reputation
because the goodwill in the model captures brand equity, and stakeholders’ perception
which are key to corporate reputation (Rindova et al., 2005). More so, by adjusting tangible
book assets, this helps to capture the reputational premium the market assigns to a firm
(Shapiro, 1983). Although, it is important to state that there is no best or generally
acceptable measure or proxy of reputation. However, the above measure was considered to
be more appropriate and fit for achieving the objectives of this study. It is important to state
that the outcome of the two-step approach was used as the measure of (REP) and it was

log-transformed to account for severe skewness.

3.3.2 Independent variables

As the main focus of this study is to disentangle and analyze the individual effects
of the ESG separately, the primary independent variables are ESG and the measure used is
the respective hotel’s annual Environmental (Env), Social (Soc), and Governance (Gov)
scores. ESG metrics are quantitative and qualitative measures that capture a company’s

environmental, social, and governance performance and risks, which are framed on more
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than 500 ESG metrics and a wide range of 186 comparable indicators that encompass issues
related to product responsibility, human rights, shareholders, resource use, innovation, CSR
strategy, and management which were all obtained from the Thomson Reuters Refinitiv

Fikon ESG database.

Environmental score: The environmental dimension encompasses a company’s
business initiatives in environmental responsibility. The categories under this pillar are
emission, innovation and resource use. The themes under this category are policies in the
use of renewable energy, biodiversity, eco-friendly products and services (green revenues),
waste management, water conservation, sustainable packaging, energy, environmental
supply chain, and reduction of carbon emissions (Refinitiv, 2025). These business
standards show the degree to which a company utilizes best management practices to

address environmental concerns (Duque-Grisales & Aguilera-Caracuel, 2021).

Social score: The social dimension delineates a company’s investment and
commitment to its host community and even beyond. The pillars categories are community,
human rights, product responsibility and workforce with the following themes employee
health and safety policies, responsible marketing, data privacy, labor standards, career
development and training, human rights, diversity and inclusion, community engagement,

and product responsibility (Refinitiv, 2025).

Governance score: The governance dimension measures the extent to which a
company’s internal processes and system of its board executives and members align with

the best interests of its shareholders (Duque-Grisales & Aguilera-Caracuel, 2021). The
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three categories that fall under this pillar are CSR strategy, management, and shareholder.
The themes under this dimension include board diversity and structure, shareholders’ rights

policy, CSR strategy, transparency and disclosure, and compensation.

3.3.2.1 ESG scoring methodology

Refinitiv Eikon calculates scores for both overall ESG score and individual pillar
scores. The overall ESG score is aggregated on the 10 category weights and are calculated
based on the Refinitiv magnitude matrix. On the other hand, the ESG pillar scores are the
relative sum of the category weights. Refinitiv employs a relative scoring model in
calculating the ESG scores. To begin with, data is normalized in order to be compared
across firms irrespective of their size, industry or geographic location. In addition, the three
dimensions or pillars (i.e., Environmental, Social and Governance) scores are weighted in
accordance with their perceived important for the firm’s industry or sector. For example,
carbon emissions often have more weight for industry like hospitality and manufacturing
than services related firms like banks. Each theme in the categories or pillars are assigned
a score based on its performance relative to its industry peers. The score is often between

0 and 100, and values closer to 100 reflect better performance in such category or themes.

The ESG pillar score is a relative sum of the category weights, and this varies per
industry specifically for the environmental and social pillars. For governance, the weights
are the same across all industries. The pillar weights are then normalized to percentages
ranging between 0 and 100. Subsequently, the themes/subcategory scores are aggregated

to calculate a composite score for each dimension/pillar of ESG. The combined or overall
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ESG score is calculated by aggregating all the 10 category weights per industry by utilizing
data-driven and objective logic. Unlike some previous studies that employed a single
dimension or aggregate ESG score, this study considers the disaggregated score of all the
three dimensions, as this would help to identify which of the individual dimensions affects

and contributes more to the corporate reputation.

3.3.3 Moderating variable

In addition to the direct effect of the ESG dimensions on firm reputation. Another
objective of this study was to also examine the moderating effect of casino industry as a
contextual variable on ESG-firm reputation relationship. It is well documented in the
literature that casino firms that also provide lodging operations in addition to gaming often
face scrutiny from different stakeholders due to the perceived nature of the firm as a sin
industry (Hing & Mackellar, 2004). Casino hotels are termed “controversial industries” or
“sin industries” due to the social taboos associated with their product and service offerings
(Wilson & West, 1981). As a result, it is expected that the unique characteristics of the
casino hotel have the possibility to influence stakeholders’ sensitivity to the ESG efforts of
the hospitality industry in general, specifically those with the incorporation of casino or
gaming activities. Thus, the misalignment of ESG efforts in the casino industry complicates
the attribution process of building favorable reputation, as stakeholders become skeptical
of the true motives behind such actions, ultimately undermining the effectiveness of the
ESG efforts. In this regard, casino (CASINO) is measured as a binary variable: 1 if a firm

is a casino; 0 otherwise.
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3.3.4 Control variables

In with the previous literature and in order to control for the confounding effect,
some variables were controlled for based on the extent to which they may possibly
influence the impact of ESG practices on corporate reputation. The following are the

control variables and the justification for their inclusion into the study model.

Firm size (SIZE) is employed in the model to control its effect on corporate
reputation. It is widely understood that larger firms tend to enjoy greater recognition than
smaller firms (Lee, 2009; Orlitzky, 2001). This is based on the notion that larger firms are
more visible than small and/or medium-sized firms, thus possesses greater diverse
stakeholder constituency (Brammer and Pavelin, 2004). That is, larger firms have a greater
customer base (Cai et al, 2021; Ofek & Sarvary, 2001), therefore, they are more likely to
encounter public, regulatory and media scrutiny which could impact their reputational
status. Moreover, firm size has a significant influence on the ability to deploy resources

efficiently and strategically (Ofek & Sarvary, 2001; Josefy et al., 2015).

