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1. Introduction

The Indian automobile sector plays a vital role in the economy of India, making substantial contributions
to the country's GDP, job creation, and overall industrial advancement. India ranks as the fourth-largest
automobile market globally, boasting a remarkable vehicle production of around 26 million units in 2023. This
impressive figure encompasses a diverse array of categories, such as passenger cars, two-wheelers, commercial
vehicles, and electric vehicles (EVs) (SIAM, 2023). The sector serves as a significant player in exports, with
Indian automobile producers shipping more than 4 million vehicles each year, thereby reinforcing its status as
a worldwide manufacturing centre (Auto Punditz, 2023). The automotive industry engages millions of
individuals both directly and indirectly through diverse sectors including production, sales, and service
offerings. During the fiscal year 2022-23, the sector represented approximately 7.1% of India's gross domestic
product and contributed to 49% of the nation's manufacturing output (Department for Promotion of Industry
and Internal Trade, 2023). In addition to production, the industry propels creativity, logistics coordination, and
the advancement of interconnected fields, spanning from metal and electronic goods to technological
advancements and transportation solutions. In the year 2023, it is projected that India's automobile sector
provides employment for more than 35 million individuals (NITI Aayog, 2023). Nonetheless, the industry has
encountered numerous obstacles in recent times, such as ecological issues, evolving consumer tastes, more
stringent emission regulations, and the increasing popularity of electric vehicles (EVs). The Indian government's
bold endeavour to promote electric mobility, exemplified by initiatives such as the FAME-II (Faster Adoption
and Manufacturing of Hybrid and Electric Vehicles) scheme and an ambitious goal of achieving 30% electric
vehicle penetration by 2030 (NITI Aayog, 2022), has profoundly influenced market dynamics. This has spurred
traditional automobile manufacturers to channel investments into cleaner technologies and embrace more
sustainable practices. This transition is a component of a wider worldwide movement aimed at sustainability
and eco-friendly production practices.

1.1. Introduction to ESG

Factors related to Environmental, Social, and Governance (ESG) are progressively emerging as crucial
benchmarks for assessing a company's sustainability and enduring financial success. ESG criteria evaluate the
effectiveness of a company in terms of its commitment to environmental sustainability, social accountability,
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and governance practices. The integration of these three elements provides a holistic perspective on a
company's total influence on both society and the environment, “extending far beyond mere financial outcomes.

Environmental (E): Measures how a company manages its impact on the natural environment, including
its efforts to reduce carbon emissions, water usage, waste management, energy consumption, and its role in
addressing climate change.

Social (S): Evaluates a company's relationships with employees, customers, suppliers, and the
communities where it operates. It includes aspects like labor practices, diversity and inclusion, customer
satisfaction, community engagement, and human rights.

Governance (G): Focuses on the internal systems and structures that govern a company, such as board
diversity, executive compensation, transparency, ethics, and shareholder rights.”

Worldwide, there has been a growing necessity for organisations to incorporate ESG principles into their
operational frameworks. This transformation is propelled by escalating consumer anticipations, regulatory
frameworks from the government, and an increasing acknowledgement that organisations with robust ESG
practices frequently excel compared to their counterparts regarding risk management, financial resilience, and
brand prestige (Eccles et al, 2014). Research indicates that companies that proactively incorporate ESG
elements often realise enhanced profitability, reduced volatility, and superior market performance (Friede et
al,, 2015). In India, the importance of ESG factors has surged remarkably in recent times. As socially responsible
investing gains momentum and the government advocates for enhanced sustainable development, Indian
enterprises, particularly in the automobile sector, are progressively weaving ESG principles into their strategic
blueprints. Indeed, India has emerged as one of the most rapidly expanding markets for ESG investments, with
assets concentrated on ESG witnessing a remarkable increase of 30% annually in 2023 (Securities and Exchange
Board of India, 2023). In alignment with India's extensive sustainable development objectives (SDGs),
businesses are progressively anticipated to comply with heightened environmental and social standards,
propelled by consumer demand and regulatory frameworks. Tata Motors, a prominent player in India’s
automobile industry, has embedded sustainability at the heart of its strategic approach. The organisation has
pledged to achieve net-zero emissions by 2040, emphasising electric vehicles, minimising waste, and adopting
eco-friendly manufacturing practices.

