THE EFFECT OF ESG ON FINANCIAL
PERFORMANCE AMONG MALAYSIAN PUBLIC
LISTED COMPANIES

WONG XEN YANG

MASTER OF BUSINESS ADMINISTRATION

UNIVERSITI TUNKU ABDUL RAHMAN

FACULTY OF ACCOUNTANCY AND
MANAGEMENT

JULY 2023



THE EFFECT OF ESG ON FINANCIAL
PERFORMANCE AMONG MALAYSIAN PUBLIC
LISTED COMPANIES

WONG XEN YANG

A research project submitted in partial fulfillment of the
requirement for the degree of

Master of Business Administration

Universiti Tunku Abdul Rahman

Faculty of Accountancy and Management

JULY 2023



THE EFFECT OF ESG ON FINANCIAL
PERFORMANCE AMONG MALAYSIAN PUBLIC
LISTED COMPANIES

By

WONG XEN YANG

This research project is supervised by:

Dr Lim Boon Keong
Assistant Professor
Department of Finance

Faculty of Accountancy and Management



Copyright @ 2023

ALL RIGHTS RESERVED. No part of this paper may be reproduced, stored in a
retrieval system, or transmitted in any form or by any means, graphic, electronic,
mechanical, photocopying, recording, scanning, or otherwise, without the prior

consent of the authors.



DECLARATION

I hereby declare that:

(1) This Research Project is the end result of my own work and that due
acknowledgement has been given in the references to all sources of information be

they printed, electronic, or personal.

(2) No portion of this research project has been submitted in support of any
application for any other degree or qualification of this or any other university, or

other institutes of learning.

(3) The word count of this research report is 19621.

Name of Student: Wong Xen Yang

Student ID: 21UKMO05396

Signature: W

Date: 31% July 2023



ACKNOWLEDGEMENT

I would like to express my heartfelt gratitude to the following individuals and
institutions for their invaluable support and guidance throughout the completion of

this thesis:

I would like to express my heartfelt gratitude to my research supervisor, Dr. Lim
Boon Keong, for his exceptional support and guidance throughout the entire
research process. From the initial topic selection to the completion of the research,
Dr. Lim has been an invaluable mentor. His expertise in the field of ESG and data
analysis using EViews has provided me with the necessary knowledge and skills to
conduct this research successfully. Dr. Lim's dedication to my studies and his
continuous support have been instrumental in shaping the direction and quality of
this research. Despite his busy schedule, he has generously devoted his time and
effort to assisting me. His meticulous review and insightful comments have
significantly improved the research, ensuring its smooth progression. I am
profoundly grateful to Dr. Lim for his unwavering commitment and guidance.
Without his invaluable help, this research would not have been possible. His

expertise, patience, and encouragement have been pivotal in my academic journey.

Next, I would like to express my heartfelt appreciation to my family, especially my
wife, for their unwavering support and encouragement in pursuing further studies.
Their belief in me and their constant support have been instrumental in my academic
achievements. I am truly grateful for their sacrifices and understanding throughout
this journey. I am also grateful to my parents for the opportunities and experiences
they have provided me, which have shaped me into the person I am today. Their
unwavering support and encouragement have been invaluable throughout my

academic pursuits.

Vi



Furthermore, I would like to extend a special thanks to my close friends for their
continuous support and for keeping in touch throughout the research process. Their
words of encouragement, understanding, and unwavering friendship have been a

source of strength and inspiration.

Lastly, I would like to thank the professors, lecturers, and staff members of the
Faculty of Accountancy and Management at Universiti Tunku Abdul Rahman
(UTAR). They provided me with the required tools and facilities, allowing me to

learn from difficult jobs and build new talents.

Vii



DEDICATION

I am grateful to Dr. Lim Boon Keong for guiding and motivating me throughout the
research process. As a result, I'd want to dedicate this study to Dr. Lim Boon Keong.

I shall be eternally grateful for his assistance during the study process.

My studies would also be dedicated to my family and close friends. They were
always there for me, and their unwavering support helped me to gain confidence

and self-esteem.

viii



TABLE OF CONTENT

COPYRIGHT PAGE e v
DECLARATION e v
ACKNOWLEDGEMENT .. vi
DEDICATION e viii
TABLE OF CONTENT oo ix
LIST OF TABLES e xiii
LIST OF FIGURES e Xiv
LIST OF ABBREVIATION ..o, XV
PREFACE Xvii
ABSTRACT XVviii
CHAPTER 1 INTRODUCTION  ..iiiiiiniiiiniiiniiiecniinsaiessassssasosssonss 1
LOOVEIVIEBW it 1
1.1 Background of the study — ........cooiiiiiii 2
1.2 Problem Statement — .........o.iieiiii e 4
1.3 Research QUEStiONS  .....oiviiiiiii i 7
1.4 Research ODJECtiVES  ..o.viuieiiiie e 8
1.5 Significance of the study — ......c.ovviiriiiiii 9
CHAPTER 2 LITERATURE REVIEW ... iiiiiiiiiiiiiiiiiniiinninesncnnnn 11



2.0 Introduction

2.1 Development of Environment, Social and Governance (ESG) ............

2.1.1 Environment DIMENSION  ...oovuuniiiiiiiii e e

2.1.2 Social Dimension

2.1.3 Governance DIMENSION  ....oovinnneiitiiiii et

2.1.4 CSR and ESG

2.2 ESG in Malaysia

2.3 Theory of ESG

2.3.1 Stakeholder Theory

2.3.2 Institutional Theory

2.3.3 Legitimacy Theory

2.4 ESG rating and firm performance ..............ccoiiiiiiiiiiiiiiie,

2.4.1 Environment rating and firm performance  ...........................

2.4.2 Social rating and firm

performance ............coiiiiiiiiiiiie

2.4.3 Governance rating and firm performance  ...........................

2.5 Theoretical Framework

CHAPTER 3 METHODOLOGY  ..cciiiiiiiiiiiiiiiiiiiiieieiereriecacnecncaces

3.0 Introduction

3.1 Research Design

3.1.1 Quantitative Research

11

12

13

15

17

19

21

23

23

24

25

27

30

32

35

37

38

38

39

40



3.2 Refinitiv ESG Score

3.3 Data Collection

3.3.1 Primary Data

3.3.2 Secondary Data

3.4 Study Sample

3.5 Data Screening

3.6 Measurement of Variables  .....o.ouiiiiiiii

3.6.1 ESG Rating

3.6.2 Dependent Variables ...........cooiiiiiiiiiiii

3.6.3 Independent Variables ............ccooeiiiiiiiiiiii e

3.6.4 Control Variables

3.7 Formulation of Hypotheses ...........cocviiiiiiiiiiiiiiiieeen

3.8 Overview of Diagnostic Test .......o.vvriiiiiiiiiiiiiececeeeeans

3.8.1 Pooled Ordinary Least Square Estimation ....................cceeuee.

3.8.2 Fixed Effects ESHMAtION  ....ooviiiiitt e

3.8.3 Random Effects EStimation ...........coviiiiiiiiiiiiii i,

CHAPTER 4 DATAANALYSIS  ciiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieienecnenenanes

4.0 Introduction

4.1 Descriptive analysis and Correlation Matrix —.............ccooeveiiiiiiennnn..

4.2 Result

xi

40

42

42

42

44

45

46

46

47

51

54

55

56

58

60

61

63

63

64

71



4.2.1 Heteroscedasticity Test  ......oovviiiiiiiiiiiiiiiiieiiei e eeeeaees 73

4.2.2 Hausman Test ..oooiiii i 74
4.2.3 Relationship between Dependent and Independent Variables ...... 75
4.2.4 Relationship between ROA and Independent Variables ... 76
4.2.5 Relationship between ROE and Independent Variables ... 78
4.2.6 Relationship between Tobin’s Q and Independent Variables  ...... 79
4.2.7 Relationship between Stock Returns and Independent Variables ... 81
438 R-squared e 83
439 F-StatiStic ot 84
CHAPTER 5 DISCUSSION AND CONCLUSION  ..ciiiiiiiiiieininineninnns 86
5.0 Introduction e 86
5.1 Key FIndings oo e 87
5.2 Contribution of Study  ....oovviiiii e 90
S3LIMItation e 91
5.4 Recommendations for Future Studies ................cooiiii. 93
References 95
APPendiX A 109

xii



LIST OF TABLES

Page

Table 1 Literature on the relationship between ESG rating and firm .... 28
performance

Table 2 The assignment of ESG scores ..........cccovviiiiiiiiiiiiininnnn. 46
Table 3 Variables of the study ... 53
Table 4 Descriptive analysis of the variables ........................... 64
Table 5 Correlation Matrix of the variables — .................c..ooo.. 67
Table 6 The relationship between dependent and independent e 71
variables

Xiii



LIST OF FIGURE

Page

Figure 1: Categories for ESG score  ........coovviviiiiiiiiiiiinnnn. 41

Xiv



ESG

CSR

ROA

ROE

SRI

EES

PB

SR

RU

EM

WO

HU

CO

PR

MA

SH

UTAR

LIST OF ABBREVIATION

Environment, Social and Governance
Environment

Social

Governance

Corporate Social Responsibility
Return of Assets

Return of Equity

Social Responsible Investing
Economic, Environment and Social
Price to Book

Stock Return

Resource used

Emissions

Innovations

Workforce

Human Right

Community

Product Responsibility
Management

Shareholders

Universiti Tunku Abdul Rahman

XV



D/E
POLS
OLS
FE
GMM

MLE

TQ

Debt-to-equity ratio

Pooled Ordinary Least Squares
Ordinary Least Squares

Fixed Effects

Generalized Method of Moments
Maximum Likelihood Estimation
Firm Size

Leverage

Cash

Tobin’s Q

XVi



PREFACE

The research is being carried out as part of the Master of Business Administration
(MBA) curriculum at Universiti Tunku Abdul Rahman (UTAR) under the subject
MKMAZ25106 - Research Project. The main title of the research project is the effect

of ESG on financial performance among Malaysian public listed companies.