In other words, larger firms often possess more resources both financially and non-
financially: human resources, marketing capabilities, and robust R&D capabilities (Blesa
& Ripollés, 2008; Klingebiel & Rammer, 2013). These resources are considered critical to
maintaining and sustaining their competitive advantage and greater corporate reputation
(Blesa & Ripollés, 2008; Chen & Hsu, 2010). Therefore, this study included SIZE in this
study. SIZE was calculated as a natural logarithm of total assets (Turban and Greening;

1997; Fernandez Sanchez et al.,2015).
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A firm’s financial structure is an important indicator that can influence a corporate
reputation. Highly leveraged firms are prone to financial distress, which can have an
adverse impact on stakeholder confidence and public perception (Franco et al., 2009; Lee
et al., 2009). Increasing debt level of a firm may indicate financial instability, enhancing
the possibility of reputation due to uncertainty about long-term sustainability (Gill et al.,
2011; Kumar et al., 2021). On the other hand, firms with low leverage are considered as
well-managed and financially stable, which may improve their perception by the investors
(Cho et al., 2022; Ul Abideen, and Fuling, 2024). Firms with significant leverage often
come under scrutiny from the public, resulting in risk-adverse decision-making (Cho et al.,
2022). In addition, leverage can impact a firm strategic decision-making, which is
important for achieving competitive advantage and shaping reputation (Kumar et al., 2021;
Arhinful & Radmehr, 2023). Leverage is measured by the ratio of total debt to total assets

(Cho et al. 2014).

Firm investment is employed in the model to control for its effect on corporate
reputation. It is widely established that firms with higher investment are considered as
financially stable and sustainable, highlighting commitment to expansion (Li & Singal,
2019; Moser et al., 2021; Lussi et al., 2023). This then influences key stakeholders’
perceptions such as investors, customers and employees about the firm, thereby affecting
the firm’s reputation (McConnell & Muscarella, 1985; Lussi et al., 2023). In addition, it is
asserted that firms with greater capital expenditure may foster operational efficiency and
enhanced service quality, signaling favorable reputational outcome (Masulis, 1980;

Kerstein & Kim, 1995). Firm investment can equally be seen as an indication for resource
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deployment — a pivotal factor in shaping organizational credibility (Jones, Danbolt &
Hirrst, 2004; Akbar et al., 2008). Moreover, in industry like hospitality where investment
in infrastructure, properties, service expansion and facilities are important (Low et al.,
2015; Ng & Austin, 2016; Kim & Jang, 2018), the level of firm investment can determine
how a firm is perceived (Akbar et al., 2008; Guilding, 2003). Therefore, this study
employed firm investment into the estimation to control these effects on corporate
reputation (CAPEX). CAPEX was measured as a ratio of capital expenditure to total assets
(Gompers et al., 2003; Li & Singal, 2019; Chang, 2023). It should be noted that CAPEX

was then log-transformed to account for severe skewness (Kim & Jang, 2018).

Dividend payout was included in the mode to control for its effect on corporate
reputation. It is often recognized that a firm’s dividends payout symbolizes its financial
soundness which in turn may enhance firm’s reliable and trustworthy (Smith & Watts,
1992; Fama & French, 2001). Firms with steady or regular dividend policy are seen as
financially stable, resulting in positive investor perception and sustainable brand credibility
(Eades, 1982; Healy & Palepu, 1990). According to O’Connor (2014), a constant dividend
payment reflects a firm’s allegiance to reward its investors, which can further entice other
firm’s investors and stakeholder groups. This suggests that payouts build up a positive
image among external stakeholders (Reference). thereby improving their reputation.
Therefore, this study also employed dividend payouts as a control variable (D_PAYOUT).
D PAYOUT was measured as a binary variable where 1 if a firm paid out dividends to their

shareholders, 0, otherwise (Kim & Jang, 2018).
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It is important to note that this study incorporated the year dummy variables into
the model to control for time-specific effects. This was based on the notion that time is an
important factor in determining how firms deal with sustainability issues (Slawinski &
Bansal, 2015). Since external environment such as economic, inflation, recession and
regulatory policies change overtime (Melissenetal., 2016) and thus may have impact on
reputation of the firm. Including the year dummy will help to adjust for any year-to-year
fluctuations, thereby reducing residual errors and enhancing the explanatory power of the
model (Lee & Park (2009). The base year is 2002 while the end year is 2023. Therefore,
22-year dummy variables are included (Lee & Park, 2009; Inoue and Lee, 2011 & Franco

et al., 2019). Table 3.1 below displays the description of the variables used in this study.
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Table 3.1. Variable Description

Variable Measurement

Dependent variable
ENTERPRISE VALUE;;= Marketcap;; + Total Debt;; — Cash;;
REP;; = Enterprise Value;; — (Total Assets;; — Cash;;) + Goodwill;,

Independent variables

ENV;, = Environmental Pillar Score;;
S0Cy = Social Pillar Score;;
GOV, = Governance Pillar Score;;

Moderating variable
DUM_CASINO = 1if a firmis a casino, 0 otherwise

Control variables

SIZE;; = In (Total Assets;;)

LEV;; = (Total Debts + Total Assets;;)
CAPEX;, = In(Capital Expenditure;;)
D_PAYOUT},

= 1if a firmpays dividend, 0 otherwise

DUM_YEAR; = Year dummy

* Note: REP means corporate reputation, ENV means Environmental Pillar Score, SOC
means Social Pillar Score, GOV means Governance Pillar Score, DUM_CASINO means
Dummy Casino, SIZE means natural logarithm of total assets, LEV means Leverage,
CAPEX means natural logarithm of Capital Expenditure, and D PAYOUT means
Dividend Payout.
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3.4 Models and estimation method