1.2. Objective

To explore the relationship between ESG practices and firm value creation in the context of India's
automobile manufacturers.

1.3. Research Questions

a. How do Environmental, Social, and Governance (ESG) practices impact the firm value creation of automobile
manufacturers in India?

b. What is the relationship between ESG performance and financial performance in the Indian automobile
industry?

2. Literature Review

2.1. ESG and Firm Value

The connection between Environmental, Social, and Governance (ESG) elements and corporate value has
emerged as a central theme in both scholarly and professional investigations in recent decades. A multitude of
research endeavours have aimed to determine the extent to which strong ESG practices can favourably influence
a company's financial performance. A multitude of international research indicates a steady favourable
relationship between ESG performance and corporate value, especially regarding profitability, market valuation,
and risk management. In their groundbreaking research, Friede et al. (2015) examined more than 2,000 studies
concerning ESG and its financial implications, ultimately concluding that 90% of the studies identified a
favourable correlation between robust ESG practices and corporate financial success. The research revealed that
companies boasting elevated ESG scores typically experience reduced capital costs, increased stock valuations,
and enhanced financial outcomes over the long term. This phenomenon is especially noticeable in industries
that encounter considerable environmental and social hazards, as companies that actively tackle these issues
frequently earn the trust of investors and the favour of the public. Additional investigation conducted by Dinca
et al. (2022) explored the financial performance of enterprises boasting elevated ESG ratings across various
international markets, revealing that organisations with more robust environmental sustainability initiatives,
specifically, achieved enhanced long-term financial results. This research underscores the growing importance
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of eco-friendly practices, including carbon footprint reduction and resource optimisation, in enhancing a
company's image and financial success.

2.2. ESG in the Automobile Industry

The automotive sector stands as one of the most crucial industries worldwide, accountable for extensive
manufacturing and considerable ecological consequences. Consequently, the connection between ESG
performance and corporate value holds significant importance in this industry, as organisations in the
automotive sector are progressively anticipated to incorporate sustainability into their practices. Orsato & Wells
(2007) undertook one of the pioneering investigations into ESG practices in the automobile sector,
concentrating on the ways in which car manufacturers were embracing eco-friendly technologies to enhance
their environmental impact. It was discovered that corporations including Toyota, Ford, and General Motors
started incorporating environmental considerations such as fuel efficiency and emission reductions into their
strategic long-term planning. These advancements enabled businesses to satisfy regulatory standards while
attracting eco-aware customers, ultimately enhancing brand value and fostering consumer loyalty. Expanding
upon this, Perkins & Murmann (2018) investigated the societal aspect of ESG within the automotive sector. Their
study highlighted the significance of organisations cultivating enhanced labour relations, elevating worker
safety standards, and expanding diversity within leadership positions. The transition towards inclusive
corporate governance strategies, coupled with environmental efforts, was linked to enhanced corporate
resilience and a stronger market position. They particularly highlighted Tesla as an exemplary case study of an
automotive company adeptly weaving sustainability into its fundamental business framework, thereby
establishing a competitive edge that enhanced its stock valuation.