The objective of the research is to gain knowledge on the inter-relationship among
the ESG main scores and ESG sub-dimensions scores and the financial performance

among Malaysian public listed companies.

The research also plans to investigate the most significant dimension of ESG toward
the ROA, ROE and Tobin’Q ratio of the public listed companies in Malaysia. The
three main dimensions of ESG used are Environment, Social and Governance. The
ten sub-dimensions of ESG used are resource use, emissions, innovations,
workforce, human right, community, product responsibility, management,

shareholders, and CSR strategy.
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ABSTRACT

This thesis examines the relationship between Environmental, Social, and
Governance (ESG) factors and financial performance among Malaysian public
listed companies. The growing awareness of sustainability issues and the increasing
demand for responsible corporate behavior have prompted organizations to
incorporate ESG considerations into their strategic decision-making processes. This
study aims to shed light on the potential impact of ESG practices on financial

performance in the Malaysian context.

The research adopts a quantitative approach, utilizing financial data and ESG
ratings for a sample of Malaysian public listed companies over a specified time
period. Multiple regression analysis is employed to explore the association between
ESG performance and financial indicators such as return on assets, return of equity,

Tobin’s Q ratio and stock return performance.

The implications of this research contribute to the existing literature on ESG and
financial performance by providing empirical evidence from the Malaysian context.
The findings offer valuable insights for policymakers, investors, and corporate
managers, emphasizing the importance of incorporating ESG considerations into
decision-making processes. This study underscores the potential for sustainable
business practices to create value not only for the environment and society but also

for the financial performance of companies.
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Chapter 1 Introduction

1.0 General Overview

In recent years, there has been a rising significance placed on environmental, social,
and governance (ESG) factors in both business decision-making and investment
strategies. Research indicates that companies prioritizing ESG factors may
potentially experience improved long-term financial performance and mitigate risks
related to sustainability concerns. However, the existing body of literature exploring
the connection between ESG and financial performance remains inconclusive and
lacks investigation in specific contexts, such as Malaysia. As a result, the objective
of this study is to examine the impact of ESG on the financial performance of public

listed companies in Malaysia.



1.1 Background of the study

Investors nowadays demand more information from companies than ever before to
attract their attention. The well-known financial crisis that happened in the US
brought businesses' ethical conduct, accountability for risks, and capacity to
strategically attract a wide spectrum of investors under scrutiny. The financial crisis
not only affected firm performance but also raised social concerns such as
unemployment and poverty. Over the past few years, many NGOs and government
authorities have put pressure on companies to comply with certain standards in their
business practices. This is where the concept of environmental, social, and

governance (ESG) aspects was introduced.

ESG investing has gained traction as a result of changes in demand across the
financial industry, driven by both the pursuit of higher long-term financial value
and a desire for better value alignment. Beyond that, ESG can safeguard investors'
assets, while for businesses, it has emerged as a crucial component of competitive

strategy.

Recent years have witnessed significant advancements in standardizing and
quantifying metrics used to assess how well-performing businesses are in terms of
ESG factors. Investor interest in businesses that score well in terms of their ESG
performance or demonstrate a serious commitment to ESG objectives has increased.
However, shockingly few businesses have actually achieved significant ESG
commitment improvements. Only a small portion of the 2,000 worldwide firms
tracked by the World Benchmarking Alliance have declared sustainability goals,
and among those that do, not all are on track to meet them (World Benchmarking
Alliance, 2022). Even growing companies tend to make only incremental
improvements and fail to implement the fundamental strategic and operational
changes needed to fulfill the Paris Agreement or the Sustainable Development
Goals (Tolliver et al., 2019). The majority of businesses still view sustainability as
an afterthought—a concern related to reputation, rules, and reporting rather than an

integral part of their corporate strategy. This disconnect is mainly due to the fact



that the ESG performance system is not tied to company performance in terms of

profitability and share price.

ESG has become an essential aspect of a country's development, especially in
Malaysia. At the Corporate Social Responsibility Conference on June 21, 2004, the
Malaysian government made it clear that sustainability initiatives, such as CSR and
ESG, help increase a company's market value by enhancing brand image, improving
financial performance, and attracting and retaining the best employees (Said et al.,
2009). This view is further supported by the ninth prime minister, Datuk Seri Ismail
Sabri, who mentioned that our country is committed to building an ecosystem
capable of promoting ESG-friendly activities and job markets, as promised when
tabling the 12th Malaysia Plan (12MP) in the Dewan Rakyat (Malaymail, 2022).

This investigation focuses on companies in Malaysia, as they serve as an important
case study for ESG research. Since Malaysia began implementing its first Corporate
Social Reporting (CSR) Framework in 2006, it has been at the forefront of ESG
developments. The first sustainable development report from Malaysia was
published in 1987. (Mohammad & Wasiuzzaman, 2021).



1.2 Problem Statement

In recent years, there has been a growing recognition of the importance of
Environmental, Social, and Governance (ESG) issues in the business world.
Companies are facing increasing pressure from stakeholders to address these issues,
as they can have a significant impact on a company's financial performance through
various channels, including reputation, risk management, and innovation. While
some studies have explored the connection between ESG and financial performance,
there is a lack of research specifically focusing on the sub-dimensions of ESG and

their impact on the financial performance of Malaysian public listed companies.

Following Malaysia's downgrading to Tier 3 in the US State Department's
Trafficking in Persons Report, increased scrutiny of Malaysian corporations'
environmental, social, and governance (ESG) standards is predicted. This follows
US Customs and Border Protection (CBP) investigations against many Malaysian
corporations and product seizures at US ports for allegedly using forced labor in
their manufacturing. As ESG is becoming more significant to investors globally,
this allegation will have a negative impact on the Malaysian economy (Azhar K.,
2021).

Banks in Malaysia are adopting more ecologically and socially responsible financial
and operational practices by working to include ESG aspects into their governance,
corporate strategy, operational planning, and risk management. 90% of the 14 banks
in Malaysia that were polled claimed to have a department devoted to
operationalizing ESG, indicating progress in creating governance and supervision
over ESG risks (Fintech News Malaysia, 2021). However, based on the Top 100
public listed companies published by Bursa Malaysia, the banking sector only
accounts for 14%. Other sectors such as healthcare, construction, plantation, and

automotive are not yet ready to adopt ESG as part of their sustainability initiatives.

There is a frequent query from the public regarding whether advancing the ESG
agenda requires forgoing corporate earnings. Business leaders need to be mindful

that some shareholders might think that a constant ESG focus is harmful or



sacrifices financial shareholder returns. The shift from a world of financial
shareholder primacy to a more inclusive stakeholder capitalism encompasses a wide
range of problems, including voter rights, worker activism, gender and racial
diversity, and more. Business executives must handle trade-offs in each of these
ESG components (Moyo, 2022). Before implementing ESG components into their
business strategy, companies need to be well-prepared as it costs time and money
to train the workforce. The relationship between investment in research and
development (R&D) and the importance of ESG reporting may vary depending on
the industry, company, and specific circumstances. While R&D investment can
contribute to innovation, product development, and competitive advantage, ESG
reporting focuses on a company's environmental, social, and governance

performance.

The subject of Environmental, Social, and Governance (ESG) performance has

attracted considerable attention in recent years, accompanied by skepticism and

conflicting findings that raise concerns and interest. One area of debate revolves

around the potential placebo effect of Environmental, Social, and Governance (ESG)
considerations and their effectiveness in protecting investors during challenging

times, such as the financial crisis (Nejati et al., 2010). The Amsterdam Declaration

on Transparency and Reporting advocates for an international system that promotes

transparency, accountability, and public disclosure of ESG performance to address

the primary causes of economic crises (Global Reporting Initiative, 2009). Despite

a lack of empirical studies examining the exact role of ESG performance during

these periods, valuable insights have been gained from the global financial crisis of
2008-2009. Nonetheless, contradictions and ambiguities impede a thorough

analysis of the subject, with results varying depending on various factors such as

the nation, the sector, the capital markets, the legal system, the governance structure,
and the reporting requirements.

Over the past decade, numerous studies have explored the relationship between
ESG performance and financial performance. However, these studies have
generated conflicting findings, leading to debate in the field. (Alareeni & Hamdan,
2020; Khoury et al., 2021, R. el Khoury et al., 2022; Janicka & Sajndg, 2022;

Mohammad & Wasiuzzaman, 2021; Tarmuji et al., 2016). Some researchers have
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discovered a positive correlation between ESG scores and corporate financial
success (Z. Li et al., 2022; Ng et al., 2020; Paolone et al., 2022; Weber, 2014),
others have found the opposite (Duque-G. & Aguilera-C., 2021; Folger-Laronde et
al., 2022; Garcia & Orsato, 2020) or mixed results (Buallay, 2019; Giannopoulos et
al., 2022; R. E. L. Khoury et al., 2021). This discrepancy in findings highlights a

significant research gap.