3.4.1 Proposed models

As previously stated, the main purpose of this study was to investigate the
disaggregated effect of ESG on hotel corporate reputation. As a result, model 1 is proposed
for hypothesis 1 to hypothesis 3. Based on the notion that the firm’s ESG signifies their
sustainability practices, improve labor practices and ethical business practices, this study
expected that individual ESG pillars performance significantly influences hotel corporate
reputation. Therefore, to investigate the proposed nexus between ESG pillars performance

and hotel corporate reputation, this study proposed the following model:

REP;; = o + BLENV; + B,SOCy + 360V + f4,LOG_SIZE;, + B5LEV; +

BsLOG_CAPEX;, + BsD_PAYOUT; + Y DUM_YEAR, + & «eevcvveeeveeneen.. equation (1)

Where REP;; denotes corporate reputation measured by subtracting total assets and
cash in in year t from the enterprise value in year ¢ and adding goodwill in year #; ENV;
represents the environmental pillar score from 0 to 100 in percentage of firm i in year ¢
SOCi represents the social pillar score from 0 to 100 in percentage of firm i in year ¢
GOV represents the governance pillar score from 0 to 100 in percentage of firm i in year
t; LOG_SIZE;; denotes the natural logarithm of total assets and it is measured as the natural
logarithm of total assets of firm i in year ¢; LEV;; denotes the leverage and it is measured
as the ratio of total debts to total assets of firm i in year t; LOG _CAPEX;; denotes the

natural logarithm of capital expenditure measured by the natural logarithm of capital
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expenditure of firm i in year t; D PAYOUT;; is a binary variable measured by the dividend
payment of firm i in year #, where 1 indicates that the firm pays dividend,0 otherwise;
and DUM YEAR; is the year dummy variable used to control for time effects in all models.
Also, the robust error term ¢ is clustered at the firm level. The software utilized to perform

the study analysis is STATA MP 18.

Furthermore, another objective of this study was to investigate the moderating
effect of casino activities on the ESG and hotel corporate reputation relationship. Model 2
equation 2 below is proposed to examine hypothesis 4-6. Based on the notion that casino
operation is considered a controversial activity and a sin stock due to negative societal
perception, this study expected that casino activities will negatively moderate the ESG and
hotel corporate reputation relationships. It should be noted that the main focus of the

proposed model is the coefficient of the ESG-DUM_CASINO interaction.

REP; = o + BLENVy + $,S0C; + [3GO0Vy + f,DUM_CASINO + LOG_SIZE;; +

BoLEV;, + B1oLOG_CAPEX;, + B1,D_PAYOUT;, + ¥ DUM_YEAR, + ¢; ...equation (2)

REP; = Bo + B1ENVis + B2SOC;e + B3GOViy + B4DUMcpsino + Bs(ENVye *
DUMcasino) + Be(SOCi * DUMcasino) + B7(GOVie * DUMcugino) + BgLOGs iz, +

ﬁ9LEVlt + ﬁlOLOGCAPEXlt + ﬁllDPAYOUTlt + ZDUMYEARt + El ............. equation (3)

Where, ENVi: x DUM CASINO represents the interaction between the
environmental pillar and dummy casino of the firm operation; SOCi; x DUM_CASINO

represent the interaction between the social pillar and dummy casino of the firm operation;
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and GOVi; x DUM CASINO represent the interaction between the governance pillar and

dummy casino of the firm operation

3.4.2 Estimation method

Following the general norm and practice of economics and strategic management
literature, this study used an econometric technique. Specifically, as a result of the nature
of this study data (i.e., panel data), this study utilized a firm-level panel regression analysis
(Wooldridge, 2010). The most common utilized methods of panel regression analysis are
pooled ordinary least squares, fixed-effects model and random-effects model (Wooldridge,
2013). The general assumption of panel data suggests that the fixed-effects and random-
effects models are the most suitable and appropriate for exploring datasets that have each
cross-sectional unit repeated over time and take care of the omitted variables problems
(Wooldridge, 2013). The limitation ascribed to the pooled regression is that it incorporates
all entity-specific information without considering individual differences (Wooldridge,
2013). That is, pooled OLS failed to account for possible firm individual differences due
to the fact that it utilizes simple betas, meaning that the betas in the regression model are
assumed to be constant across all times periods when this is not necessary the case

(Brookes, 2008; Hill et al., 2011).

In order to determine the appropriate panel method to be used to capture firm-
specific error terms between a fixed-effects model and a random-effects model and control
for the unobserved heterogeneity of the data, the Hausman test was performed. The

Hausman test compares the two model estimators—and checks whether there is a
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significant difference between the estimates obtained from the two models (Brooks, 2008).
The null hypothesis of the Hausman test assumed that the random effects model is
appropriate, that is, the individual-specific effects (e.g., unobserved heterogeneity) are
uncorrelated with the regressors. While the alternative hypothesis of Hausman test assumed
the random effects model is inconsistent. This occurs if the individual-specific effects are
correlated with the regressors thereby, violating the assumption of the random effects
model. In such case, the fixed-effects model will be considered appropriate and used

instead of random effects model.

The result of the Hausman test supports the null hypothesis that the error terms are
uncorrelated with the main regressors (chi2 = 33.45 Prob > chi2 = 0.2195), confirming the
appropriate use of random-effects regression as the estimation approach. Therefore,
following the results of Hausman test, a two-way random-effects model was used (Greene,
2008) to examine the main effect of the three disaggregated ESG pillars on hotel corporate
reputation alongside the moderating effect of casino operation. A random-effects model
assumes that the individual differences among the firms or entities in the dataset is captured

by the intercept (Brooks, 2008).

Employing the two-way random-effects model allows the researcher to control for
two unobserved confounders which are firm specific attributes and time-specific
characteristics (Wooldridge, 2013). Prior literature in hospitality related studies have also
employed similar estimation techniques (e.g., He et al., 2024; Youn et al., 2015) and have
been found to be effective in addressing biases that could possibly occurred as a result of

unmeasured firm and time effects (Paek et al., 2013). Further, the study also incorporated
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the robust standard errors measures in order to carefully handle potential firm and time

heterogeneities, and also mitigate the issue of autocorrelation (Peterson, 2009).