2.3. ESGinthe Indian Context

India, characterised by its expanding automobile industry, encounters a distinctive array of challenges and
prospects in embracing ESG practices. The Indian government has recently launched a multitude of initiatives
aimed at fostering sustainability across diverse industries, with a particular focus on the automobile sector.
According to Varde et al. (2023), a notable transformation has occurred within the Indian corporate
environment, as an increasing number of Indian companies are adopting ESG frameworks in reaction to
regulatory pressures and the rising consumer demand for sustainable practices. Nonetheless, the integration of
ESG practices within Indian industries, particularly in the automobile sector, remains in its nascent phase. Hardi
et al. (2024) highlight that Indian automobile manufacturers encounter numerous obstacles in the adoption of
ESG practices, such as difficulties with regulatory adherence, supply chain oversight, and a lack of awareness
regarding the significance of ESG metrics. The Indian regulatory landscape has transformed, showcasing a
heightened focus on sustainable manufacturing practices and stringent emission standards. However, there
remain significant shortcomings in enforcement, frequently allowing companies to postpone or overlook critical
ESG reforms. Mahindra & Mahindra, a prominent player in India's automobile sector, has made remarkable
progress in embracing ESG practices. As noted by Varde et al. (2023), Mahindra's commitment to electric
vehicles (EVs) and sustainable transportation has enabled the company to synchronise its activities with India's
increasing emphasis on clean energy initiatives. Specifically, Mahindra’s Electric Mobility Program seeks to
diminish carbon emissions by utilising cleaner vehicle technologies, establishing the company as a trailblazer in
the realm of sustainable automobiles in India. In a similar vein, Tata Motors has pledged to achieve net-zero
emissions by 2040, emphasising the adoption of clean manufacturing technologies and the production of electric
vehicles, thereby bolstering its standing among investors and consumers alike.

2.4. ESG Metrics and Financial Performance

Delving deeper into the connection between particular ESG metrics and financial performance can be
achieved by dissecting each of the three elements—Environmental, Social, and Governance—and analysing their
distinct influence on company value.

2.4.1. Environmental Impact: How Environmental Sustainability (e.g.,
Reducing Emissions, Improving Fuel Efficiency) Impacts Long-Term

Firm Value

As worldwide focus pivots towards climate change and ecological decline, businesses that embrace eco-
friendly practices are poised to secure competitive edges. Lee and colleagues (2022) investigated the enduring
impacts of environmental sustainability on corporate value and determined that companies prioritising
emission reductions, energy efficiency, and resource conservation excel beyond their rivals. In particular,
businesses that emphasise fuel-efficient innovations within the automotive industry are more strategically
equipped to endure market variations influenced by the unpredictability of energy costs. The worldwide
transition to electric vehicles (EVs) is significantly influencing the industry. Electric vehicles, characterised by
their diminished ecological impact, are regarded as pivotal to the future landscape of the automotive industry.
Firms that are making early investments in these innovations are reaping significant long-term financial
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benefits. This phenomenon is particularly noticeable in companies such as Tesla and Nissan, whose eco-friendly
advancements have boosted their market worth.

2.4.2. Sociallmpact: The Role of Social Practices (Labor Conditions,
Consumer Relations, Community Engagement) in Building Brand

Reputation and Driving Consumer Loyalty

The significance of social sustainability is paramount in shaping brand reputation and enhancing
consumer loyalty. Research conducted by Ray & Hardi (2024) highlights that organisations that proactively
enhance working conditions, promote diversity, and connect with communities via social initiatives are more
successful in elevating their corporate reputation, influencing consumer choices, and ultimately boosting sales.
For car manufacturers, enhancing employee safety, guaranteeing equitable compensation, and fostering diverse
leadership can result in increased operational efficiencies and better consumer perceptions. For instance,
Mahindra & Mahindra’s commitment to inclusive recruitment strategies and its dedication to fostering socio-
economic growth in rural India has cultivated robust connections with local communities, thereby elevating its
brand value. The various social initiatives exhibit a favourable relationship with the expansion of market share
and the enhancement of consumer loyalty, especially in an economy such as India, where social values and
inclusivity are increasingly pivotal to the choices made by consumers.

2.4.3. Governance Impact: The Influence of Corporate Governance (e.g.,
Transparency, Board Diversity, Stakeholder Involvement) on Firm

Performance

Robust corporate governance is crucial for fostering transparency, promoting ethical conduct, and
enhancing stakeholder involvement, all of which are intricately connected to organisational performance.
Snyder & Williams (2021) contend that organisations possessing robust governance frameworks—
characterized by diverse boards, clear financial reporting, and active engagement with stakeholders—tend to
achieve superior financial results. Companies that uphold stringent governance standards typically experience
elevated investor trust and are perceived as more secure investment opportunities. This holds particular
significance in the automotive sector, where challenges like adherence to regulations, commitment to
environmental stewardship, and the occurrence of product recalls can profoundly influence a corporation's
financial performance. For example, Tata Motors has garnered acknowledgement for its robust corporate
governance structure, characterised by clarity in its operations and proactive engagement with stakeholders.
These strategies not only enhance its standing with investors but also guarantee that the company is
strategically equipped to respond to shifts in market dynamics and regulatory landscapes, fostering its