This research gap is particularly important in the context of Malaysia, as it is an
emerging market with a substantial presence of large companies operating across
diverse industries such as oil and gas, manufacturing, and financial services.
Furthermore, Malaysia has made notable strides in adopting and implementing
policies and initiatives related to sustainable development and responsible business
practices. The country has embraced frameworks like the Sustainable Development
Goals (SDGs) and the Malaysian Code on Corporate Governance, demonstrating
its commitment to promoting sustainability and good governance in the business
landscape. However, it remains unclear to what extent these efforts have translated

into enhanced financial performance among publicly listed companies in Malaysia.

Previous research has primarily investigated the relationship between ESG
(Environmental, Social, and Governance) factors and firm financial performance by
considering ESG as a whole. However, this approach has created a research gap
because the different dimensions of ESG possess distinct characteristics. To address
this gap and gain a more comprehensive understanding of ESG, this study aims to
evaluate all three main dimensions (Environmental, Social, and Governance) and
their ten sub-dimensions both collectively and individually. Moreover, since most
existing ESG studies have primarily focused on the United States and the United
Kingdom, this study expands its scope to include businesses in Malaysia. Therefore,
the primary objective of this study is to examine the impact of ESG on the financial
performance of publicly listed companies in Malaysia. By doing so, it seeks to
enhance our knowledge of how ESG influences financial performance specifically
within emerging economies. The findings of this study will provide valuable
insights into the extent to which ESG issues affect financial performance in the
Malaysian context and their significance for investors, decision-makers, and

businesses.



1.3 Research Questions

This research aims to answer the following research questions:

1. What is the relationship between ESG dimension and financial performance
among Malaysian public listed companies?
2. What is the relationship between ESG sub-dimension and financial

performance among Malaysian public listed companies?



1.4  Research Objectives

The purpose of the research is to examine the inter-relationship among ESG rating
and firm financial performance among Malaysian public listed companies.
1. To examine the relationship between ESG dimension and financial
performance among Malaysian public listed companies.
2. To examine the relationship between ESG sub- dimension and financial

performance among Malaysian public listed companies.

1.5 Scope of research

The objective of this research is to analyze the impact of environmental, social, and
governance (ESG) factors on the financial performance of publicly listed companies
in Malaysia. The study will involve examining publicly available information, such
as sustainability reports, annual reports, and other disclosures, to evaluate the extent
of ESG practices implemented by companies. Accounting-based metrics of
financial performance, including return on assets (ROA), return on equity (ROE),
Tobin's Q, and stock returns, will be utilized to explore the relationship between
ESG practices and financial performance. The sample will consist of companies
listed on Bursa Malaysia, the primary stock exchange in Malaysia, over a five-year
period (2017-2021) to ensure data consistency and adequate coverage. This research
aims to contribute to the existing body of knowledge on the association between
ESG and financial performance by offering insights specific to the Malaysian

context.



1.6  Significance of the study

The influence of environmental, social, and governance (ESG) factors, along with
their sub-dimensions, on financial performance has become a subject of great
interest among diverse stakeholders, including investors, policymakers, and
businesses on a global scale (Fernandez-Feijoo et al., 2014). However, the existing
literature on the relationship between ESG and financial performance remains
inconclusive and lacks research from specific contexts, such as Malaysia. Therefore,
this study aims to investigate the effect of ESG and its sub-dimensions on the
financial performance of Malaysian public listed companies.

This study holds several key significances. Firstly, it contributes to the expanding
body of research on the link between ESG and financial performance. By focusing
on the Malaysian context, which has received relatively less attention compared to
other nations, this study fills a gap in the literature and provides valuable insights
into the unique characteristics of the Malaysian market. Furthermore, it explores the
potential advantages of ESG practices and their sub-dimensions for financial
success within the Malaysian context. The findings from this study can serve as a
foundation for future researchers interested in studying not only the main
dimensions of ESG but also its sub-dimensions and their impact on firm

performance.

Additionally, this study demonstrates that firms prioritizing ESG considerations
may reap financial benefits, as it examines the impact of ESG on financial
performance. The results can encourage more companies to embrace
environmentally and socially responsible business strategies (Jermsittiparsert et al.,
2019). Furthermore, the study holds practical implications for Malaysian company
managers and executives. They can leverage the findings to better comprehend the
advantages of integrating ESG practices into their company goals. This may lead to

improved financial outcomes and enhanced relationships with stakeholders.

Lastly, this study carries significant implications for investors who increasingly
consider ESG factors when making investment decisions. By gaining a better
understanding of the risks and opportunities associated with sustainable



investments in Malaysia through the study's findings, investors can make more
informed choices. The outcomes of the research can also influence policymakers
aiming to promote ESG practices among Malaysian businesses, as it demonstrates
the potential for enhanced financial performance and positive social and

environmental outcomes (Hezri & Dovers, 2006).
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Chapter 2 Literature Review

2.0 Introduction

This chapter provides an extensive review of the literature concerning the
environmental, social, and governance (ESG) dimension, subdimensions, and their
impact on firm performance. The chapter will commence by examining the
evolution and development of ESG, encompassing all its dimensions. Furthermore,
the theoretical underpinnings of ESG will be explored, including past theoretical
frameworks that have contributed to the understanding of these concepts. To
establish a solid foundation for the study, a conceptual framework will be
constructed, accompanied by the formulation of hypotheses. The chapter will
culminate with an empirical review, focusing on the empirical evidence and
research findings regarding the relationship between ESG dimensions, their
subdimensions, and firm performance. By providing a comprehensive synthesis of
the existing literature, this chapter will lay the groundwork for the subsequent
analysis and investigation of the interrelationships among ESG, its subdimensions,

and firm performance.
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2.1 Development of Environment, Social and Governance(ESG)

Twenty financial institutions developed the term ESG in a 2004 research in
response to a request from Kofi Anon, Secretary-General of the United Nations.
(Gillan et al., 2021). The term "ESG," which stands for "environmental, social, and
governance,"” refers to how companies and investors incorporate these challenges
into their business plans. Additionally, it helps investors analyze business behavior.
ESG is the most recent concept used by firms to assess their non-financial
performance, building upon the foundations of socially responsible investing (SRI)
and corporate social responsibility (CSR). While CSR implicitly includes
governance concerns related to environmental and social issues, SRI utilizes
financial resources and investment operations to align with institutional values or
further the institution's mission (Caplan L et al., 2013; Gillan et al., 2021).

Over time, ESG has developed into a comprehensive framework for evaluating a
company's overall sustainability performance. Initially, ESG investing catered to
socially responsible investors seeking alignment between their values and
investments. However, the concept of ESG investing has expanded to include
mainstream investors who recognize the potential financial benefits of integrating
ESG factors into their investment decisions. Consequently, ESG investing has

emerged as a significant force in the investment world.

ESG ratings and rankings play a crucial role in enabling investors to assess
companies' non-financial performance. Various organizations, such as MSCI,
Sustainalytics, and Refinitiv, provide ESG ratings and rankings. Currently,
Bloomberg, MSCI, and Refinitiv (previously known as Thomson Reuters) are the
leading international providers of financial and non-financial data services.
Refinitiv is gradually strengthening its internal ESG expertise, and investors can
readily access raw financial data through these providers. These ratings and
rankings offer investors a means to compare companies' ESG performance and

evaluate their sustainability practices.

12



2.1.1 Environmental Dimension

Environmental issues play a crucial role within the ESG framework, specifically
focusing on a company's impact on the natural environment. This dimension
encompasses several sub-dimensions that assess a company's environmental
performance and sustainability. These sub-dimensions include resource use,
emissions, waste management and resource efficiency, pollution and toxic
substance management, and biodiversity and ecosystem protection. Companies that
effectively manage natural resources, reduce harmful emissions, and invest in
innovation are more likely to minimize their environmental impact and ensure long-

term sustainability.

Resource use is a pivotal aspect of the environmental sub-dimension. Efficient
resource management, such as electricity and water, has been found to contribute
to greater financial performance. For example, Flammer (2015) discovered that
enterprises with higher resource efficiency exhibited higher profitability and
reduced volatility. Similarly, D’Inverno et al. (2021) found that organizations with
strong water management practices outperformed their peers in terms of financial
performance and risk. Supply chain management is also assessed within this sub-
dimension, evaluating a company's environmental practices throughout its supply
chain, including supplier selection and environmental impact management.
Companies that prioritize sustainable practices and minimize their environmental
impact are more likely to achieve better scores in this sub-dimension (Brammer et
al., 2012). Waste management and resource efficiency are also evaluated within the
environmental sub-dimension. This aspect examines a company's use of natural
resources such as water, electricity, and raw materials, as well as its waste
management practices. Businesses that practice sustainable resource management
and take initiatives to reduce waste output are more likely to score well in this sub-
dimension (Qin et al., 2019).

Emissions are another critical aspect of the environmental sub-dimension.
Companies that reduce their greenhouse gas and other pollutant emissions not only
benefit the environment but also enhance their own financial performance (Lins et

al., 2017). Firms can achieve emissions reduction by implementing sustainable

13



practices such as reducing energy use, adopting cleaner production methods, and

utilizing alternative fuels.

