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Abstract: This study examined the relationship between share repurchases and corporate sustaina-
bility in South Africa during 2011-2019. According to stakeholder theory, companies may feel a
sense of obligation to not only distribute returns to shareholders through share repurchases but also
to other stakeholders by investing in environmental, social or governance (ESG)-related projects.
Our study, the first of its kind in the context of an emerging economy, reported a positive relation-
ship between share repurchases and corporate sustainability in South Africa (proxied using ESG
scores) —specifically social scores. The emphasis on the social, rather than the environmental, di-
mensions of ESG might result from the emerging economy context, where several societal problems
are experienced. The results support stakeholder theory, but increased disclosure pertaining to the
social dimension of ESG in years when share repurchases are executed might also provide evidence
of “social washing’ (when companies employ their integrated report disclosures to paint an overly
positive picture of their social responsibility initiatives).

Keywords: share repurchases; corporate sustainability; ESG; social scores; stakeholder theory;
social washing

1. Introduction

Corporate sustainability provides an umbrella under which the complex relation-
ships between the economy, environment and society are conceptualised (Bansal and
Song 2017). Company executives acknowledge its growing importance, as approximately
90% of executives believe that a sustainability strategy is key to remaining competitive
(Unruh et al. 2016). This is a stark change from the conventional shareholder-oriented
management approach where shareholder interests were paramount (Friedman 1970).
Stakeholder theory proposes that companies” objectives should be aligned and balanced
between the interests of various stakeholders (Freeman 1984). This implies that companies
should create value for their shareholders (for example, by executing share repurchases)
and for other stakeholders, such as employees, customers and society in general (for ex-
ample, through social empowerment initiatives) and the environment (by reducing the
impact of the company’s operations on natural resources). Environmental, social and gov-
ernance (ESG) metrics, which have widely been suggested as a corporate sustainability
metric, have grown from 3% in 2010 to 30% in 2021 as a key performance indicator for
executives (Cohen et al. 2022; Gao and Bansal 2013).

In the context of the United States of America (USA) and using a macro-economic
perspective, Lazonick and Jacobson (2019), however, questioned whether corporate sus-
tainability might be impeded by excessive share repurchases. Share repurchases is an in-
vestment decision whereby the company distributes excess cash to its shareholders (Ver-
maelen 2005); share repurchasing has become a preferred method of distributing funds to
shareholders globally (Grullon and Michaely 2004). It is often associated with an attempt
to signal undervaluation to the market (Ikenberry et al. 1995; Manconi et al. 2019). Many
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executives are motivated by its shareholder value-creation benefits, as these typically lead
to an increase in earnings per share (EPS) and share prices, which could also increase
management’s variable remuneration when tied to EPS and share price targets (Brav et al.
2005; Steenkamp et al. 2023).

As share repurchases might benefit only shareholders and executives, while corpo-
rate sustainability focuses on long-term value creation for all company stakeholders, these
two variables might seem at odds with one another; as such, their interaction should be
monitored (Lazonick and Jacobson 2019). Conflicting evidence relating to the relationship
between share repurchases and corporate sustainability exists in developed economies. In
the USA, a negative association was found between share repurchases, and both social
and environmental performance (Vaupel et al. 2022), while European companies dis-
played a positive association between share repurchases and corporate sustainability per-
formance (Samet and Jarboui 2017; Tran 2021). The fact that prior studies report contra-
dictory results and that no prior research has examined the relationship between share
repurchases and corporate sustainability in emerging economies emphasises the research
gap in the field.

South Africa presents an important research context in which to study the relation-
ship between share repurchases and corporate sustainability: it has a well-regulated stock
exchange and highly evolved corporate governance but is also an emerging economy with
high unemployment and low economic growth (Wesson et al. 2018). Moreover, South Af-
rica’s previous political policies of racial segregation has led to current legislation address-
ing employment equity and black economic empowerment (Johnson et al. 2019). Given
the prevalence of societal issues (such as income inequality and poverty) in the country,
companies feel more compelled to initiate projects relating to the social dimension of ESG
than the environmental dimension (Cheruiyot-Koech and Reddy 2022). The objective of
this study was to investigate the relationship between share repurchases and corporate
sustainability in the South African context.

The research contributes to the corporate governance literature, as it is the first to
provide empirical evidence of the relationship between share repurchases and corporate
sustainability in the context of an emerging economy. The study reported a positive rela-
tionship between share repurchases and corporate sustainability, particularly the social
dimension of ESG, in South Africa. These findings agree with prior European evidence
(Samet and Jarboui 2017; Tran 2021) and provide support for the stakeholder theory, ac-
cording to which companies feel obligated to distribute profits to both shareholders
(through share repurchases) and other stakeholders (through ESG projects). The social
problems in existence in South Africa seemed to prompt companies to prioritise social,
rather than environmental, disclosures in their integrated reports. However, company
stakeholders should also be aware that enhanced disclosure on the social component of
ESG in years when share repurchases are enacted may be window-dressing (referred to
as ‘social washing’ in this context) and may not translate into measurable progress to-
wards corporate sustainability. As such, the findings are of value to South African stake-
holders in evaluating the credibility of companies’ sustainability pledges.