3.4.2 Multicollinearity

Often times, a multiple regression model encounters multicollinearity problem
when there is a high correlation between the explanatory variables (Brooks, 2008). The
occurrence of multicollinearity among the explanatory variables can lead to result bias and
inappropriate or imprecise estimates (Wooldridge, 2013). Furthermore, the presence of
multicollinearity can also lead to having incorrectly high coefficient of determination (R-
squared) in the process of adding or removing variables (Siegel, 2016). Therefore, before
further analysis, a correlation analysis was performed to ascertain that multicollinearity did
not affect the data. This study adopted a correlation coefficient of 0.70 as the threshold for
identifying the harmful effect of collinearity following the recommendation of Mela and
Kopalle (2002). The result of the Pearson correlation matrix was discussed in the result

section.
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Chapter 4

RESULT

4.1 Overview

4.2 Descriptive Statistics

Table 4.1 presents the descriptive statistics of the variables utilized in this study
which is reported in the form of mean, standard deviation, minimum value and maximum
value. As reported below, the mean REP score of 5,235.67 reflects that, on average, firms
in this study sample are relatively highly reputable. The standard deviation of 9,505.55
indicates that there is a high variability in REP scores across the firms. More importantly,
the -10,030.69 indicates that some firms might be struggling with a lower corporate
reputation possible as a result of financial distress. The mean value of 0.468 for ENV
indicates that firms, on average, score a little just under 0.50. The standard deviation of
0.337 shows that the ENV scores varies widely, with some firms having lower or higher
scores. The maximum value of 0.971 shows that some firms in the sample have scores
close to 100% in environmental performance. This is not surprising considering that the
hotel firms’ operations impact the environment and thus they engage in sustainable

environmental practices to mitigate the adverse impacts.
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The mean value of 0.497 for SOC indicates that firms, on average, score around
50% on social performance. The standard deviation of 0.196 shows that there is moderate
variation in social performance among the sample firms. The moderate variation in social
performance could be that while it is important not all the hotel firms give priority to it.
The mean score of 0.5 for GOV indicates that, on average, the sampled firms score around
50% on governance practices. The standard deviation of 0.206 indicates that governance
practices vary among the firms with some performing much better than others. In summary,
it could be asserted that SOC and GOV are more consistent across firms, with lower
standard deviations and based on the means values, firms perform relatively better in social

and governance pillars than in environmental pillars.

For DUM_CASINO, the mean score of 0.235 shows that only about 23.5% of the
firms in the study sample are involved in the casino industry and the standard deviation of
0.425 reflects a fairly even split between firms that are involved in casino industry and
those that are not. Furthermore, the mean value of SIZE which is 9,756.333 (in million
USD) and the standard deviation of 8,875.12 (in million USD) indicates that there is a large
disparity in firm sizes as measured by total assets, with some firms being very small while
others are extremely large. Such a result is expected as the study samples cut across both
large and small hotel companies. The mean LEV (debt) level is approximately 51.6% of
the total assets over the sample period. This suggests that the firms sampled in this study
finance a little over half of their assets through debts. This level of debt is moderate,
indicating that while the firms are not excessively leveraged, they still rely on debt

financing and the moderate debt level can also signal financial discipline as they balance

69



between using leveraging growth opportunities and maintaining solvency. This kind of
result is also envisaged as capital-intensive industries like hospitality and real estate mostly
require moderate to high leverage. Both SIZE and LEV show substantial variations,

suggesting the needs to capture their impact in the main analysis adequately.

The result also showed that the industry’s average capital expenditure (CAPEX)
equates 3.3% of firms’ total assets. This implies that the firms allocate a small proportion
of total assets to capital investments like building new properties or performing
renovations. The rationale for this could be that many hotels, specifically major ones like
Marriot and Hilton, are becoming more asset-light than asset-heavy industry by engaging
in more franchise business models where property ownership is basically managed and
handled by third parties while the corporate firm focuses on management and marketing
activities. In terms of dividend payout (D_PAYOUT), 68.1% of the firms in this sample
pay dividends to their shareholders, suggesting a strong financial position for most of the
firms. However, the remaining firms that do not pay dividends may possibly engage in
reinvestment strategies or face financial distress in some years. Though such firms might

encounter shareholder dissatisfaction if dividend payments are a priority for them.
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Table 4.1 Descriptive Statistics

Variable Obs. Mean Std. Dev. Min Max
REP 196  5,235.673  9,505.546 -10,030.686 44,406.277
ENV 213 468 337 0.000 971
SOC 213 497 .196 .103 963
GOV 213 .500 206 061 922
DUM_CASINO 213 235 425 0.000 1.000
SIZE 213 9,756.333 8,875.12 173.485  45,692.21
LEV* 213 516 235 016 1.675
CAPEX* 213 .033 .036 0.000 287
D PAYOUT 213 .681 467 0.000 1.000

* Note: Variable with asterisk (*) indicates that the value for the respective variable has
been normalized by the firm’s total asset.

4.3 Correlation matrix

The result of the multicollinearity check performed was presented in Table 4.2
examining the relationship between the dependent. Independent, moderating and control
variables. As expected, the Pearson correlation result showed that REP is positively
correlated with all the independent variables except LEV and LOG_CAPEX. Furthermore,
the correlation coefficients among the independent variables are relatively low except for
ENV and SOC. In addition, LEV and CAPEX are negatively correlated with REP and ENV,
respectively. DUM_CASINO and LOG_CAPEX are also negatively correlated with SOC.

DUM_CASINO is also negatively correlated with D PAYOUT while LOG_SIZE is also
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negatively correlated with LEV and LOG CAPEX. The remaining variable correlations

are positively correlated.