Carbon emissions and climate change are included within this sub-dimension
(Oktay et al., 2021). Companies that take steps to lower their carbon footprint and
embrace more sustainable practices are more likely to receive better scores in this
sub-dimension. Biodiversity and ecosystem protection are also considered within
the environmental sub-dimension. This aspect evaluates a company's impact on
biodiversity and ecosystems, including activities related to protected area
management, land use practices, and conservation efforts (Suzuki et al., 2021).
Companies that prioritize conservation and take actions to protect biodiversity are
more likely to perform well in this sub-dimension. Pollution and toxic compounds
are additional sub-dimensions evaluated within the environmental dimension. This
sub-dimension investigates a company's management of pollution and toxic
substances, encompassing the usage and disposal of hazardous materials and
compliance with relevant regulations. Companies that prioritize the reduction of
their environmental impact through pollution reduction and the control of harmful
chemicals are more likely to achieve higher scores in this sub-dimension (Oyewo,
2023).

Lastly, the environmental sub-dimension places significant emphasis on innovation.
Companies that invest in research and development to develop environmentally-
friendly technologies and practices have demonstrated superior financial
performance. According to Liao et al. (2021), companies that invest in
environmental innovation can positively enhance both their financial and
environmental performance. Another study conducted by Bocken et al. (2014)
discovered that companies implementing sustainable business models and
innovation achieve higher financial performance and lower risk. Firms that can
innovate and develop sustainable practices can gain a competitive advantage and
improve their financial performance (Xu et al., 2021). However, the relationship
between environmental innovations and firm performance is complex and depends
on various factors such as industry, firm size, and regulatory environment (Goyal
etal., 2013).

14



Overall, the literature suggests that effective resource management, reduction of
harmful emissions, and investment in innovation are critical for businesses to
reduce their environmental impact and ensure long-term sustainability. Companies
that prioritise environmental responsibility can improve their financial performance

and produce long-term value for their shareholders.

2.1.2 Social Dimension

The social sub-dimension of ESG is concerned with a company's impact on society
and its stakeholders, including employees, customers, suppliers, and the
communities in which it operates. This sub-dimension can be broken down into four

main areas: workforce, human rights, community, and product responsibility.

One area of the social sub-dimension is the workforce. This includes issues such as
employee diversity, fair labor practices, and employee well-being. A study by
Pandey (2020) found that companies with more diverse workforces tend to have
better financial performance. Another study by Barnea & Rubin (2010) found that
firms that treat their employees fairly and have good labor practices tend to have
higher valuations and lower risk. Furthermore, a study by Rasheed et al. (2018)
found that employee well-being is positively associated with firm performance.
These findings suggest that investing in a diverse, fairly treated, and well-supported
workforce can have positive effects on a company's financial performance. As
businesses see the benefits of having a more varied and inclusive workforce,
diversity and inclusion have become increasingly crucial in the workplace.
According to research, diverse teams are more innovative and better able to address
complicated problems (H. Tang, 2022). Furthermore, businesses that value
diversity and inclusion are more likely to attract and retain outstanding talent
(Guzzo et al., 2020). Nevertheless, fostering diversity and inclusion takes more than
simply recruiting varied personnel; it also necessitates the development of a culture

that recognizes and respects difference. Furthermore, companies that prioritize
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employee well-being, such as offering flexible work arrangements, are more likely

to retain their employees and have higher productivity (Greenhaus et al., 1990).

Another important aspect of the social sub-dimension is human rights. This includes
issues such as human trafficking, forced labor, and child labor. Companies that are
found to have human rights violations can face legal action, reputational damage,
and financial losses. A study by G. Chen et al. (2006) found that firms with higher
human rights scores tend to have better financial performance and lower risk. This
suggests that respecting human rights can be an important factor in a company's
overall success. Moreover, businesses that are devoted to safeguarding human
rights are more likely to maintain healthy relationships with their stakeholders and
prevent reputational damage (Fasciglione, 2016).

The community sub-dimension of social ESG includes issues such as community
engagement, philanthropy, and social impact. A study by Aydogmus et al. (2022)
found that companies that engage in corporate social responsibility activities tend
to have better financial performance. Another study by Liu et al. (2019) found that
firms with higher levels of social impact tend to have higher valuations and lower
risk. These findings suggest that companies that engage with their communities and
make a positive impact can reap financial benefits. Besides, businesses that
prioritize community relations are more likely to retain favorable stakeholder

relationships and prevent reputational damage (Carroll & Shabana, 2010).

Finally, product responsibility is another important aspect of the social sub-
dimension. This includes issues such as product safety, quality, and ethical sourcing.
A study by Hu et al. (2021) found that firms with better product quality tend to have
higher valuations and lower risk. Another study byY. Li (2018) found that
companies that engage in ethical sourcing tend to have better financial performance.
These findings suggest that ensuring product responsibility can be an important

factor in a company's financial success.

Overall, the literature suggests that investing in a diverse, fairly treated, and well-
supported workforce, respecting human rights, engaging with communities, and

ensuring product responsibility can all have positive effects on a company's
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financial performance. By prioritizing social responsibility, companies can not only

do good for society but also create long-term value for their shareholders.

2.1.3 Governance Dimension

Governance is an essential dimension of ESG that addresses a company's internal
and external management practices, including its shareholder engagement,
corporate social responsibility strategies, and the effectiveness of its board of
directors. Many studies have been conducted on the relationship between
governance practices and firm performance, yielding mixed findings. This literature
review aims to explore existing research on governance and its impact on firm
performance, with a specific focus on management, shareholder engagement, and

corporate social responsibility.

Competent management practices are crucial for the achievement of a company,
and robust governance is imperative to ensure that management decisions prioritize
the interests of all stakeholders. According to Deakin et al. (2017), sound corporate
governance contributes to establishing a stable and foreseeable business
environment, which is vital for sustained prosperity. Furthermore, Cuong & Lan
(2021) conducted a study revealing that firms with effective governance practices
typically exhibit superior financial performance and enhanced resilience against

economic upheavals.

Board composition is another crucial aspect of corporate governance, and having a
diverse board has been shown to contribute to firm success. Gul et al. (2011)
discovered a favorable correlation between board diversity and corporate
performance, indicating that boards with diverse members tend to make better
decisions and achieve better financial results. Similarly, Carter et al. (2003)
discovered that organizations with diverse boards of directors were more likely to
make better judgments and achieve higher financial success. These studies highlight
the significance of considering diversity when selecting board members and

encouraging diversity in business leadership positions.
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Shareholder engagement is another important element of corporate governance that
has gained significant attention in recent years. Paskelian and Bell (2009) found
that firms with stronger shareholder rights tend to have higher valuation,
profitability, and lower agency costs. Shareholder rights refer to the extent to which
shareholders can influence company decisions and hold the board and management
accountable. Businesses with robust shareholder rights often incorporate measures
that allow shareholders to elect board members, approve significant decisions such
as mergers and acquisitions, and vote on executive compensation packages. High
shareholder rights are associated with better firm performance and a lower
likelihood of fraud and misconduct (Becht et al., 2005). However, the level of
shareholder rights varies significantly among countries and regions, with some
governments offering greater shareholder protection than others (La Porta et al.,
2008).

Corporate social responsibility (CSR) is an integral component of governance, and
companies that actively participate in socially responsible practices often achieve
superior outcomes in terms of reputation, customer loyalty, and employee
satisfaction. Kolk and van Tulder (2010) observed that CSR initiatives have a
positive influence on firm performance and contribute to the long-term creation of
value. Similarly, Xie et al. (2017) determined that CSR activities can enhance a

company's financial performance by enhancing its reputation and mitigating risks.

To summarize, the implementation of effective governance practices is essential for
companies to attain enduring success and generate sustainable value. This review
of relevant literature underscores the significance of management practices,
shareholder engagement, and corporate social responsibility within the framework
of governance, and their influence on firm performance. The reviewed studies
present a combination of findings, with some indicating a positive correlation
between sound governance practices and firm performance, while others suggest no
substantial association. Nonetheless, companies that prioritize the adoption of
strong governance practices are more likely to navigate economic and market
uncertainties adeptly, foster robust stakeholder relationships, and establish long-

term value creation.
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2.1.4 CSR and ESG

CSR, or Corporate Social Responsibility, is a concept that pertains to a company's
voluntary endeavors to support social and environmental causes that are not directly
linked to its core business operations. According to Carroll (1991), CSR comprises
four interconnected elements: economic, legal, ethical, and philanthropic
responsibilities. The economic responsibility entails being profitable and delivering
areturn on investment to shareholders. The legal responsibility involves compliance
with all applicable laws and regulations. The ethical responsibility entails doing
what is right and fair, even when it is not legally mandated. Lastly, the philanthropic
responsibility involves contributing to society and enhancing the well-being of
communities (Markopoulos et al., 2021).

Businesses with high social responsibility ratings find it easier to attract qualified
personnel. Therefore, practicing social responsibility is crucial to enhance the
confidence and expectations of stakeholders and society (Turban & Greening, 1997).
Organizations are advised to choose a CSR strategy that integrates with the
organization's core capabilities to achieve effective positive outcomes. Additionally,
it should be integrated into the organization's strategy, processes, and operations
(Aguinis et al., 2020).

ESG, which stands for Environmental, Social, and Governance, is a holistic
framework that assesses a company's sustainability performance based on various
environmental, social, and governance factors. ESG factors cover a broad spectrum
of issues, such as carbon emissions, labor practices, executive compensation, board
diversity, and community involvement. ESG has gained growing significance for
investors who aim to invest in companies that align with their values and have a

positive influence on society and the environment. (Eccles & Serafeim, 2013).