The remainder of the paper is structured as follows: First, a literature review dis-
cusses prior research on share repurchases and corporate sustainability and their possible
interaction. Thereafter, the research methods are explained, the results are reported and
conclusions are drawn.

2. Literature Review

While some studies in the USA have hinted at a negative relationship between share
repurchases and corporate sustainability (Vaupel et al. 2022; Lazonick and Jacobson 2019),
most prior studies (Samet and Jarboui 2017; Benlemlih 2019; Tran 2021) and theoretical
perspectives (such as life-cycle theory, agency theory and stakeholder theory) propose a
positive association between the two variables. The conflicting evidence might be ex-
plained by contextual differences—the level of share repurchases in the USA is the highest
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in the world (Manconi et al. 2019; Wesson et al. 2015). This emphasises the importance of
evaluating the relationship between share repurchases and corporate sustainability in
other contexts, including emerging economies such as South Africa, to further the body of
knowledge in this regard. The literature review first discusses share repurchases and cor-
porate sustainability; the distinct South African context pertaining to these variables is
also emphasised. Then, the potential relationship between the two variables is examined
by considering both theoretical perspectives and empirical evidence, after which a hy-
pothesis is articulated pertaining to the South African context.

2.1. Share Repurchases

The Friedman Doctrine, which characterised corporate strategy for most of recent
history, identifies shareholders as the most important stakeholder —which implies share-
holder value creation to be the primary responsibility of a company (Friedman 1970).
Shareholder value is associated with the financial risk carried by the shareholders which
is rewarded by either capital appreciation, dividends or share repurchases (Rappaport
2006). Share repurchases is a method of redistributing wealth to shareholders whereby a
company reacquires its own shares from existing shareholders (Vermaelen 2005). This re-
distribution method has been under increased scrutiny due to perceived inappropriate
utilisation of company funds to satisfy management’s interests at the expense of sustain-
able wealth creation for its stakeholders by cutting back on long-term reinvestments (Ben-
dig et al. 2018). Executive share options have been proposed to address these concerns by
aligning the interests of managers with those of shareholders to ensure that the company
is managed in a way that satisfies long-term shareholder interests. However, information
asymmetries enable managers to influence share price and consequently prioritise short-
term interests by enacting repurchases (Benhamouda and Watson 2010).

Company valuation is a positive function of future dividend cash flows; thus, by de-
claring dividends the company’s share-price declines (Rakotomavo 2012). Conversely, re-
purchases are positively associated with share price increases, which are accentuated by
repurchase announcements (Ikenberry et al. 1995; Manconi et al. 2019), often referred to
as a manifestation of signalling theory whereby managers signal an undervaluation of
shares to the market (Benhamouda and Watson 2010). Share repurchases are also enacted
when companies have excess cash flow available (Wesson et al. 2015). Furthermore, re-
purchases increase management’s stake in the company, as well as its remuneration, when
it is tied to share price and EPS (Lazonick 2014). Evidently, share repurchases have led to
company executives acting in their own interest and not necessarily in the long-term in-
terest of shareholders and other stakeholders. Others would rightly point out the average
holding period of company shares by shareholders is less than one year, and therefore,
catering for the short-term is precisely aligned with the interests of shareholders (Rap-
paport 2006). However, one could argue that share repurchases have enabled and further
exacerbated short-sighted behaviour.

Benhamouda and Watson (2010) emphasise that disclosure rules, governance stand-
ards, tax legislation, economic conditions and regulatory environments may influence
share-repurchase behaviour in specific countries. As a result, the share-repurchase behav-
iour of South African listed companies differs from that of listed companies in developed
economies (Wesson et al. 2015; Steenkamp and Wesson 2020). The Johannesburg Stock
Exchange (JSE) has permitted share repurchases only since 1 July 1999. Despite the relative
novelty of share repurchases in South Africa, Steenkamp and Wesson (2020) report that
repurchases have become increasingly popular with approximately 60% of JSE-listed com-
panies engaging in repurchases in the 2010-2017 period. South African share repurchases
were, contrary to the global experience, at an all-time high during the global financial cri-
sis of 2008/2009 (Wesson et al. 2015). Post-crisis, share-repurchase value decreased and
then stabilised at a lower rate, which echoed the post-crisis European experience (as op-
posed to the American experience where share repurchases continued to show growth)
(Steenkamp and Wesson 2020).
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Comprehensive repurchase data are not readily accessible in South Africa due to dis-
closure rules (Steenkamp and Wesson 2020). In most developed economies, companies are
required to announce share repurchases in real time or after a specified interval (e.g., a
week) (Kim et al. 2005). However, the JSE Listing Requirements compel companies to an-
nounce open-market share repurchases only once they have cumulatively repurchased
three percent of their issued shares of that class (Wesson et al. 2015). Crotty (2012) found
companies to apply the rule on a financial-year basis instead of the applying it according
to a cumulative basis. This has resulted in 45% of repurchases not being announced during
the 2010-2017 period (Steenkamp and Wesson 2020). As a result of the lack of complete
repurchase data on South African companies, announced share-repurchase activity in
South Africa has predominantly been studied (Wesson et al. 2014). These studies suggest
a positive signalling effect whereby share prices increase subsequent to repurchase an-
nouncements. This corresponds with the studies conducted in developed economies by,
for example, Ikenberry et al. (1995) and Manconi et al. (2019). Thus, it can be generalised
that share-repurchase announcements are associated with share-price increases.