Overall, all the correlation results look good except for the correlation between
ENV and SOC = 0.734, which was a bit higher than the adopted threshold of 0.70. The
difference of 0.034 could be logically considered insignificant and thus may not necessarily
affect the result. However, rather than following logic, the Variance Inflation Factor (VIF)
was further conducted to double-check if the sample exhibits real multicollinearity
problems. The VIF test was performed (see Table 4.3) below with the aid of Stata MP 18,
and it was found that none of the explanatory variables had a VIF factor higher than 10
which is the acceptable threshold for multicollinearity (Tabachnick et al., 2001). The result
of the VIF test allows for the assertion that the study sample is free from multicollinearity

problems and is appropriate for further analysis.
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Table 4.3 Variance inflation factor

VARIABLES VIF 1/VIF
ENV 4.206 238
SOC 3.667 273
GOV 1.684 594
DUM_CASINO 2.063 485
SIZE 2.681 373
LEV 1.703 587
CAPEX 1.800 555
D PAYOUT 1.464 .683

*Note: ENV means Environmental Pillar Score, SOC means Social Pillar Score, GOV
means Governance Pillar Score, DUM_CASINO means Dummy Casino, SIZE means

natural logarithm of total assets, LEV means Leverage, CAPEX means Capital
Expenditure, and D PAYOUT means Dividend Payout.

4.4 Empirical results

Table 4.4 presents the findings of the panel analysis for testing the hypotheses 1-3
which examined the direct effect of environmental, social and governance pillars on
corporate reputation. Contrary to the expectation, the findings showed that both
environmental pillars (ENV) (f = -0.298; p-value>0.05), and social pillar (SOC) (f =
0.712; p-value>0.05) do not have a statistically significant impact on corporate reputation
of hotel firms. Most importantly, the coefficient of the environmental pillar (ENV) showed
a negative sign which implies that corporate reputation for hotel firms is less influenced by

the level of their environmental initiatives.

74



As a result, an increase in environmental initiative may not necessarily translate to
improved corporate reputation. The possible rationale for this negative result could be
attributed to several things. First, it could be that the stakeholders do not value the firm’s
reallocation of firm resources to environmental practices, most importantly in case the firm
does not engage in active promotion of such initiatives. In addition, while the
environmental initiative may be of importance to some stakeholders, it could be that such
initiative may not be preferred as practices like service quality, convenience, experience
and price for firms like hotels and other related hospitality service providers. Moreover,
hotel firms are expected to engage in environmental practices rather than utilizing them as
a differentiator and thus such efforts may not be considered one of the drivers of corporate
reputation. This finding is supported by the study of Duque-Grisales et al (2021) who found
that environmental performance does not result in higher performance which will in turn
increase the reputational status of the firms. Therefore, environmental performance may

lean towards the agency problem rather than signaling or legitimate practices.

Although the coefficient of social pillar (SOC) is positive, suggesting potential
strength in corporate reputation. However, there is no sufficient evidence to confidently
conclude that the hotel’s level of social activities has meaningful effects on their corporate
reputation. This finding is also corroborated by Landi and Sciarelli (2018) who found that
the socially responsible actions of the Italian firms is not considered a driver of increase in
return. This finding could be partly due to the notion that investors pay better attention to
major risk factors such as the earnings before interest tax and depreciation as well as the

level of the firm’s financial leverage. As a result, less importance may be attributed to the

75



firm’s level of social activities in the communities and as well as their relationships with
the employees. This therefore established that our hypotheses 1 and 2 are not supported

and thus not supporting the signaling theory.

As expected, this study found strong evidence for governance pillars and corporate
reputation relationships. The findings showed that governance pillar (GOV) (f = 1.224; p-
value<0.1) have a positive and statistically significant impact on hotel corporate reputation.
Specifically, because we logarithmically transformed the REP variables, the result implies
that a 1% increase in governance yields 1.224% increase in corporate reputation holding
all other variables constant. The possible explanation for this finding is that firms with
strong corporate governance practice characterized by effective leadership, accountability,
transparency and fairness are considered reliable and credible, which then leads to building
of trust from stakeholders and the public and subsequently enhances the firm’s corporate
reputation. As a result, making sure that a firm possesses excellent performance on the
above qualities is essential for building a robust corporate reputation. This therefore leads
to the support of our hypothesis 3 which proposed that the effect of the firm’s governance

performance on corporate reputation is positive and statistically significant.

This finding is consistent with signaling and legitimacy theory and supports the
past literature findings that good corporate governance practice strengthens the reputation
of firms (Klapper & Love, 2004). Moreover, Clark and Hebb (2005) highlighted that
investors who are more sensitive to price volatility of stocks take a firm’s corporate

governance practices into account when choosing whether to invest in such firm or not.
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This is consistent with the legitimacy theory in the sense that a firm effective governance
system fosters cooperation with stakeholders, especially the investors which in turn

identify with the firm and enhance their positive perception about the firm.

Contrary to expectation, two of the control variables (i.e. LEV and LOG_CAPEX)
turned out to be statistically insignificant at all levels. The non-significant results for
leverage (LEVi:) and capital expenditure (LOG CAPEXj) signify that the firm’s level of
influx of funds (i.e., debt) and capital investment is not directly related to the firm’s
corporate reputation. One possible explanation for this could be that the impact of the LEV
and CAPEX on corporate reputation may not be evident in the short term (Katricioglu et
al., 2018; ul Haq et al., 2024), such that it may likely take more years for the impact to
materialize. Thus, immediate returns from business operations and debt profiles do not

significantly affect the corporate reputation.
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Table 4.4 Empirical results for testing the effect of ESG on hotel corporate