Although CSR and ESG share the same objectives of promoting sustainability and
responsible corporate behavior, ESG is a more structured approach that assesses a
company's sustainability performance across multiple factors. In contrast, CSR
typically focuses on voluntary actions that are not immediately related to a

company's core business activities. However, companies that engage in CSR
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initiatives can also benefit from enhanced ESG performance, indicating that CSR

and ESG are not mutually exclusive.
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2.2 ESG in Malaysia

In recent years, there has been a growing interest in environmental, social, and
governance (ESG) issues, particularly in the context of corporate practices and
investments. In Malaysia, the government and Bursa Malaysia, the national stock
exchange, have implemented ESG initiatives and regulations to promote sustainable

business practices and responsible investment.

One of the earliest initiatives was the introduction of the Corporate Social
Responsibility (CSR) framework in 2006, which requires companies to disclose
their CSR initiatives and practices in their annual reports. Bursa Malaysia has
recognized the significance of CSR and developed a framework that outlines CSR

across four dimensions: workplace, marketplace, community, and environment.

The workplace dimension focuses on employee well-being, diversity, and employee
development. Several studies have highlighted the positive outcomes of CSR
initiatives in the workplace. For instance, research conducted by Euwema et al
(2005) has shown that promoting employee well-being and providing a safe
working environment can enhance employee satisfaction, engagement, and
productivity. The marketplace dimension emphasizes ethical business conduct,
customer satisfaction, and supplier relations. Studies consistently demonstrate that
ethical business practices contribute to enhancing a company's reputation and brand
image, resulting in increased customer loyalty and positive financial performance
(Sen et al., 2006). The community dimension emphasizes community engagement,
philanthropy, and education. Research suggests that companies actively engaging
with the community through philanthropic activities and social investments can
strengthen their social license to operate and enhance their reputation (Brammer et
al., 2007). The environment dimension highlights the importance of environmental
conservation and sustainable practices. Numerous studies have emphasized that
implementing environmental conservation measures, such as reducing carbon
emissions, water usage, and waste generation, not only contributes to the
preservation of natural resources but also leads to cost savings and improved

operational efficiency (Porter & Van Der Linde, 2017).
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By addressing these four dimensions—workplace, marketplace, community, and
environment—companies listed on Bursa Malaysia can effectively integrate CSR
initiatives into their operations, resulting in benefits for employees, customers,
communities, and the environment. This framework was further supported by the
introduction of the FTSE4Good Bursa Malaysia Index in 2014, which identifies
companies that meet globally recognized ESG standards. The index is part of the
FTSE4Good Index Series and aligns with other ESG frameworks such as the Global
Reporting Initiative (GRI) and the Carbon Disclosure Project (Atan et al., 2018).

In addition to these initiatives, Bursa Malaysia released a Sustainability Reporting
Guide in 2015 to provide guidance for companies on how to report their
sustainability statements in their annual reports. This guide uses the Economic,
Environment, and Social (EES) framework to view sustainability, with the
governance component being covered under the detailed and precise disclosure
requirements for corporate governance in the Listing Requirements (Sustainability
Reporting Guide, 2015).

Overall, the Malaysian government and Bursa Malaysia have taken significant steps
to promote ESG integration in investment practices in Malaysia. With the
increasing awareness of ESG issues globally and the growing demand for
responsible investing, it is expected that these initiatives will continue to gain

momentum and drive positive change in the business landscape in Malaysia.
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2.3 Theory of ESG

Overall, ESG theory is relevant to a range of theoretical perspectives, including
stakeholder theory, institutional theory, and legitimacy theory. ESG factors are
increasingly being integrated into business decision-making, stakeholder
engagement strategies, regulatory frameworks, and sustainability reporting, as
companies seek to demonstrate their commitment to social and environmental

responsibility and maintain their reputation and legitimacy.

2.3.1 Stakeholder theory

The predominant approach to comprehending business and management theory was
created at a time when uncertainty was much less of a concern. During that period,
concepts such as bureaucracy and equilibrium were prevalent and useful. However,
stakeholder theory emerged over the last 40 years to challenge this widely held
notion. (R. E. Freeman et al., 2010). According to stakeholder theory, a firm's long-
term performance depends on how well it manages its interactions with all of its
stakeholders. The internal stakeholders include employees, shareholders, and
management, while external stakeholders encompass individuals outside the
company such as competitors, collaborators, customers, and other parties capable

of influencing company performance (R. E. E. Freeman & McVea, 2005).

According to Velte (2017), effective sustainability management, which
encompasses ESG reporting, is crucial for addressing the concerns and needs of
diverse stakeholders. Another study by Khan (2022) highlights the importance of
disclosing a company's sustainability management to protect the interests of all
stakeholders. By reporting ESG data to the public, firms demonstrate their
commitment to stakeholders' interests, including customers and employees, which
can increase employee satisfaction. Reporting of ESG data to the public shows that
a firm values the interests of its stakeholders, including its customers and employees,
which could increase employee satisfaction (el Akremi et al., 2018; Lyon &

Montgomery, 2015). Thus, ESG reporting serves as evidence that businesses are
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striving to meet the needs of their diverse stakeholders. When businesses disclose
ESG information to stakeholders, they not only demonstrate their dedication to
fulfilling social and environmental responsibilities but also assure stakeholders that
they are acting in their best interests (Xu et al., 2022).

2.3.2 Institutional Theory

Institutional theory has been extensively used to understand how organizations
respond to social and environmental issues, including those related to ESG
(Environmental, Social, and Governance) factors. The theory posits that
organizations are influenced by external pressures from their institutional
environment, including regulatory frameworks, norms, and expectations, which
shape their behavior and actions (DiMaggio & Powell, 1983).Institutional theorists
argue that organizations are constrained by these external pressures, which often
lead to the adoption of socially and environmentally responsible practices, even if

they are not fully aligned with the organization's interests or goals (Oliver, 1991).

More recent research has focused on how institutional pressures related to ESG
issues affect firm performance and financial outcomes. For example, loannou &
Serafeim (2015) found that firms with strong ESG performance experienced higher
financial returns and lower risk, suggesting that institutional pressures to adopt ESG
practices can have positive financial implications. Similarly, a study by Flammer
(2015) found that firms with high ESG performance were more likely to receive

favourable credit ratings and lower borrowing costs.

However, some research has found a link between institutional pressures and
financial success, particularly in emerging markets. For example, Szegedi et al.
(2020) discovered that environmental performance has a detrimental impact on
corporate performance in Pakistan. They imply that institutional forces in emerging
economies are less successful in promoting ESG practices, and that enterprises may
lack the resources needed to engage in socially responsible practises. Furthermore,
institutional pressures may differ among areas and countries, impacting the

adoption and effectiveness of ESG practises. For example, Jo and Harjoto (2012)

24



discovered that nations with stronger institutional systems have a stronger positive

association between social responsibility and financial performance.

Despite the growing interest in institutional theory for understanding ESG issues,
some scholars have pointed out limitations and challenges in its application. For
instance, Greenwood & Suddaby (2006) argue that institutional theory tends to
focus on mimetic behaviour and symbolic conformity, and may not fully capture
the heterogeneity and complexity of organizational responses to institutional

pressures.

2.3.3 Legitimacy Theory

Legitimacy theory highlights the importance for businesses to consider the rights
and expectations of both the general public and their investors. When a company
fails to meet societal expectations, it may face various consequences, such as
legislative constraints on its operations or limited access to resources, including
capital with higher borrowing costs (Deegan, 2013). A community that values ESG
standards may be reluctant to support businesses with poor ESG performance,
making it challenging for such companies to secure the necessary support and

resources to sustain their operations (Eliwa et al., 2021).

Several scholars in the field of sustainable finance utilize legitimacy theory as a
theoretical framework to understand the relationship between ESG practices and
organizational legitimacy (Juliao-Rossi et al., 2022). According to legitimacy
theory, a company's engagement in ESG efforts demonstrates its aspiration to claim
moral authority within the social contract (Scherer & Palazzo, 2011). In addition,
the ESG score serves as evidence of the company's commitment to transparently
disclose its socially responsible behavior. Consequently, the ESG score becomes a

robust indicator of the firm's pursuit of legitimacy (Minutolo et al., 2019).

By adhering to ESG standards and actively engaging in sustainable practices,
companies strive to establish and maintain a legitimate position in the eyes of their

stakeholders. This legitimacy is crucial for businesses to gain trust and support from
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various stakeholders, including customers, employees, investors, and the wider
society. When companies embrace ESG principles, they send a signal that they are
not only focused on their financial performance but also recognize their
responsibility towards social and environmental issues (Freeman & McVea, 2005).

Moreover, legitimacy theory suggests that businesses that prioritize ESG practices
are more likely to enjoy long-term success and resilience. As stakeholders
increasingly demand greater transparency and accountability from companies,
those that demonstrate their commitment to ESG principles are better positioned to
navigate complex and uncertain business environments. By aligning their
operations with societal expectations and demonstrating their dedication to
sustainable practices, companies can strengthen their legitimacy and build enduring

relationships with stakeholders (Deegan, 2013).

To sum up, legitimacy theory emphasizes the importance of businesses
acknowledging the rights and expectations of the general public and investors.
Adopting ESG practices enables companies to assert their moral commitment to the
social contract and exhibit transparent and socially responsible conduct. This
approach enhances their legitimacy, builds trust with stakeholders, and contributes
to their long-term viability and adaptability in an ever-evolving business

environment.
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2.4 ESG ratings and firm performance

ESG ratings have garnered considerable interest in recent times due to their
perceived ability to offer valuable insights into a company's non-financial
performance. The objective of this literature review is to examine the current body
of research concerning the connection between ESG ratings and firm performance.