Other environmental differences are noted in the South African context. While open-
market share repurchases are the preferred repurchase method globally, repurchases by
subsidiaries of their holding companies’ shares was the repurchase method most often
utilised by South African companies (Wesson et al. 2015). An explanation for this prefer-
ence is that it provides greater flexibility, as these shares are not cancelled but rather held
in treasury (Steenkamp and Wesson 2020). Despite congruency with developed economies
in some respects (e.g., signalling effect), South Africa clearly demonstrates a unique share-
repurchase environment which might influence the influence the relationship between
share repurchases and corporate sustainability in South Africa. With this as the back-
ground, the concept of corporate sustainability is considered next.

2.2. Corporate Sustainability

“Sustainable development seeks to meet the needs and aspirations of the present
without compromising the ability to meet those of the future” (WCED 1987). By extension,
one can derive the definition of corporate sustainability as satisfying the immediate needs
and wants of all stakeholders of the business, without impeding its capacity to satisfy the
needs of stakeholders in the future (Dyllick and Hockerts 2002). The prior literature on
corporate sustainability and its derivatives centred its research on the business case (i.e.,
financial case) for its implementation. Scholars have argued that sustainable business
practices do not require trade-offs but rather represent a mutually beneficial goal to strive
for that can bear sustainable economic fruit (McWilliams and Siegel 2001). Despite some
studies showing a positive association between corporate sustainability and company fi-
nancial performance, shareholders are often discouraged by management’s decision to
invest in sustainability initiatives due to the existence of an economic discount rate
wherein the short term is valued higher than the long term (Dyllick and Hockerts 2002).
However, Dyllick and Hockerts (2002) argue that, to achieve true longevity, companies
must responsibly manage their economic, social and environmental resources.

Critics of the sustainable development movement would argue that the use of am-
biguous terms prevent managers from acting in the spirit of what is morally sustainable
(Montiel 2008). Montiel (2008) suggests that the terms are used inconsistently and present
points of overlap, as well as key differences. Thus, for the purposes of this study, to avoid
ambiguity, ESG was the metric used to represent corporate sustainability performance.
ESG differs from other corporate sustainability metrics due to its inclusion of the govern-
ance dimension. The governance framework of South Africa (King IV) defines corporate
governance as a continuous objective of ethical and effective leadership by management
to instil an ethical culture which aims to satisfy the interests of a company’s broader stake-
holder community (IoDSA 2016). Therefore, ESG transcends social and environmental re-
sponsibility, as it captures another ethical dimension. It is clear that the growing preva-
lence of ESG is rooted in stakeholder theory, which characterises the company as a
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custodian of a multitude of stakeholder interests. Hence, ESG would serve as an appro-
priate proxy for corporate sustainability in the context of this study.

Corporate sustainability initiatives undertaken by companies reflect companies’
stakeholder priorities (Cheruiyot-Koech and Reddy 2022). Thus, it can be inferred that
different nationalities reasonably ought to view ESG investment differently based on na-
tional idiosyncrasies. Despite institutional investors globally assigning greater weight to
ESG metrics in its investment decisions than ever before (Cohen et al. 2022), South African
institutional investors still view a company’s financial metrics as more important than
ESG metrics (Johnson et al. 2019; Schulschenk 2013). Of the three ESG dimensions, the
governance dimension seems to receive the most attention in South Africa; corporate gov-
ernance was perceived to be a matter of urgency due to rising levels of corruption
(Schulschenk 2013). South Africa is also renowned for its sophisticated corporate govern-
ance regulations for listed companies (Mokabane and Du Toit 2022; Johnson et al. 2019;
Wesson et al. 2018), including the following;:

¢ A well-regulated stock exchange;

e  Mandatory compliance with the internationally acclaimed King Report on Corporate
Governance (of which the fourth iteration was recently issued);

e  Requiring companies to prepare an annual integrated report, which provides a ho-
listic picture of the value creation of the company for all stakeholders, using both
financial and non-financial metrics.