reputation and the moderating effect of casino

Model (1) Model (2) Model (3)
DV (C(_erorate Coefficient (z-stat) Coefficient (z-stat)  Coefficient (z-stat)
reputation)
ENV -0.298 -0.325 -0.965
(-0.275) (-0.304) (-1.318)
SOC 0.712 0.780 3.194***
(0.411) (0.438) (3.073)
GOV 1.224* 1.210* 1.416**
(1.784) (1.829) (2.074)
DUM_CASINO 0.0681 2.286**
(0.100) (2.031)
ENVxDUM_CASINO 4.504***
(2.854)
SOCxDUM_CASINO - 6.486**
(-2.261)
GOVxDUM_CASINO -2.753
(-1.286)
SIZE 0.713** 0.702** 0.439**
(2.325) (2.361) (1.974)
LEV 0.662 0.628 0.492
(1.012) (0.949) (0.897)
CAPEX -0.232 -0.247 -0.277
(-0.746) (-0.937) (-1.423)
D_PAYOUT 1.284*** 1.295*** 0.872**
(3.571) (3.743) (2.474)
Firm fixed effect Yes Yes Yes
Time fixed effect Yes Yes Yes
Constant -2.026 -1.998 -0.164
(-0.847) (-0.834) (-0.0836)
R-squared 0.56 0.55 0.64
Observations 140 140 140

Note: ENV means Environmental Pillar Score, SOC means Social Pillar Score, GOV means
Governance Pillar Score, DUM_CASINO means Dummy Casino, SIZE means total assets, LEV
means Leverage, LOG_CAPEX means natural logarithm of Capital Expenditure, and
D_PAYOUT means Dividend Payout; robust z-statistics in parentheses.
*** n<0.01 significance level, ** p<0.05 significance level, * p<0.1 significance level
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Another objective of this study was to examine the moderating effect of Casino
operation. Table 4.4 also presents empirical results for estimating the moderating effect of
Casino operation on the ESG—corporate reputation relationship. Interestingly, the result
revealed that casino operation positively moderates the environmental—corporate
reputation relationship (ENVx DUM CASINO) (=4.504; p-value<0.01). Although, the
positive moderating effect appeared to contradict the assumption of the legitimacy theory
as earlier discussed in the previous section and the findings from the existing literature.
This suggests that when hotels operate casinos, their environmental efforts are positively
perceived by stakeholders, which may then strengthen their corporate reputation.

Therefore, this finding does not support our hypothesis (H4a).

Consistent with hypothesis (H4b), the result of the interaction terms indicates that
casino operation negatively moderates the social—corporate reputation relationship
(SOCxDUM_CASINO) (f=-6.486; p-value<0.05). The result of the interaction term is
significantly negative. This reinforces our argument that casino operation reduces the effect
of the hotel firms’ social activities on their corporate reputation. In other words, when hotel
firms operate casinos as a side business, the negative impact of social performance on
corporate reputation will be further adversely affected. This follows the assumption of the
Legitimacy theory that the most appropriate way of getting legitimized is to simply
conform to societal norms and values (Suchman, 1995). Considering that casino operation
has longed been considered controversial and a threat to societal norms, it is not surprising
that it does diminish the effect of social activities on corporate reputation. Therefore, this

result supports our hypothesis 4b.
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The finding is supported by the study of Muller and Kraussl (2011), who
established that firm’s social irresponsibility has an adverse impact on stakeholders’
perception and psychology and reduces the favorable benefits of social initiatives.
Moreover, it is contended that casinos firms socially responsible activities contradict their
primary business objectives, leading to perceptions of whitewashing—an attempts to
reduce their socially harmful behaviors which can result in a reputational damage (Kotchen

& Moon, 2012).

The negative coefficient result of governance—corporate reputation relationship
(GOVxDUM_CASINO) (p=-2.753; p-value>0.05) further suggests that when a hotel
incorporates casino business, the positive impact of their good corporate governance
practice will be adversely affected. As a result, even with the established importance of
excellent corporate governance, the firms that engage in casino related operations (i.e.,
gambling) suffers loss of corporate reputation (Pan et al., 2025). This finding signifies
important economic implications, highlighting the critical role of casino operation in
damaging hotel corporate reputation. Although, the adverse impact was found to be
insignificant, however, because the primary focus of this study moderation effect is on the
change in coefficient sign and not on the significant level. Therefore, this finding of the

moderation effect supports our hypothesis (H4c).
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Chapter 5

CONCLUSION

Based on the theoretical premise of the significance of ESG in driving firm
reputation and other related organizational outcomes, previous research has empirically
explored the effect of ESG scores. However, to date, studies on the relationship between
ESG initiatives and reputation of hotel firms remain fragmented and inconsistent with their
findings (Godfrey & Hatch, 2007). There is still a lack of theoretical development on how
different dimensions of ESG influence firm reputation. In addition, existing literature
overlooked the importance and potential effect of industry-specific contexts. Moreover,
methodologically, previous studies suffered from small sample issues, the use of
aggregated ESG score (Berg et al., 2022; Godfrey & Hatch, 2007; Thirumalesh Madanaguli
et al., 2023), which may give biased report and in return, questions the generalizability of
the findings. This study was conducted to provide more insights into the mixed and
contradictory findings already established in literature. Existing literature shows that a
firm's CSR activity is closely tied to the quality of its associations with the stakeholders,
which further contributes to the company’s financial stability and vice versa. To test this
theoretical assumption, a random-effects regression was conducted using ESG data of 24

publicly traded hotel firms between 2002 and 2023.
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Therefore, to make up and bridge shortcomings in the previous literature, this was
study intended to explore the relationship between individual ESG and corporate reputation
in the hostel industry with the specific focus on: 1) providing a logical discussion of linking
individual ESG with corporate reputation; 2) incorporate industry-specific contexts such
as casino as a moderating factor into the ESG-corporate reputation relationship. To the best
of our knowledge, the findings of this study contribute to a better understanding of the
relationship between individual ESG and reputation in the hotel industry and the effect of
industry-specific factors on ESG-reputation relationship. Table 5.1 displays the summary

of the hypotheses testing.