Previously many studies had looked at the relationship between the ESG ratings and
the firm performance by measuring their Return of Asset (ROA), Return of Equity
(ROE), Price to Book (PB), Stock Return (SR), Tobin Q (Alareeni & Hamdan, 2020;
Albitar et al., 2020; Chen & Xie, 2022; Kengkathran, 2019; Khoury et al., 2021;
Kumar & Firoz, 2022; Mohammad & Wasiuzzaman, 2021; Ngoc B.V., 2022).
Some studies are linked the ESG with the size of board and the gender diversity in
the board. Many of the study are looking at only one component of the ESG which
is either environmental, social or governance. This research will cover all three

components of ESG, in order to provide a holistic approach.

In addition, some studies suggest that the resource-based theory and stakeholder
theory can provide a useful framework for understanding the relationship between
ESG ratings and firm performance (Gillan et al., 2021). Some studies have
examined the relationship between ESG ratings and cost of capital. For example,
Chung et al. (2018) found that higher ESG ratings can increase a firm's cost of
capital, suggesting that ESG performance may be viewed as a risk factor by

investors.

There is no mention of how well-known, high-quality, brand-equity, and safe the
companies are, as claimed by Bassen & Kovéacs (2008) in the financial records of
the corporations. In light of this, ESG measures cover a wide range of data regarding
corporate governance and environmental social performance. Therefore, it is
essential to provide general ESG disclosure information, especially for management
and other interested parties. Numerous studies have looked into how ESG rating
affects firm performance, however the outcomes of those studies have varied. Some

of them state that there have been positive, negative, and neutral effects (Qiu et al.,
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2016), while others have found that there are U-shaped or inverted U-shaped
associations. One of the studies discovered that ESG rating could increase a firm's

costs, making it economically disadvantageous (Yoon et al., 2018).

Both the resource-based theory and the stakeholder theory largely support the
favourable correlation between ESG rating and firm performance. By implementing
ESG rating, it can helps to gain the competitive advantage and improve the
stakeholder relationship (Albitar et al., 2020). Therefore, based on the preceding

literature discussion, we proceed to examine the following hypothesis.

H1 : ESG rating affects firms’ performance.

Table 1: Literature on the relationship between ESG rating and firm performance

Author ESG Performance Country Relationship
Measures Measures

Alereeni and | ESG ROA, ROE and | USA Positive

Hamdan performance | Tobin’s Q Relationship

(2020) index

Khoury et al | ESG Pillar ROA, ROE, PB, | East Asian | No

(2021) SR relationship

R. el Khoury | ESG ROA, ROE, PB, | G20 Positive

et al (2022) performance | SR countries Relationship
index

Janicka and | ESG factors | Market European | Positive

Sajnog (2022) capitalisation Union Relationship

Mohammad ESG Firm competitive | Malaysia Positive

and disclosure advantage  and Relationship

Wasiuzzaman | index Tobin-Q

(2021)
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Tarmuji et al | ESG Economic Malaysia | Positive
(2016) practices performance and Relationship
Singapore
Li et al |ESG Stocks prices China Positive
(2022) Performance Relationship
index
Ng et al|ESGscores | Financial Asia Positive
(2022) development Relationship
Paolone et al | ESG scores | Inflation factor European | Positive
(2022) Union Relationship
Weber (2014) | ESG Financial return China Positive
Reporting Relationship
Duque-G. & | ESG scores | ROA Latin Negative
Aguilera-C America Relationship
(2021)
Folger- ESG Ratings | Financial return Canada Negative
Laronde et al. Relationship
(2022)
ESG ROA, Leverage | United Negative
Garcia & | Performance | (LEV) States, Relationship
Orsato (2020) Europe,
South
Africa,
Brazil
Buallay ESG scores | ROA,ROE,Tobin- | Europe, Mixed
(2019) Q Japan, relationship
Canada
Giannopoulos | ESG ROA, Tobin-Q Norway Mixed
et al. (2022) disclosure relationship
index
R. E. L.|ESGscore ROA, ROE, SR, | G20 Mixed
Khoury et at. Price-to-book countries relationship
(2021) (PB)
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2.4.1 Environment rating and firm performance

Long-running and still unresolved is the controversy around the link between
environmental performance (E) and firm performance. Karagozoglu & Lindell
(2000) highlighted the significance of an environmental strategy's proactivity in
launching a platform for environmental innovation, which will become a
competitive advantage for the company. Another group of researchers found the
opposite result, which environment rating is negative related with the firm
performance. There won't be any incentives, and there will be a trade-off between
advantages and costs to the firm because rigorous environmental legislation and
environmental investment by businesses, according to traditional economics
researchers (K. H. Lee et al., 2016). Alareeni & Hamdan (2020) had found that the
relationship between environmental disclosure and the firms’ performance of the
S&P 500 in the United States is negative. It is important to note that this outcome
can be the result of companies' environmental disclosure procedures, which will

result in increased costs and ultimately higher pricing.

Local researchers have also investigated the connection between firm performance
and environmental ratings and regulation. Companies must spend their money
wisely by doing an accurate environment assessment before engaging in
environmental activities and product development. By doing this, it will be ensured
that the company's reputation among its stakeholders is unaffected (Saleh et al.,
2011). The local study conducted by Smith found that the environmental disclosure
is positively link to the firm performance.

H2 : Environmental rating will positively affect firms’ performance.

The proficient utilization of resources within the environmental aspect of ESG is
crucial for firm performance. Studies have indicated that implementing sustainable
resource utilization practices can yield positive effects on a company's performance.
Skillful management of natural resources, including energy, water, and raw
materials, has been associated with cost savings, heightened operational efficiency,
and improved environmental performance. (Epstein & Roy, 2001). Additionally,

integrating sustainable practices into the supply chain, such as responsible sourcing
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and eco-friendly packaging, can lead to improved supplier relationships, customer
satisfaction, and operational resilience, all of which positively influence firm
performance (Sarkis et al., 2011). Overall, by effectively utilizing resources within
the environmental sub-dimension of ESG, firms can achieve sustainable

competitive advantage and improved financial performance.

H2a : Resource used will positively affect firms’ performance.

The management of emissions within the environmental sub-dimension of ESG is
increasingly recognized as a crucial factor affecting firms' performance. Research
has shown that emissions, particularly greenhouse gas emissions, can have direct
impacts on various aspects of firm performance. High levels of emissions can result
in regulatory compliance challenges, financial penalties, and reputational risks for
firms. Failure to manage emissions effectively may lead to legal liabilities,
increased operational costs, and damage to a firm's reputation and brand image
(Doan & Sassen, 2020). Consequently, firms that actively mitigate emissions and
adopt emission reduction strategies are more likely to demonstrate regulatory
compliance, avoid financial penalties, and maintain a positive reputation, which can

positively influence their performance.

H2b : Emissions will positively affect firms’ performance.

The significance of innovation in the environmental aspect of ESG has attracted
substantial scholarly interest, owing to its potential to have a positive impact on
firm performance. Studies have demonstrated that companies that prioritize
environmental innovation can reap various advantages, which in turn lead to
enhanced performance. Environmental innovation has the potential to bolster a
firm's reputation and brand image. By showcasing a dedication to sustainability and
environmental responsibility through innovative practices, companies can establish
trust among stakeholders, including customers, investors, and communities.
(Delmas & Pekovic, 2013). A positive reputation for environmental performance
can result in improved relationships with stakeholders, access to capital, and

enhanced market positioning.
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H2c : Innovation will positively affect firms’ performance.

2.4.2 Social rating and firms’ performance

The social rating (S) segment of ESG involves assessing the influence of a company
on society, encompassing factors such as employee treatment, community
engagement, and social responsibility initiatives. An expanding body of research
has examined the correlation between a company's social rating and its financial

performance.

Several research have discovered a link between social ratings and financial
performance. Brammer et al. (2007) for example, examined the social ratings of
2,033 companies and discovered that greater social ratings were connected with
better financial performance. Similarly, Oikonomou et al. (2012) investigated the
social ratings of 1,879 companies and discovered that companies with higher social

ratings outperformed the stock market.

The relationship between social factors and company performance has been the
subject of investigation by researchers. However, the findings from these studies
have yielded contradictory outcomes. Some researchers argue that investments in
environmental and social Corporate Social Responsibility (CSR) initiatives
strengthen stakeholder identification with the focal enterprises and contribute to
their legitimacy, ultimately enhancing firm performance (Cantele & Zardini, 2018;
Yang & Baasandorj, 2017). In contrast, other studies have discovered that these
CSR initiatives may have negative or negligible influence on business success.
According to these research, social CSR and environmental conservation initiatives
can work together only if businesses can get sufficient benefits from their CSR
efforts to offset their expenses (Cao et al., 2023; Gonzélez-Rodriguez et al., 2019;
Inoue & Lee, 2011).

In a study conducted by Johnson and Greening (2018), a large sample of U.S.
companies was examined to investigate the connection between social

responsibility and firm financial performance. The results of the study revealed no
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significant correlation between social responsibility and firm financial performance,
suggesting that social performance does not have a direct influence on financial
outcomes. Similarly, Lee and Faff (2021) conducted a study focusing on a sample
of Australian firms to examine the direct impact of social responsibility on firm
performance. Their findings also indicated no significant relationship between
social responsibility and firm performance, further supporting the notion that the

social dimension of ESG does not directly impact financial performance.

The foregoing explanation demonstrates that studies' findings have been
inconsistent. As a result, it is important to periodically review the findings and
conduct additional study. Overall, the literature reveals a positive relationship
between social ratings and financial performance, but the relationship is not always
consistent across studies. The contradictory results could be attributed to

discrepancies in measurement, sample selection, or other causes.