As such, listed South African companies have relatively high governance scores rel-
ative to their environmental and social scores (Mokabane and Du Toit 2022; Johnson et al.
2019). However, South Africa also has a complex political history (including Apartheid
and a history of racial segregation and economic exclusion), of which the consequences
are still evident today. Hence, regulatory bodies have prioritised addressing issues such
as income inequality and poverty with legislative intervention by introducing the Em-
ployment Equity Act (No. 55 of 1998) and the Broad-Based Black Economic Empowerment
(B-BBEE) Act (No. 53 of 2003) (Johnson et al. 2019). Cheruiyot-Koech and Reddy (2022)
argue that companies feel obliged to address these social issues. As a result, social initia-
tives receive greater funding than environmental issues (such as climate change, habitat
destruction and pollution). The most common areas of corporate social responsibility in-
clude education (e.g., bursaries), training and skills development (e.g., learnership pro-
grammes for the unskilled) and charitable donations. The fact that corporate sustainability
is viewed and approached differently in South Africa when compared to the developed
world (Cheruiyot-Koech and Reddy 2022) might affect the relationship between share re-
purchases and corporate sustainability.

2.3. The Relationship between Share Repurchases and Corporate Sustainability

To date, no study investigating the relationship between share repurchases and cor-
porate sustainability has been conducted in South Africa or any other emerging economy.
Thus, in this paper, existing theories and prior literature from developed economies were
employed when conceptualising the relationship between share repurchases and corpo-
rate sustainability in South Africa. Life-cycle theory suggests that a company’s payout
policy is a function of a company’s life cycle (Fama and French 2001; Mueller 1972). In a
company’s infancy, growth opportunities outstrip internal capital, leading to the com-
pany not having the required funding to distribute funds to its shareholders. Conversely,
mature companies typically have less growth opportunities to capitalise on and more sur-
plus retained earnings, leading to greater shareholder distribution (Grullon and Michaely
2004). Within a corporate-sustainability context, mature companies are more likely to in-
vest in sustainability initiatives, as they have more cash resources at their disposal and
managerial expertise to navigate the potential pitfalls (Attig et al. 2013). It can be deduced
that mature (and larger) companies are more likely to simultaneously participate in share
repurchases and ESG investment according to this theory.
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According to stakeholder theory, company managers must serve the interests of all
of the company’s stakeholders, not only its shareholders (Freeman 1984). Gallo (2004) ar-
gues that companies are social institutions which have internal and external responsibili-
ties. One of the primary responsibilities is an equitable distribution of its wealth to its
stakeholders, i.e., those who contributed. Therefore, companies’ payout policy should not
merely serve to meet shareholder return expectations but also address ethical concerns of
wealth distribution. ESG investments are often viewed by shareholders as financial com-
mitments with intangible benefits and less certainty of financial return. As a result, it can
potentially cause stakeholder conflict, which can be addressed by increased payouts, i.e.,
share repurchases (He et al. 2012). In other words, to appease financially motivated share-
holders who do not approve of ESG commitments, companies may increase shareholder
payouts. Alternatively, to maintain legitimacy in an environment that is increasingly fo-
cused on ESG, companies that enact share repurchases might feel compelled to also illus-
trate their commitment to corporate sustainability by increasing their ESG-related disclo-
sures or performance. Based on this expectation, one would expect a positive association
between share repurchases and corporate sustainability.

Another source of conflict can be characterised by agency theory. Agency theory sug-
gests that a conflict of interests arises when one entity (i.e., management) acts on behalf of
another entity (i.e., shareholders) (Jensen and Meckling 1976). For instance, according to
Jensen and Meckling (1976), executives have a proclivity to use company resources to fur-
ther their own interests as opposed to shareholder interests. Consequently, virtue-signal-
ling executives may use excessive corporate philanthropy as a means of enhancing per-
sonal reputation to the detriment of company value (Samet and Jarboui 2017). However,
Jensen (1986) proposes that an appropriate payout policy can limit self-serving managers’
access to free cash flow, thereby eliminating potential agency costs. According to Fama
and French (2001), share-repurchase popularity is due to improved governance. Dividend
payments are the preferred payout method for shareholders of poorly governed compa-
nies, as they require a board-level commitment, since shareholders typically expect a sta-
ble return, thereby reducing excess cash at the disposal of self-serving managers (John et
al. 2015). Conversely, share repurchases provide greater flexibility, as shareholders do not
have an expectation of stable annual repurchases (Jagannathan et al. 2000). Adequate gov-
ernance mechanisms ensure that managers do not inappropriately utilise cash holdings
in the event of non-payout. Naturally, improved governance is also positively associated
with improved ESG scores due to its contribution to the governance score. This theoretical
background further supports the notion that share repurchases are positively associated
with corporate sustainability.