5.1 Summary of findings

5.1.1 ESG and corporate reputation

Overall, the empirical result of this study revealed that the contribution or effect of
the individual dimensions of ESG on corporate reputation is not uniform. Given that ESG
pillars are formed by several factors, each of which may affect reputation differently, each
of the ESG pillars’ impact on corporate reputation was analyzed. Specifically, the empirical
results show that the environmental dimensions reduce corporate reputation. This suggests
that while the hotel firm’s investment and engagement in environmentally friendly
practices may sound interesting it does not improve the corporate reputation. The negative
outcome of the environmental score established that high scores of environmental

initiatives tend to be less important signals to influence the perceptions of the stakeholders

82



about the firm’s reputation (Branco & Delgado, 2021). This finding could be that the
stakeholders may not be fully aware of the firm’s environmental practices, most

importantly in case the firm does not engage in actively the promotion of such initiatives.

In terms of the social dimension and corporate reputation, this study found that
while there is a positive relationship, it tends to be less important to corporate reputation
due to the insignificant outcome. Therefore, we cannot confidently conclude that a high
level of social initiative contributes to building a robust corporate reputation. Hence,
improving only on social performance is not adequate to influence corporate reputation.
This study also examined the relationship between the governance dimension and corporate
reputation. The study reveals that governance increases corporate reputation. The results
imply that efficient governance system of firm practices is a good indicator to drive
stakeholders’ perception, which in return enhances the corporate reputation (Ludwig &
Sassen, 2022). This could be partly due to the notion that good governance systems
guarantee that firms act in accordance with laws and regulations which then enable them

to be better positioned and achieve a strong reputation with the public.

5.1.2 Moderating effect of casino operation

Another objective of this study was to examine the moderating effect of casino
operation on the ESG—corporate reputation relationship. To our surprise, the result of this
study indicates that casino operation positively moderates the negative relationship
between environmental pillar and corporate reputation. This result suggests that the hotel

firm’s environmental efforts become meaning to building positive reputation through
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casino operation. Moreover, the excitement that comes with casino experience may make
customers overlook environmental shortcomings, thereby reducing any negative reputation
impact. In addition, this result suggests that in circumstances of low environmental
performance, casinos may compensate firms through strong branding and customer

engagement.

In terms of the relationship between social pillar and corporate reputation, this study
found that casino operations negatively moderate the social—corporate reputation
relationship. Consistent with the legitimacy theory, this implies that casino operations
undermine and adversely impact the reputational benefits that firms could accrued from
their strong social performance or initiatives. Since casinos often encounter public criticism
in relation to issues around gambling, financial exploitation of vulnerable populations and
crime related offences (Lindgreen et al., 2012; Vong & Wong, 2013). Such social concerns
have the potential to form a negative perception about the firm, thereby reversing any
reputational benefits from socially responsible efforts. Therefore, even if hotel firms with
casino operation are involved in social initiatives like employee welfare programs or
community service, stakeholders may still attribute the social harm of casino operation to
such firms, therefore reducing their organization identification and favorable perception by

the stakeholders.

Consistently, this study found that casino operations negatively moderate the
relationship between governance—corporate reputation relationship. This also confirms
the assumption of legitimacy theory as casino operations are considered controversial and

taboo in some context therefore, societal acceptance is not guaranteed. This result suggests
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that even if the firms follow good governance and best practices, public perception of
casino operation may remain negative which will further reinforce the legitimacy concerns.
Casino firms are usually linked to money laundry, regulatory violations and unethical
business practices (Wan, 2012). As a result, irrespective of the firm’s strong governance
systems, stakeholders may still perceive it as high-risk or unethical, and further reduce the
reputational benefits of good governance. Moreover, it can be difficult for casino firms to
have their efforts positively received and perceived by stakeholders, most importantly

those who are doubtful of the firm’s business alignment with such initiatives.
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Table 5.1 Summary of hypotheses

No.

Hypothesis

Result

HI

H2

H3

H4a

H4b

H4c

The effect of the firm’s environmental
performance on corporate reputation is
positive and statistically significant.

The effect of the firm’s social practices on
corporate  reputation is positive and
statistically significant.

The effect of the firm’s governance
performance on corporate reputation 1is
positive and statistically significant.

Casino operation negatively moderates the
relationship between environmental
performance and corporate reputation.
Casino operation negatively moderates the
relationship between social performance and
corporate reputation.

Casino operating negatively moderates the
relationship between governance

performance and corporate reputation.

Not supported

Not Supported

Supported

Not Supported

Supported

Supported
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5.2 Contribution

This study provides important theoretical implications and adds to the existing
literature in many ways. First, this study extends the ESG—corporate reputation studies by
providing logical discussion about how each dimension of ESG pillars is related to building
strong corporate reputation. Although the relationship between ESG and organizational
outcomes like performance have been studied in the past (Ioannou & Serafeim, 2015; Chen,
et al., 2022), however, a logical discussion connecting ESG to corporate reputation in prior
literature is limited and largely neglected in the hospitality industry. In this respect, this
study is unique and the first to the best of our knowledge to provide in-depth discussion of

how each ESG dimension influences corporate reputation for the hotel firms.

Second, this study advances the ESG studies in the field of hospitality management
by introducing casino operations as a moderator factor, highlighting how industry-specific
characteristics shape the ESG-corporate reputation relationship. While prior studies mostly
assume a positive relationship between ESG and firm outcomes (Kang et al., 2010; Lee &
Park, 2009; Molina-Azorin et al., 2009), this study challenges such assumption by arguing
that only the corporate governance efforts contribute positively to building strong corporate
reputation and the presence of casino operations can adversely impact this relationship.
This study demonstrates that engaging in controversial business practices such as casinos
may make stakeholders interpret ESG initiatives as greenwashing, making the potential

positive reputational attributes less visible. This advanced the existing ESG literature by
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demonstrating that stakeholder perceptions and industry norms can significantly shape how

ESG initiatives translate into a strong corporate reputation.