H3 : Social rating will positively affect firms’ performance.

The role of the workforce within the social sub-dimension of ESG is crucial for
firms' performance. Effective talent management practices play a significant role in
firms' performance. By attracting, developing, and retaining top talent,
organizations can gain a competitive edge. Studies have shown that firms that invest
in employee training and development programs, provide opportunities for career
growth, and foster a positive work environment, are more likely to have skilled and
committed employees who contribute to increased productivity and overall firm
success (Guest, 2017). By prioritizing employee engagement, diversity, inclusion,
and talent management, firms can create a positive work environment, harness the

benefits of a diverse workforce, and attract and retain top talent.

H3a : Workforce will positively affect firms’ performance.

The consideration of human rights within the social sub-dimension of ESG is
increasingly recognized as a critical factor in firms' performance. Promoting human
rights can contribute to employee well-being, engagement, and productivity.

Organizations that provide a safe, inclusive, and respectful work environment,
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respecting the rights and dignity of employees, are more likely to attract and retain
talented individuals (Kramar, R., Bartram, T., & De Cieri, 2013). A motivated and
engaged workforce can positively impact productivity, innovation, and overall firm

performance.

H3b : Human right will positively affect firms’ performance.

Research has consistently demonstrated that actively engaging with the community
can have positive effects on various dimensions of firm performance. Community
engagement can foster innovation and create business opportunities. Collaborating
with local communities, non-profit organizations, and other stakeholders can
provide firms with valuable insights, ideas, and resources (Schaltegger et al., 2012).
This collaboration can lead to the identification of new markets, product
development opportunities, and innovative solutions, positively impacting a firm's

competitiveness and financial performance.

H3c : Community will positively affect firms’ performance.

The consideration of product responsibility within the social sub-dimension of ESG
is crucial for firms' performance. Companies that prioritize product responsibility
are more likely to enhance their reputation and brand image. By ensuring the safety,
quality, and sustainability of their products, firms can build trust and credibility with
customers (Auger et al., 2008). This positive reputation can result in increased
customer loyalty, brand equity, and market share, ultimately impacting a firm's

financial performance.

H3d : Product Responsibility will positively affect firms’ performance.

34



2.4.3 Governance and firms’ performance

Corporate crises often arise due to ineffective organizational design and culture,
individuals with questionable ethics, and short-term pressures resulting from market
forces. Conflicts of interest among stakeholders commonly lead to corporate
misconduct, which in turn affects firm performance(Connelly et al., 2022;
Naumovska et al., 2020). Therefore, the establishment of effective corporate
governance is crucial in enhancing firm performance for the benefit of shareholders
and other stakeholders, ensuring the sustainability of businesses (Fama & Jensen,
1983).

The effects of corporate governance structures on firm performance have been
examined in numerous studies. Studies on the connection between corporate
governance and firm performance have produced conflicting findings thus far.
Queiri et al. (2021)discovered that while some governance components exhibit a
favourable correlation with company performance, others exhibit a negative
correlation. Factors like board size and institutional ownership, were found to be

positive and significant predictors of firm performance.

However, several studies have found no significant association between governance
performance and firm financial performance. For instance, Gompers et al. (2020)
examined a large sample of firms and found no significant relationship between
various governance indicators and firm performance. Similarly, Klapper and Love
(2021) analyzed a global dataset of firms and concluded that governance quality

does not have a direct impact on firm financial performance.

Additional variables, including the frequency of board meetings, the proportion of
independent directors, state ownership, and concentrated ownership, were
identified as negative and significant indicators of firm performance. In light of
these observations, we put forth the following hypothesis to assess the correlation

between corporate governance and firm performance:

H4 : Governance will positively affects firms’ performance.
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Effective management practices can promote organizational resilience and
adaptability. Research suggests that firms with strong governance structures and
competent management teams are better equipped to navigate turbulent
environments, manage risks, and seize opportunities (A.Hitt & Ireland, 2020). This
adaptability enables firms to respond to market changes, technological

advancements, and competitive pressures, contributing to sustained performance.

H4a : Management will positively affects firms’ performance.

The consideration of shareholders within the governance sub-dimension of ESG is
crucial for firms' performance. The presence of committed and long-term
shareholders can positively impact a firm's financial performance. Research
suggests that long-term shareholders, who have a genuine interest in the company's
long-term success, are more likely to support sustainable value creation strategies
and foster stability (Edmans et al., 2017). This stability can contribute to improved
investment decisions, lower agency costs, and enhanced financial performance over

time.

H4b : Shareholders will positively affect firms” performance.

A comprehensive CSR strategy can drive innovation and foster long-term value
creation. By addressing societal challenges, companies can identify new market
opportunities, develop sustainable products and services, and differentiate
themselves from competitors (Kiron et al., 2015). This focus on innovation and
creating shared value can contribute to sustained growth, competitive advantage,

and long-term financial performance.

H4c : CSR strategy will positively affect firms’ performance.
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2.5

Theoretical Framework
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Chapter 3 Methodology

3.0 Introduction

A research methodology involves a systematic and rigorous exploration of relevant
information, encompassing key stages such as defining and refining the research
topic, formulating theories or hypotheses, collecting, organizing, and evaluating
data, and drawing conclusions. The obtained results are subsequently analyzed to

determine their alignment with the initial assumptions made for the study.

The primary objective of this research is to examine the relationship between the
main dimensions of Environmental, Social, and Governance (ESG) practices, their
subdimensions, and firm performance within the context of publicly listed
companies in Malaysia. This chapter encompasses various aspects of the research,
including the research design, methods of data collection, sampling design,
selection of research instruments, measurement of constructs, data processing, and

data analysis.
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3.1 Research Design

The process of combining various study components into a single coherent whole
is known as research design. A strong and precise research design is crucial because
it serves as a guide for the entire investigation. As a result, research is sometimes
referred to as a master plan that outlines a course of action and offers logical
decision-making and problem-solving options (Zikmund et al., 2010). The type of
research to be done will depend on the study's outline. This comprises the study
questions, variables chosen, hypotheses, data collection methods, and data analysis
procedures, whether they are descriptive or experimental (Jalil, 2015).

Research can be split into a variety of categories, but the most prevalent categories
are descriptive, correlational, causal, and experimental research (Sekaran & Bougie,
2016). Quantitative research and descriptive analysis will be the main foci of the

project.
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3.1.1 Quantitative Research

Quantitative research involves the collection and analysis of numerical data to
identify patterns, calculate averages, predict outcomes, and assess causal
relationships (Allen et al., 2013). This approach entails hypothesis testing and the
collection of data through the distribution of questionnaires to targeted respondents
(Sekaran & Bougie, 2016). The aim of quantitative research is to generate and apply
various numerical models to the quantifiable information gathered, such as
percentages and rates (Zikmund et al., 2010). In the field of business, quantitative
research is commonly employed due to its ability to facilitate straightforward data
analysis and processing. In contrast to qualitative research, which presents data in
non-numerical formats like text, audio, or video, quantitative research emphasizes

numerical measurements that allow for statistical analysis and hypothesis testing.

3.2 Refinitiv ESG Score

Refinitiv is widely acknowledged as a prominent provider of Environmental, Social,
and Governance (ESG) data services, renowned for its extensive ESG database,
which dates back to 2002. Their database encompasses over 630 distinct ESG
criteria, covering more than 85% of the global market value (Environmental, Social
and Governance (ESG) Scores from Refinitiv, 2022). Refinitiv gathers publicly
available ESG data on companies and consolidates it to assign scores for 10 ESG
categories. These scores are then compared against the corresponding Country
Group or Industry Group in the Thomson Reuters Business Classifications. The
categories include Environmental Innovation (IN), Resource Use (RE), Emissions
(EM), Workforce (WO), Human Rights (HU), Community (CO), Product
Responsibility (PR), Management (MA), Shareholders (SH), and Corporate Social
Responsibility (CSR), as depicted in Figure 1 (Sahin et al., 2022).
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The decision to exclusively source ESG data from the Refinitiv database is driven
by several factors. Firstly, the database is known for its extensive coverage and
accuracy of ESG-related information. It ensures that the researchers have access to
reliable and up-to-date data, which is crucial for conducting a rigorous analysis and

drawing meaningful conclusions.

Secondly, the Refinitiv database offers a comprehensive set of ESG metrics and
indicators that align with widely accepted standards and frameworks. This ensures
consistency in the data and enables the researchers to compare and analyze ESG

performance across different companies and sectors effectively.

Furthermore, the Refinitiv database provides tools and functionalities that facilitate
data retrieval and analysis. It offers search capabilities, data visualization options,
and customizable reporting features, enabling the researchers to extract the specific
ESG data points needed for their study and perform in-depth analysis. By
exclusively relying on the Refinitiv database as the primary source of ESG data, the
study benefits from a centralized and reliable repository of information. This
approach ensures that the researchers have access to high-quality data that is
relevant to their research objectives and supports the integrity and robustness of
their findings.

Figure 1: Categories for ESG score

ENVIRONMENTAL GOVERNANCE
Management
Resource use i Shareholders
Emissions i orporate Social
Inhovation Product responsibility responsibility (CSR) strategy
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3.3 Data collection

3.3.1 Primary Data

Primary data refers to information that is directly collected from original sources
using methods such as interviews, surveys, and experiments (Ajayi, 2017). This
type of data is obtained firsthand from the original source. However, in the specific
study being discussed, primary data collection will not be conducted. The selection
and customization of primary data sources are typically done to align with the
research project's objectives and criteria. Before gathering data, a target population
is identified and defined. For this study, the primary data will primarily be obtained
through the distribution of self-administered questionnaires. The use of
questionnaires allows for the collection of the most up-to-date information and

enables quick response turnaround.