3. Method

3.1. Research Design

This research employed a quantitative approach to investigate the connection between Environmental,
Social, and Governance (ESG) scores and the value of firms in the Indian automobile sector. A numerical
methodology was deemed suitable for investigating the intensity and orientation of the relationship between
ESG performance and financial results, facilitating the application of objective metrics and statistical methods
to evaluate hypotheses and draw conclusions. An examination of the relationship between ESG scores and
corporate performance was conducted via secondary data analysis, offering an effective method to evaluate
extensive datasets for long-term trends and patterns.

3.2. Data Sources
The primary data sources for this study included secondary data from credible and reputable sources:

a. Annual Reports: Financial and operational data from the selected firms' annual reports provided a
comprehensive view of the companies' performance and ESG strategies.

b. ESG Performance Indices: Data from MSCI ESG Ratings, Sustainalytics, and other similar indices offered
detailed information on the ESG performance of the automobile manufacturers. These indices were widely
recognized for assessing ESG risks and opportunities across various sectors.

c. Financial Reports: Publicly available financial reportssupplied key indicators such as market capitalization,
return on assets (ROA), and other relevant financial metrics that were integral for analyzing firm value.
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3.3. Sample Selection

The sample for this study focused on a select group of the top automobile manufacturers in India,
specifically:

a. Tata Motors - A leading player in the Indian automobile industry with strong ESG commitments, including
sustainability in production and a transition towards electric vehicles (EVs).

b. Mahindra & Mahindra - Known for its commitment to sustainable mobility, EV production, and social
responsibility.

c. Maruti Suzuki - A dominant automobile brand in India, which had made significant strides in environmental
sustainability and corporate governance practices.

These companies represented a diverse cross-section of the Indian automobile sector, with varying levels
of ESG adoption and financial performance, making them ideal candidates for analyzing the relationship
between ESG practices and firm value. The time frame for the study spanned the past 5-10 years, providing a
robust dataset that reflected both short-term and long-term trends.

3.4. Variables and Data Collection

Dependent Variable: The dependent variable for this study was firm value, which was measured using the
following financial metrics:

a. Market Capitalization: The total market value of a company's outstanding shares, which was often used as a
proxy for firm value and reflected investor sentiment.

b. Return on Assets (ROA): A measure of a company's profitability relative to its total assets, indicating how
efficiently a company used its assets to generate profit.

c. Stock Performance: The price movements of the firm’s stock, which reflected market perceptions of the
company’s future growth prospects and stability.

Independent Variables: The independent variables consisted of the three components of ESG scores:

a. Environmental Score: Represented a company’s environmental sustainability practices, such as carbon
emissions, waste management, energy consumption, and resource efficiency.

b. Social Score: Reflected a company’s commitment to social issues, including labor conditions, consumer
safety, community engagement, and diversity.

c. Governance Score: Measured the company’s corporate governance practices, such as board diversity,
executive compensation, shareholder rights, and transparency.

Control Variables: To account for external factors that could influence firm value, the study included the
following control variables:

a. Company Size: Larger companies tended to exhibit better access to resources and had different financial
characteristics compared to smaller firms.

b. Market Conditions: The state of the broader economy, including economic growth rates, inflation, and
interest rates, could influence firm performance.

c. Industry Factors: The performance of the automobile sector as a whole, including market demand for
automobiles and shifts toward electric vehicles, was considered as an industry-level factor influencing the
relationship between ESG and firm value.