The relationship between share repurchases and corporate sustainability has been
investigated in various developed countries (mainly Europe and the USA), with mixed
results being reported. Tran (2021) (and Samet and Jarboui (2017)) studied companies in
the STOXX Europe total market index (STOXX Europe TMI) between 2006 and 2019 (2009
and 2014) and found a positive relationship between ESG performance and share repur-
chases. Benlemlih (2019), considering companies based in the USA between 1991 and 2012,
found shareholder payouts to be positively associated with ESG ratings, suggesting share-
holder distribution to be an agency cost remedy in line with Jensen’s (1986) cash-flow hy-
pothesis. Although Benlemlih (2019) focussed primarily on dividend policy, the study also
found a positive association between share repurchases and ESG rating.

Vaupel et al. (2022) conducted research on a sample of S&P 500 listed companies in
the USA for the period 2004-2016 to investigate the association of share repurchases with
environmental and social performance. Contrary to Benlemlih (2019), who employed pay-
outs as a dependent variable and ESG scores as an independent variable, Vaupel et al.
(2022) placed the focus on environmental and social performance by designating ESG
scores as the dependent variable (with share repurchases, and not payout more globally,
as the independent variable of interest). Environmental and social performance was found
to be negatively related to share repurchases, suggesting that a trade-off occurs between
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short-term benefits derived from share repurchases and the long-term benefits of ESG in-
itiatives (Vaupel et al. 2022). Notably, Vaupel et al. (2022) imply that window dressing
may be a possible concern with respect to ESG disclosure. This further illustrates intangi-
ble reputational benefits for those charged with governance that can be obtained from ESG
initiatives, as highlighted by agency theory (Samet and Jarboui 2017; Jensen and Meckling
1976).

As all theoretical arguments and most prior empirical evidence support the existence
of a positive relationship between share repurchases and corporate sustainability, the fol-
lowing hypothesis was articulated:

Hypothesis 1 (H1). There is a positive relationship between share repurchases and corporate sus-
tainability in the South African context.

3. Methods and Materials
3.1. Research Process and Sample Selection

In this study, a positivist approach was used to assess the relationship between share
repurchases and corporate sustainability in a South African context. Secondary data from
companies were obtained from IRESS and Bloomberg and then analysed using descriptive
and inferential statistics.

Data were collected on all JSE-listed companies; however, the sample is dependent
on the availability of ESG scores on Bloomberg. The companies included in the study op-
erate in the following industries: basic materials, consumer discretionary, consumer sta-
ples, energy, health care, industrials, real estate, technology and telecommunications. The
financial industry is excluded due to the stringent and materially different regulations
that exist pertaining to share repurchases (Steenkamp and Wesson 2020).

The research focused on the period 2011-2019. There are various reasons for this pe-
riod being chosen. The King III Report, which contained regulations relating to integrated
reporting, became effective on 1 March 2010 —this is the first South African corporate gov-
ernance framework that regulated ESG disclosures for JSE-listed companies. Moreover, it
was decided to exclude periods of financial distress, such as financial crises, which could
have affected the relationship between share repurchases and corporate sustainability in
the short term. The global financial crisis of 2008/2009 is deemed to have ended by 2011,
while the year 2019 was the last year not affected by the COVID-19 pandemic—resulting
in the period 20112019 being selected.

3.2. Measurement of Variables and Data Collection

In line with Vaupel et al. (2022), it was decided to employ corporate sustainability as
a dependent variable to investigate the possible trade-off that occurs between share repur-
chases as a short-term measure and corporate sustainability as a long-term initiative. This
also allowed the researchers to focus separately on the three sub-components of corporate
sustainability (environmental, social and governance), as they have different impacting
factors in the South African context. The ESG scores, obtained from the Bloomberg data-
base, are used as a proxy for corporate sustainability (dependent variable). Individual dis-
closure of environmental, social and corporate governance performance is evaluated us-
ing certain criteria, which are combined to form one score, ranging between 0 and 100, for
each component (environmental, social and governance). The scores are determined using
a comprehensive list of criteria. For example, the environmental score includes, but is not
limited to, total energy consumption, total wastage, direct and indirect carbon dioxide
emissions, greenhouse gas emissions and paper consumption. The social performance
score contains community spending, employee turnover, minorities and women in man-
agement and total fatalities, to name a few components. The corporate governance score
includes the board size, number of board meetings and percentage of independent direc-
tors.
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The share repurchase (SR) data (independent variable of interest) were collected from
the IRESS database, with specific attention paid to the statement of changes in equity.
Other company financial variables were employed as control variables and collected from
the IRESS financial database. Based on the life-cycle theory, it is expected that spending
on ESG will increase as the company moves into the mature phase, because of greater
available cash flow and more strategic investing (Samet and Jarboui 2017). Due to this
effect, company size, measured by market capitalisation, is used as a control variable. As
larger and more profitable companies typically invest in ESG measures (Rakotomavo
2012) and enact share repurchases (Samet and Jarboui 2017), return on assets (ROA) is
employed as a measure of profitability. According to life-cycle theory, mature companies
with less growth opportunities repurchase more shares than companies in their infancy
with more growth opportunities (Grullon and Michaely 2004); as such, the price-to-book
(PB) ratio is used as a proxy for growth opportunities. Furthermore, the PB ratio also con-
trols for the influence of share price on ESG reporting. Company leverage affects financial
flexibility, i.e., access to cash to finance share repurchases and ESG investment. In other
words, a company with a low leverage factor has a greater capacity to repurchase shares,
as well as acquire debt, to finance ESG investment. Therefore, the leverage factor is also
used as a control variable. The measurement of all variables is shown in Table 1.