Third, this study added to the literature on the adoption of Signaling Theory by
highlighting that good and strong governance system, which often serves as a positive
signal of credibility and ethical management, may not be equally effective across all
industries. In industry with casino operations, where firms inherently encounter public
skepticism and regulatory scrutiny, a good governance system may fail to enhance
corporate reputation because stakeholders discount the signal as merely a compliance
requirement rather than sincere commitment to ethical conduct (Alhouti et al, 2016). This
aligns with the fundamentals of Signaling Theory, which suggests that for signals to be

effective, it has to be both credible and valued by the receiver (Spence, 1973).

Furthermore, this study extends the importance and applicability of Legitimacy
Theory by demonstrating how industry contextual factors moderate the effectiveness of
legitimacy-seeking actions. While firms often strengthen their corporate reputation by
being involved in ESG practices, those with controversial practices like casinos tend to
encounter greater legitimate constraints in gaining social approval. This is in congruence
with the notion that firms operating in controversial or ethically contested industry need to
engage in more targeted legitimacy strategies to close the legitimacy gap (Suchman, 1995).
This study therefore extends the existing literature by demonstrating that legitimacy is not
only about compliance with institutional norms but also about how stakeholders interpret
and respond to such initiatives. Consequently, the findings from this study suggest that

firms with elements of high-industry scrutiny need to move beyond certain practices such
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as ESG and incorporate industry-specific legitimacy strategies to enhance their corporate

reputation effectively.

5.3 Implications

This study offers insightful implications for industry professionals and managers.
First, this study found that some proposed relationships turned out insignificant or
negatively related. These results suggest that hotel firms should be aware that not all ESG
efforts contribute equally to building a strong corporate reputation. Compared to previous
studies that suggest a linear relationship between all ESG dimensions and firm outcome.
This study found otherwise and established that such argument is not universal and could
be industry or firm specific. For instance, while governance efforts seem critical, firms may
need to rethink the role of environmental and social efforts and the degree of resources to
be invested in such initiative to achieve reputational benefits. Therefore, it is suggested that
the industry should focus more on the element of ESG that the stakeholders perceive to
benefit the firm’s corporate reputation, in this case a good governance system. Also, hotel
firms with casino operations should concentrate on reinforcing their governance
frameworks as a critical practice for reducing the legitimacy risks associated with such

operations.

Second, from the managerial perspective, this study provides a guide to managers
in addressing and dedicating major firm resources to only ESG factors that contribute to
their firm success. Although this does not have to be done in isolation, other factors also

need to be considered as demanded by the stakeholders. However, paying attention to that
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which brings in more reputational reward would benefit the firms more and fulfil the
stakeholders’ interests which would then increase their reputational image. As for the social
initiative, it needs to be done with caution, ensuring they align with the interests and
expectations of the stakeholders concerned. It is also important for the corporate managers
to engage in social initiatives that enhance the stakeholder’s welfare rather than their
personal utility. This is because investing in activities that reflect stakeholder alignment

can improve social approval and indirectly bring non-financial returns in the long-term

(Jones et al, 2017; Latif, 2020).

Third, the result of the governance dimension further delineates how effective
corporate governance can enhance investors' confidence, which will subsequently result in
high reputational benefits. The empirical evidence that the governance dimension is pivotal
to reputational building implies that this initiative must be prioritized as a strategic tool for
improved corporate reputation. Furthermore, managers need to see ESG initiatives as
something other than an immediate reward-given practice but rather as an investment
whose benefits may take time to manifest. It is also essential for policymakers and
regulatory institutions concerned to have some form of incentive for companies that engage
in ESG practices to reduce the negative impact that some of these initiatives may have on
their financial performance and shareholders return. This will serve as motivation for those
that see ESG practices as initiatives that are worth pursuing for the betterment of their host

communities.

Last, this study found that casino operation negatively moderates the positive effect

of social and governance pillars on corporate reputation. Since casino misfit weakens the
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positive impacts, this implies that basic social and governance compliance is insufficient
to build a strong corporate reputation in such business models. Therefore, hotel firms with
casino operations should look further beyond these practices by enhancing their customer
protection policies while also enhancing the transparency in operations by engaging in
proactive stakeholder engagement, obtaining third-party certifications and collaborating

with regulators to offset this adverse impact.

5.4 Limitations and Future Research

This study is not free from limitations that would guide future research directions.
To begin with, the sample (i.e., the number of hotel firms) used for analysis is only limited
to 24 public hotel firms even though it covers a long period of time between 2002-2023
(21 years). As a result, the findings from the study might not be generalized to the totality
of the industry. Hence, the result of this study should be interpreted with caution. Therefore,
future studies are encouraged to extend the sample size to capture a broader range of hotel

firms in order to compare and contrast the generalizability of this study.

Second, this study encourages future studies to investigate other hospitality sub-
sectors like nightlife and cannabis-friendly hospitality to further explore how ESG
initiatives interact with industry-specific characteristics to influence firm outcomes.
Incorporating industry-specific factors is important as it will allow the researchers to
capture contextual nuances that amplify or undermine the relationship between the
variables of interest. The impact of organizational practices like ESG on firm outcomes do

not act in a vacuum; they are influenced by industry-specific norms, regulatory
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environment and legitimacy concerns. Hence, by incorporating industry-specific
moderation variables, this will give more nuance to the study and move beyond the
generalized assumptions by offering more robust and context-sensitive understanding of

how specific factors shape firm outcomes.

Third, only four variables (i.e., leverage, capital expenditure, dividend and total
assets) were controlled for in this study. However, there may be other uncontrolled
variables or omitted variables that could potentially affect the ESG-corporate reputation
relationship. So future research may consider other organizational factors like market
capitalization, board diversity, firm age, advertising and R&D with potential impact on

corporate reputation.

Furthermore, corporate reputation is a multifaceted construct that could be
influenced by a wide range of factors beyond ESG and casino operations. As a result, the
current study does not account for other reputational drivers such as service intensity, crisis
management, corporate controversies and celebrity endorsements. Therefore, future studies
are advised to look at some of these nuanced factors and empirically investigate their

respective contribution to corporate reputation building.
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