3.5. Data Collection Method:

Data were gathered from publicly available financial databases, ESG reports, and company filings for the
period spanning 2013 to 2023. These data were supplemented by information from well-established sources,
including Bloomberg, Reuters, and the S&P Global Market Intelligence platform, which provided comprehensive
and up-to-date financial and ESG performance data for large firms.
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3.6. Analytical Methods

The analysis employed several statistical techniques to examine the relationship between ESG
performance and firm value. The key methods were as follows:

a. Correlation Analysis: Initially, a correlation analysis was conducted to determine whether there was any
significant relationship between ESG scores (overall and individual components) and firm value indicators
(market capitalization, ROA, and stock performance). This helped identify whether a positive or negative
association existed.

b. Regression Models: Multiple regression analyses were used to quantify the strength and direction of the
relationship between ESG scores and firm value, controlling for company size, market conditions, and
industry factors. These models allowed the study to isolate the impact of ESG components on financial
performance while accounting for external variables.

c. Panel Data Analysis: Given the longitudinal nature of the data (5-10 years), panel data regression models
were applied. This method accounted for both the cross-sectional (differences across companies) and time-
series (changes over time) dimensions of the data, offering a more robust estimation of the relationships.

3.7. Hypotheses

The study tested the following hypotheses to explore the effect of ESG scores on firm value in the Indian
automobile sector:

H1: Higher environmental scores (e.g., emissions reduction, energy efficiency) were positively correlated
with improved financial performance (e.g., higher market capitalization and ROA).

H2: Higher social scores (e.g., labor practices, community engagement) were positively correlated with
higher consumer loyalty and stock performance.

H3: Stronger governance scores (e.g., transparency, board diversity) were positively correlated with
improved financial performance and lower risk.

H4: Firms with higher overall ESG scores had better long-term financial outcomes, as measured by higher
market capitalization, improved ROA, and better stock performance.

These hypotheses were tested through the application of the statistical techniques outlined above, with
the expectation that higher ESG scores would demonstrate a positive relationship with firm value, particularly
in the context of the evolving Indian automobile market.

4. Results and Discussion

4.1. Descriptive Statistics

This section provides an overview of the ESG scores and key financial indicators for the automobile firms
included in the study (Tata Motors, Mahindra & Mahindra, and Maruti Suzuki). Descriptive statistics, such as
averages, standard deviations, and ranges, offer insight into the variability of both ESG performance and
financial indicators across firms (Table1).

Table 1. ESG Scores and Financial Performance of Sample Firms

Firm ESG Environmental Social Governance Market Return Stock
Score Score Score Score Capitalization on Assets  Performance
(Avg)) (INR Crore) (ROA) (Annual %)

Tata 75.3 80.2 72.4 78.9 105,000 6.5% 12.5%

Motors

Mahindra& 80.1 85.3 79.8 75.0 145,000 7.2% 15.3%

Mahindra

Maruti 78.5 77.4 80.0 79.0 210,000 9.0% 18.0%

Suzuki

Mean 78.0 80.0 77.4 77.6 153,333 7.6% 15.3%

Standard 2.1 3.5 3.4 2.4 53,000 1.2% 3.4%

Deviation

The mean ESG score of the sample firms is 78.0, with Tata Motors showing the lowest ESG score and
Mahindra & Mahindra the highest. There is a moderate spread in ESG scores, indicating some firms perform
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better across the environmental, social, and governance dimensions. Market capitalization varies significantly,
with Maruti Suzuki having the highest value, which may reflect its larger market presence.

4.2. Correlation Analysis

This section analyzes the correlation between ESG scores (environmental, social, and governance) and firm
performance indicators (market capitalization, return on assets, and stock performance). Correlation analysis
helps to understand how closely ESG performance is linked to financial outcomes (Table 2).

Table 2. Correlation between ESG Scores and Financial Performance

Variable Market Capitalization Return on Assets (ROA) Stock Performance
Environmental Score 0.75%* 0.65** 0.80**
Social Score 0.70** 0.60* 0.72%*
Governance Score 0.68* 0.62%** 0.76**
Overall ESG Score 0.79** 0.71** 0.84**

Environmental Score has a strong positive correlation with stock performance (0.80), suggesting that
consumers and investors increasingly value environmental sustainability, especially in industries like
automobiles that are energy-intensive. The Social Score shows moderate correlations with market capitalization
(0.70) and stock performance (0.72), indicating that positive social practices, such as labor conditions and
community engagement, can significantly influence market perception. Governance Score also demonstrates a
meaningful relationship with firm value, although it appears to be slightly less impactful compared to the
environmental and social aspects.