Table 1. Table of variables.

Variable Abbreviation Description
Share repurchases SR Share-repurchase .val.ue, .scaled by market
capitalisation
Environmental, social and ESG Composite score for environmental, social
governance score and governance dimensions
Environmental score E Score for environmental dimension
Social score S Score for social dimension
Governance score G Score for governance dimension
Company size SIZE Natural logarithm of market capitalisation
Leverage LEV Leverage factor
Profitability ROA Return on assets
Growth opportunities PB Price-to-book ratio

3.3. Data Analysis

First, the dataset was analysed using a trend analysis and descriptive statistics. Then,
regression analyses were employed to investigate the relationship between share repur-
chases and corporate sustainability. The composite ESG score and its three components
were applied, as shown below, in separate regression analyses.

(1) ESGit=Po+ B1SRit+ B2SIZEit + BsLEVit + BaROAi + BsPBi
(2) Eit= o+ P1SRit+ B2SIZEt+ BsLEVit + BaROA + B5PBit
(B)  Sit=Po+ Pi1SRit+ B2SIZEit + BsLEVit + BaROAi + BsPBiy
(4) Git=Po+ B1SRit+ B2SIZEit+ BsLEVit + BaROAi + BsPBit

4. Results

The dataset contained 2277 line items for JSE-listed companies for the period 2011-
2019. Line items that contained missing or obviously incorrect data were removed from
the dataset; for example, 1538 line items did not have ESG scores available on Bloomberg,
8 line-items did not have a PB ratio in IRESS and 3 line items had negative PB ratios. The
final dataset therefore contained 728 observations. Some outliers were evident in LEV,
ROA and PB (which might have resulted from capturing errors on IRESS), and therefore
these variables were winsorised at 5% and 95%. Trends relating to the dependent and
independent variables are discussed first, followed by the descriptive statistics and



Int. ]. Financial Stud. 2024, 12, 57

9 of 15

Average score

9

8

7

6

5

A

3

2

1

0

0

0

0
0

o

o

o o

0

M Environmental
Social
I I I | | Governance

2012 2013 2014 2015 2016 2017 2018 2019

pairwise correlation test that preceded the regressions executed. The regressions executed
are then reported.

4.1. Trends Relating to ESG and Share Repurchases

The average ESG scores over the target period are shown in Figure 1.

B ESG

Year

Figure 1. Trend relating to average ESG scores.

Figure 1 shows a clear increase in the average ESG scores of JSE-listed companies
during the target period (the average ESG score was 39% in 2011 and increased to 50% in
2019). The positive trend in ESG scores is consistent with Ioannou and Serafeim’s (2017)
expectation of the consequences associated with mandatory corporate sustainability dis-
closures (in South Africa, this is done through a requirement for listed companies to pre-
pare an integrated report). The increase in average ESG scores is also indicative of an in-
creased focus on and improvement in corporate sustainability performance by JSE-listed
companies.

Although the increase was apparent for all components of the ESG score, it was evi-
dent that JSE-listed companies emphasised governance aspects over social and environ-
mental disclosures—as was also reported by Mokabane and Du Toit (2022) and Johnson
et al. (2019). This could be attributed to the development of the King Code in South Africa
and its subsequent compulsory integration for JSE-listed companies, and that governance
is more easily measurable than the other components of ESG (Johnson 2020). The lower
social and environmental scores are in line with other emerging economies (Cahan et al.
2016). In South Africa, greater emphasis seems to be placed on social issues than environ-
mental issues (Cheruiyot-Koech and Reddy 2022).

Figure 2 indicates the share-repurchase activity of JSE-listed companies over the tar-
get period. Like the results reported by Steenkamp and Wesson (2020), the monetary value
of share repurchases oscillated over the target period. Only 115 of the 728 observations
(16%) pertained to years in which companies repurchased shares; for these repurchasers,
the average share-repurchase value as the percentage of market capitalisation ranged be-
tween 0.7% and 3.8%.
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Figure 2. Share-repurchase trends.
4.2. Descriptive Statistics and Correlations
The descriptive statistics pertaining to the variables employed in the regression anal-
yses are presented in Table 2. The descriptive statistics include the number of observa-
tions, as well as the mean, standard deviation, minimum and maximum for each variable.
Table 2. Descriptive statistics.
Variable Number of Observations Mean Standard Deviation = Minimum Maximum
SR 728 0.003 0.01 0.00 0.13
ESG 728 44.29 11.68 14.88 73.76
E 728 22.79 18.85 0.00 76.11
S 728 28.10 13.82 0.00 61.40
G 728 82.02 8.16 42.86 98.62
SIZE 728 9.81 1.48 4.02 14.47
LEV 728 1.62 1.11 0.37 5.05
ROA 728 12.25 11.26 -6.88 38.44
PB 728 2.96 2.79 0.49 10.36
A pairwise correlation was performed to determine if there was multicollinearity be-
tween two variables. The pairwise correlation is presented in Table 3.
Table 3. Pairwise correlations of variables.
Variables (1) (2) (3) 4) (5) (6) (7) 8) 9)
(1) SR 1.00
(2) ESG -0.06 1.00
B)E -0.07 0.93 1.00
4)S -0.03 0.88 0.74 1.00
5)G -0.03 0.64 0.42 0.40 1.00
(6) SIZE -0.05 0.47 0.46 0.39 0.28 1.00
(7) LEV 0.06 0.02 0.02 -0.00 0.05 -0.12 1.00
(8) ROA -0.03 -0.03 -0.09 0.01 0.04 0.37 -0.30 1.00
(9) PB -0.01 -0.12 -0.14 -0.06 -0.09 0.19 0.15 0.47 1.00
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Table 3 indicates that no independent variables were highly correlated (had a coeffi-
cient greater than 0.6). Therefore, all independent variables were used in the regressions
that follow.

4.3. The Relationship between Share Repurchases and ESG

Table 4 provides the results of the panel regressions performed when considering all
company years. The dependant variables are shown at the top of the columns, namely
ESG, environmental, social and governance scores. The Hausman test showed that the
company fixed-effects model is most appropriate, and robust standard errors were em-
ployed.

Table 4. Regressions for all companies.

ESG Score Environmental Social Score Governance

Score Score

SR 28.44 ** 25.87 42.13 ** 16.87

SIZE 0.99 *** 1.58 0.70 0.66

LEV 0.10 -0.25 0.02 0.44*

ROA -0.04 -0.13* -0.02 0.031

PB -0.17 —0.45 -0.08 -0.00
Year fixed effects Yes Yes Yes Yes

Constant 29.30 *** 2.89 15.17 *** 70.40 ***
Observations 728 728 728 728
R-squared 0.58 0.40 0.38 0.30
Number of companies 89 89 89 89

F-statistic 23.08 11.61 11.66 9.85
Prob>F 0.00 0.00 0.00 0.00

% <0.01, " p <0.05,and * p < 0.1.

A statistically significant positive association was noted between share-repurchase
activity and a company’s ESG score, indicating that companies that choose to enact share
repurchases had better ESG scores. This result agrees with the findings of Tran (2021) and
Samet and Jarboui (2017) in the European context and Benlemlih’s (2019) results in the
USA. A similar relationship was noted when considering only companies’ social score,
which indicates that the positive results pertaining to the overall ESG score was mainly
driven by the social score. This result provides support for stakeholder theory, whereby
companies may feel a responsibility to serve the interests of internal and external stake-
holders (Freeman 1984). In other words, companies distributed wealth to their sharehold-
ers by means of share repurchases, as well as through social initiatives. Alternatively, this
could be an indication of window dressing or ‘social washing’ (Vaupel et al. 2022), i.e.,
emphasising disclosures relating to social initiatives in years when share repurchases are
executed to avoid negative backlash.

The finding that disclosures relating to the social dimension of ESG, specifically, were
positively related to share-repurchase activity might be a result of the unique South Afri-
can environment. Company stakeholders in South Africa, such as employees and custom-
ers, are acutely aware of the social problems existing in South Africa (e.g., poverty, unem-
ployment and income inequality). As a result, Cheruiyot-Koech and Reddy (2022) argued
that companies often feel pressurised to address these social problems. Especially in years
when companies are spending large amounts on share repurchases, stakeholders would
want to be assured (through extensive disclosures in the integrated report) that companies
are also contributing to alleviating societal problems. There is, however, a danger of ‘social
washing’ (e.g., making inaccurate claims in the integrated report about a company’s im-
pact on its employees, customers or society in general), which has also been emphasised
in the popular media (ESI-Africa 2022) and in industry reports (FSCA 2024).
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Table 4 provides evidence that company size had a positive relationship with ESG
disclosure (thus, larger companies had better ESG disclosures than smaller companies).
This could be due to the increase in external pressure on bigger companies to provide
sustainability-related disclosures (Drempetic et al. 2019). Furthermore, larger mature
companies have greater retained earnings and the business acumen required to make ESG
investments and related disclosures (Attig et al. 2013).