4.3. Regression Results

This section presents the results from regression models that estimate the impact of ESG scores on firm
performance. The models assess how much variance in financial performance can be explained by ESG practices
(Table 3).

Table 3. Regression Analysis - Impact of ESG Scores on Market Capitalization

Variable Coefficient Standard Error t-Statistic p-value
Environmental Score 0.45 0.12 3.75 0.001
Social Score 0.38 0.11 3.45 0.002
Governance Score 0.30 0.14 2.14 0.035
Overall ESG Score 0.50 0.13 3.85 0.001

The Environmental Score is statistically significant (p = 0.001) and has a coefficient of 0.45, indicating that
a 1-point increase in environmental sustainability leads to a 0.45-point increase in market capitalization. Social
and Governance scores also show positive effects, but their coefficients are smaller compared to the
environmental score. Notably, governance practices show a lower Impact, with the coefficient for the
Governance Score at 0.30 (Table 4).

Table 4. Regression Analysis - Impact of ESG Scores on Return on Assets (ROA)

Variable Coefficient Standard Error t-Statistic p-value
Environmental Score 0.25 0.10 2.50 0.02
Social Score 0.18 0.08 2.25 0.03
Governance Score 0.22 0.09 2.44 0.025
Overall ESG Score 0.28 0.10 2.80 0.007

The results show that Environmental and Social Scores are both statistically significant in explaining
variations in Return on Assets (ROA). The Overall ESG Score continues to demonstrate the most substantial
impact on ROA, with a coefficient of 0.28. Governance practices also show a positive relationship with ROA, albeit
with a slightly weaker coefficient than the other two components (Table 5).

Table 5. Regression Analysis - Impact of ESG Scores on Stock Performance

Variable Coefficient Standard Error t-Statistic p-value
Environmental Score 0.72 0.18 4.00 0.001
Social Score 0.61 0.15 4.07 0.001
Governance Score 0.55 0.17 3.24 0.004
Overall ESG Score 0.75 0.19 3.95 0.001
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Environmental and Social Scores demonstrate the strongest positive correlations with Stock Performance,
with Environmental Score having the largest coefficient (0.72). These results suggest that sustainability and
social responsibility have a pronounced impact on how investors perceive these firms in the market. Governance
remains a significant but smaller driver of stock price changes, with a coefficient of 0.55, indicating that good
governance practices can still influence investor confidence and stock performance.

4.4. Control Variables

This section investigates the role of control variables such as company size and market conditions in the
regression models. These variables help determine whether ESG effects are independent of other external
factors (Table 6).

Table 6. Regression Results for Control Variables - Company Size and Market Conditions

Variable Coefficient Standard Error t-Statistic p-value
Company Size (In) 0.15 0.05 3.00 0.004
Market Conditions 0.25 0.07 3.57 0.001

Company Size: The positive coefficient of 0.15 indicates that larger companies tend to have higher market
capitalization and better financial performance, independent of their ESG scores. This suggests that larger firms
may have more resources to invest in sustainable practices, which in turn boosts their financial performance.

Market Conditions: Market conditions (e.g., economic stability, consumer demand) significantly influence
firm performance, with a coefficient of 0.25. Firms operating in favorable market conditions tend to experience
higher stock performance, which may overshadow ESG practices to some extent.

4.5. Discussion

4.5.1. Interpretation of Results

The findings from the regression analysis and correlation tests offer significant insights into the
relationship between Environmental, Social, and Governance (ESG) practices and firm performance in the Indian
automobile sector. This section interprets the key findings of the study, evaluates the impact of each dimension
of ESG, and discusses their implications for firm value.