At a 10% level of significance, highly leveraged companies had higher governance
scores—possibly to manage their credit ratings and to honour agreements with their
banks. Also at a 10% significance level, a negative relationship existed between ROA and
companies’ environmental score. Thus, companies with lower ROA had better environ-
mental disclosure. This provides marginal support for Vaupel et al.’s (2022) concern of
window dressing (‘green washing’), especially in financially challenging times. Compa-
nies performing poorly from a profitability standpoint may be more inclined to accentuate
ESG disclosure.

As a robustness check, the regression was performed a second time, but only for re-
purchasers, i.e., company years in which companies performed a share repurchase. Table
5 shows the results, with only 115 observations (38 separate companies) being included.

Table 5. Regressions focusing only on repurchasers.

ESG Environmental Score Social Score Governance
Score Score
SR 54.71 ** 81.02 47.85 35.34
SIZE 1.065 2.830 -1.046 1.409
LEV 0.258 0.257 -0.473 0.989
ROA 0.0858 0.0101 -0.186 * 0.437 ***
PB -0.877 * -2.007 1.083* -1.704 **
Year fixed effects Yes Yes Yes Yes
Constant 28.67 *** -7.354 32.04 61.21 ***
Observations 115 115 115 115
R-squared 0.717 0.541 0.429 0.535
Number of companies 38 38 38 38
F-statistic 26.84 11.82 13.30 34.31
Prob>F 0.00 0.00 0.00 0.00

% <0.01,* p <0.05,and * p < 0.1.

In Table 5, similar results are found as in Table 4: a positive relationship existed be-
tween share repurchases and ESG disclosures scores. The positive association between
share repurchases and companies’ social score was, however, no longer statistically sig-
nificant. Overall, the results in both Tables 4 and 5 are aligned with the hypothesis (H1)
that a positive relationship between share repurchases and corporate sustainability exists
in the South African context.

5. Conclusions

The ubiquitous nature of corporate sustainability is being felt by company executives
as stakeholders increasingly demand sustainability disclosures (De Silva Lokuwaduge
and De Silva 2022). Although some studies in the USA have proposed a negative associa-
tion between share repurchases and corporate sustainability (Vaupel et al. 2022; Lazonick
and Jacobson 2019), most evidence from developed economies supports a positive rela-
tionship between the two variables (Samet and Jarboui 2017; Benlemlih 2019; Tran 2021).
No prior studies investigated the relationship between share repurchases and corporate
sustainability in emerging economies. Consequently, the objective of this study was to
investigate the relationship between share repurchases and corporate sustainability in the
South African context. The regression analyses showed a significant positive relationship



Int. ]. Financial Stud. 2024, 12, 57

13 of 15

between share repurchases and ESG scores, specifically social scores, in the South African
context. South Africa’s socio-economic difficulties may have prompted companies to pri-
oritise social initiatives over environmental ones.

5.1. Theoretical Implications

As the first study to empirically assess the relationship between share repurchases
and corporate sustainability in the setting of an emerging economy, this study adds to the
body of knowledge. It lends credence to the stakeholder theory, which emphasises that
companies should distribute earnings to both shareholders (via share repurchases) and
other stakeholders (via ESG projects). The results agree with prior empirical evidence
from Europe (Samet and Jarboui 2017; Tran 2021), but they disagree with the studies from
the USA (Vaupel et al. 2022; Lazonick and Jacobson 2019). This emphasises that the inter-
action between share repurchases and corporate sustainability might be context-specific,
and that the negative association reported in the USA could have resulted from the larger
amounts being spent on share repurchases in that context.

5.2. Policy Implications

Company stakeholders should be mindful that increased disclosures on the social
component of ESG in years when share repurchases are executed may be window-dress-
ing (also known as ‘social washing’) and may not result in quantifiable advancements in
this area. As a result, stakeholders in South Africa can use the findings to assess the legit-
imacy of companies’ sustainability commitments. Financial regulators and shareholder
activists should continue to monitor companies” ESG disclosures, assess the risks of win-
dow-dressing and implement initiatives to hold companies accountable for their ESG-re-
lated promises.

5.3. Research Limitations and Recommendations for Future Research

A limitation of this study is that it is based on JSE-listed companies and, given the
unique socio-economic conditions of South Africa, cannot be generalised to other emerg-
ing economies. Future research could replicate this study in another emerging economy.
From a corporate-sustainability point of view, ESG disclosure scores may not truly reflect
companies’ sustainability efforts (Johnson et al. 2019). Therefore, in answering the re-
search question on whether there is a relationship between share repurchases and corpo-
rate sustainability, actual ESG performance may present a different result compared to
ESG disclosure scores. Future research can focus on different timeframes, such as during
the COVID-19 pandemic and the post-pandemic period, to investigate the influence of a
crisis and how it changes companies’ attitudes towards its various stakeholders (i.e., how
they prioritise various stakeholder interests). It may also be informative to investigate the
influence of executive share-based remuneration on the relationship between share repur-
chases and ESG in South Africa.
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