4.5.2. Key Findings

The results provide clear evidence that higher ESG scores correlate with better financial performance in
the Indian automobile sector. More specifically, environmental sustainability practices appear to have the
strongest influence on market capitalization and stock performance, suggesting that consumers and investors
are particularly responsive to companies making strides in reducing environmental impact. Social practices,
including labor conditions, community outreach, and customer engagement, also play a vital role in enhancing
firm value, particularly in terms of brand reputation and consumer loyalty. Meanwhile, governance practices,
though significant, exhibit a relatively smaller impact, indicating that while ethical leadership and transparency
matter, they may not be as directly tied to financial outcomes as environmental and social dimensions. These
results align with the growing body of research suggesting that integrating ESG criteria into business strategy is
not just a moral or regulatory consideration but a sound financial decision. Friede et al. (2015) concluded that
strong ESG practices are positively correlated with better financial outcomes in numerous industries globally.
In the context of the Indian automobile sector, this study supports the notion that adopting ESG principles leads
to a competitive advantage by attracting both investors and consumers.

4.5.3. Environmental Practices

Environmental sustainability, particularly efforts towards reducing carbon emissions, enhancing fuel
efficiency, and investing in electric vehicles (EVs), has shown the strongest positive relationship with financial
performance. The coefficient for Environmental Score in both the Market Capitalization and Stock Performance
regressions was notably higher than the other ESG components. This suggests that the growing emphasis on
sustainability, particularly in high-impact industries like automobiles, has become a key driver of firm valuation.
For example, Tata Motors has been a leader in the Indian market by promoting sustainable mobility solutions,
including electric vehicle production through its Nexon EV, which not only aligns with the growing demand for
eco-friendly products but also improves the company’s public image and market valuation (Orsato & Wells,
2007). In the broader global context, Tesla’s success is an excellent example of how environmental sustainability
can drive profitability. The company’s focus on electric vehicles, renewable energy, and cutting-edge technology
has transformed it into a market leader, suggesting that environmental stewardship in the automobile industry
is directly tied to long-term viability and profitability (Perkins & Murmann, 2018).The emphasis on reducing
emissions and shifting towards cleaner production practices aligns with Lee et al. (2022), who found that
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environmental initiatives tend to generate long-term financial gains, as they not only reduce operational costs
(e.g., energy use, waste management) but also attract investment from environmentally conscious funds.

4.5.4. Social Practices

The social dimension of ESG, encompassing employee welfare, customer relations, community
involvement, and diversity, also plays a crucial role in driving firm performance. Our study found that Social
Score had a moderate but positive correlation with market capitalization and stock performance, reinforcing the
argument that social initiatives can lead to significant financial returns. For instance, Mahindra & Mahindra has
built a strong reputation for its commitment to social responsibility through programs focused on rural
development, education, and improving the lives of employees (Varde et al., 2023). This commitment to
inclusive growth not only enhances their brand image but also fosters consumer loyalty, especially in a market
like India, where social and ethical considerations are increasingly influencing purchasing decisions. This
finding resonates with the work of Ray & Hardi (2024), who argued that consumer trust, driven by strong social
initiatives, leads to better brand loyalty, which directly translates into better financial performance. As
consumers and investors become more socially conscious, automobile companies that emphasize social welfare
can experience stronger brand value and a higher return on investment.

4.5.5. Governance Practices

Strong governance practices are crucial in enhancing the reputation of firms and reducing operational
risks. The regression results indicate that Governance Score does positively affect firm performance, though the
coefficient is lower than those for environmental and social factors. This suggests that governance practices,
while important, may have a less direct impact on firm value in the short term. Nonetheless, governance remains
a critical factor in ensuring the long-term sustainability of firms, especially in markets with increasing regulatory
scrutiny. The corporate governance framework of a company—encompassing transparency, board diversity,
and stakeholder engagement—can contribute to building investor confidence, reducing financial risks, and
preventing scandals that could harm a company’s reputation (Snyder & Williams, 2021). In India, where
regulatory frameworks are evolving, the companies that excel in governance can better navigate the risks posed
by political and economic volatility. The significance of governance is well illustrated by Ford Motor Company’s
recent efforts to enhance its governance framework, including diversifying its board and improving its
sustainability practices (Dinca et al, 2022). Despite challenges in the automotive sector, Ford’s focus on
corporate governance has allowed it to remain competitive globally, emphasizing the importance of ethical
leadership in boosting financial performance.

4.5.6. Comparison with Global Trends

When compared with global case studies, the results from the Indian automobile sector align with global
trends in industries like technology and energy. Tesla’s environmental innovations, such as electric vehicles,
have made it a leader in the global market, demonstrating that sustainable practices in the automobile industry
can translate into increased profitability (Orsato & Wells, 2007). Ford and General Motors, in their transition to
electric and hybrid vehicles, have also experienced significant positive market reactions, underscoring the
impact of environmental sustainability on firm performance. Further, global studies on ESG practices in sectors
such as technology and energy also support the finding that strong ESG practices lead to financial success.
Perkins & Murmann (2018) found that companies in the technology sector with high environmental and social
scores outperform their peers in terms of stock performance and market share. Similarly, Hardi et al. (2024)
noted that energy companies that prioritize sustainability are better positioned to manage risks and capitalize
on opportunities in the long term, much like the Indian automobile companies transitioning toward EVs and
sustainable practices. These global examples highlight the growing importance of ESG criteria in shaping market
outcomes. For Indian automobile manufacturers, following the global trends of investing in environmental
sustainability and robust social practices is not only an ethical imperative but also a strategic move that could
enhance their competitiveness.

4.6. Implications for the Indian Automobile Industry

4.6.1. Practical Implications

The findings suggest several important practical implications for Indian automobile manufacturers. Given
the significant positive relationship between environmental sustainability and firm value, automobile
companies in India must invest more heavily in electric vehicle production, renewable energy, and technologies
that improve fuel efficiency. With increasing consumer demand for eco-friendly products, particularly in the
wake of government initiatives to reduce carbon emissions, companies such as Tata Motors and Mahindra &
Mahindra should accelerate their focus on sustainability (Varde et al., 2023). Additionally, social initiatives are
becoming more central to consumer decision-making. Companies that promote diversity, inclusive growth, and
employee welfare are likely to benefit from stronger brand equity and consumer loyalty. Manufacturers can
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integrate more community-focused programs and improve employee relations to enhance their social score and
brand reputation.

4.6.2. Policy Recommendations

To further enhance ESG practices and promote long-term value creation, several policy
recommendations can be made:

Government Support for EV Adoption: Indian policymakers should continue to support the adoption of
electric vehicles by providing tax incentives, subsidies, and infrastructure investments. This would facilitate the
transition towards cleaner energy and boost firms’ ESG credentials.

Strengthening ESG Reporting Regulations: It is crucial to establish stricter ESG reporting standards for
Indian firms. Transparency in ESG metrics would not only improve the credibility of Indian companies but also
attract foreign investments from ESG-focused funds.

Encouraging Corporate Governance Reforms: The government should incentivize firms to strengthen
their corporate governance frameworks by implementing more stringent requirements for board diversity,
audit processes, and stakeholder transparency.

Adopting strong ESG practices not only helps Indian automobile firms fulfill their ethical obligations but
also boosts their financial performance. By aligning their strategies with global best practices and focusing on
environmental, social, and governance factors, Indian firms can remain competitive and achieve long-term
success.

5. Conclusion

This research explored the connection between Environmental, Social, and Governance (ESG) practices
and the value of firms in the Indian automobile industry. The results present persuasive proof that robust ESG
performance, especially in environmental and social aspects, is favourably linked to improved financial results,
including heightened market capitalisation, return on equity, and stock performance. The study explore
uncovers that businesses prioritising ecological sustainability, like minimising carbon footprints and investing
in electric transportation, enjoy significant monetary advantages over time. Furthermore, social initiatives, such
as labour welfare and community involvement, play a crucial role in enhancing brand value and fostering
consumer loyalty. While governance practices remain significant, their influence on firm performance was
observed to be comparatively modest yet still beneficial. The findings highlight the necessity for Indian
automobile producers to incorporate ESG standards into their strategic frameworks to secure enduring success
and enhance their competitive edge. Policymakers are encouraged to bolster this shift by improving ESG
reporting standards and offering incentives for sustainable practices.
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