3.3.2 Secondary Data

Secondary sources refer to data that has been previously collected by individuals or
organizations other than the researcher (Ajayi, 2017). Unlike primary data, which
is gathered firsthand, secondary data is derived from sources unrelated to the current
study and was collected for different purposes at different time points in the past.
In this particular research, a wide range of reputable journals from sources like the
UTAR search engine, Emerald, Scopus, and ScienceDirect are utilized as secondary
sources. These journals contain information obtained from previous literature

reviews, journals, books, and other relevant sources.

For this study, the main focus is on collecting specific Environmental, Social, and
Governance (ESG) data. To acquire this data, the researchers will primarily rely on

the Refinitiv database as their main source of secondary data.
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The Refinitiv database is recognized as a comprehensive and reputable platform
that provides a wealth of financial and ESG-related information. It consolidates data
from various reliable sources, including company reports, regulatory filings, and
other pertinent documents. By leveraging this database, the researchers gain access
to an extensive collection of ESG data pertaining to numerous companies across

different industries and regions.
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3.4 Study sample

In our study, we extract the company data from the Bursa Malaysia during the
period 2017 to 2021. The Exchange is home to 949 publicly traded firms, the most
of any ASEAN exchange, and it serves as a major location for raising capital thanks
to its three listing platforms, including the Main Market, ACE Market, and LEAP
Market, which are available to businesses of all sizes (Bursa Malaysia Berhad,
2021). A final sample size of top 100 companies from the Bursa Malaysia Main
Market. The sample size of the top 100 companies is supported by previous research
(Atan et al., 2016; Kengkathran, 2019; Tarmuji et al., 2016). According to Boyd et
al. (2006), it is well known that firms engage in more ESG initiatives the larger their

market capitalization.

Furthermore, the ESG ratings will be extracted from Refinitiv which used by many
academics and investors (R. el Khoury et al., 2022; Janicka & Sajndg, 2022; Pozzoli
et al., 2022; Sahin et al., 2022) because it is a major data provider across the globe.
Bursa Malaysia also provided a ESG ranking list that is being rate by FTSE Rusell,
which categorize the Top 100 public listed company into 4 categories from 4 stars
to 1 star. This is one of initiative taken by Bursa Malaysia to encourage and support
the sustainability practiced among the companies in Malaysia.
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3.5 Data Screening

This study employed specific criteria to select the sample. Firstly, the companies
had to be listed on the Main Market of Bursa Malaysia, which serves as a premier
market for established businesses that meet certain requirements in terms of
operations, size, and quality. Companies aiming to be listed on the Main Market
must demonstrate a minimum profit history or meet a minimum market
capitalization threshold. Based on the information provided by Bursa Malaysia, the

Top 100 firms listed on the Main Market were chosen as the sample for this research.

Secondly, companies that did not report any initiatives for one or more years
between 2017 and 2021 were excluded from the dataset. During the period from
2017 to 2021, 41 out of the Top 100 firms listed on the Bursa Malaysia Main Market
reported ESG. Consequently, the database included 205 observations from 41 firms.

Appendix A contains a table listing the sampled companies used in this research.
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3.6 Measurement of Variables

3.6.1 ESG rating

The ESG scores range from D- to A+, with A+ representing the highest possible
grade for any given organisation. The ESG ratings are divided into twelve level:
“D-", “D”, “D+7, “C-7, “C7, “CH”, “B-", “B”, “B+7, “A-7, “A” and “A+".
All the ESG scores will be assign to a number from 1 to 12 (Refer to Table 2),
which the higher the number the better the grade (Feng et al., 2022; J. Tang et al.,
2023).

Table 2: The assignment of ESG scores

ESG Scores Numerical scores
A+ 12
A 11
A- 10
B+ 9
B 8
B- 7
C+ 6
C 5
C- 4
D+ 3
D 2
D- 1
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3.6.2 Dependent variables

Financial Performance which is the dependent variable for this study can be
assessed using accounting- and market-based metrics. Market metrics are sensitive
to systematic risk while accounting measures are sensitive to company-specific risk
(R. el Khoury et al., 2022).

ROA, ROE, Tobin's Q and stock returns are widely used financial indicators for
measuring a firm's financial performance. These parameters have gained significant
attention due to their ability to capture important aspects of a firm's operations,
profitability, and market value. This literature review aims to analyze and
summarize the existing body of research on the significance of ROA, ROE, Tobin's
Q and stock returns as performance metrics for firms. The review encompasses
studies from various disciplines, including finance, accounting, and economics, to

present a comprehensive understanding of their implications.

ROA is a fundamental financial parameter that measures a firm's efficiency in
utilizing its assets to generate profits. Numerous studies have identified ROA as a
key indicator of operational effectiveness and resource management (D. D. Lee et
al., 2009; Mustafa & Taqi, 2017) Researchers have demonstrated the relevance of
ROA in assessing a firm's ability to generate earnings from its asset base, thus
providing insights into its profitability and asset utilization (Habibollah N., 2021).
ROA has been extensively utilized in analyzing industries and comparing firms'
performance, enabling investors and analysts to make informed investment

decisions (Jensen, 1993).

The formula for Return on Assets (ROA) is as follows:

ROA = Net Income / Average Total Assets
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Where:

« Net Income signifies the earnings or profitability of a company after
subtracting all costs and taxes during a designated timeframe.

» Average Total Assets indicates the mean value of a company's overall assets
throughout a specified period. Typically, it is computed by summing the
total assets at the start and end of the period, then dividing the sum by 2.

ROE is a widely recognized parameter that measures a firm's profitability from the
perspective of its shareholders' equity investment. Researchers have emphasized the
importance of ROE as a key indicator of a firm's ability to generate returns for its
shareholders (Aamir Ali, 2017). ROE reflects the firm's efficiency in utilizing its
equity capital to generate profits, providing insights into its profitability and
shareholder value creation (Gorunli, 2019). Studies have demonstrated the
significance of ROE in evaluating a firm's financial health, growth potential, and
competitiveness (Amran & Che Ahmad, 2014).

The formula for Return on Equity (ROE) is as follows:

ROE = Net Income / Average Shareholders' Equity

Where:

* Net Income denotes the company's profit or net earnings remaining after
deducting all expenses and taxes during a specified timeframe.

« Average Shareholders' Equity represents the mean value of a company's
shareholders' equity throughout a particular period. This value is typically
obtained by adding the shareholders' equity at the start and end of the period
and dividing the sum by 2.
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Tobin's Q is a parameter introduced by James Tobin, which compares a firm's
market value to the replacement cost of its assets. Researchers have highlighted the
relevance of Tobin's Q in capturing the market worth and value creation potential
of firms (Z. Chen & Xie, 2022; Nguyen et al., 2021). Tobin's Q serves as an
important indicator of a firm's intangible assets, innovation, and growth
opportunities (Nguyen et al., 2021). It has been utilized in assessing firms'
investment decisions, market performance, and strategic competitiveness (Khelood
A. Mkalaf, 2023; Stiroh, 2002).

The formula for Tobin's Q is as follows:

Tobin Q = (Market Capitalization + Total Debt) / Total Assets

Where:

» Market Capitalization denotes the complete value of a company's publicly
traded shares in the stock market. This figure is determined by multiplying
the current market price per share by the total number of outstanding shares.
It serves as an indicator of the market's assessment of the company's worth.

» Total Debt refers to the cumulative amount of a company's outstanding
liabilities, encompassing both long-term and short-term obligations. It
encompasses various forms of borrowing, such as loans, bonds, and other
financial liabilities.

» Total Assets signifies the aggregate value of all tangible and intangible
assets owned by a company. Tangible assets encompass physical items like
buildings, equipment, and inventory, while intangible assets include
intellectual property, patents, and trademarks. Total assets represent the

overall value of a company's possessions.
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Stock return refers to the financial performance or profitability of a company's stock
over a given period of time. It represents the percentage change in the price of a
stock, considering any dividends or distributions received by the shareholder
(Friede et al., 2015). Several studies have found a positive relationship between
ESG scores and stock returns. Hong and Kacperczyk, (2009) examined a sample of
U.S. firms and found that companies with higher ESG scores tend to outperform
their counterparts in terms of stock returns. Similarly, Friede, Busch, and Bassen
(2015) conducted a meta-analysis of over 2,000 studies and confirmed a positive
relationship between ESG performance and financial returns. However, other
studies present mixed or neutral results. Khan, Serafeim, and Yoon (2016) found
that the relationship varies depending on the specific ESG dimension analyzed, with
environmental and social factors showing a positive impact on stock returns while

governance factors showed no significant relationship.

The formula for stock return is as follow:

Stock Return = In(P2/P:)

Where:

P. represents the initial stock price at the beginning of the period.

P> represents the final stock price at the end of the period.
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3.6.3 Independent variables

This study examines the impact of ESG on the financial performance of Malaysian
public listed company. The primary independent variable is the ESG score obtained
from Refinitiv's database, which is regarded as one of the most trustworthy data
sources (Galbreath, 2018).

The three main dimensions of ESG are as follows:

Environmental score: This includes factors such as a company's carbon footprint,

energy efficiency, and waste management practices.

Social score: This includes factors such as a company's employee relations,

community engagement, and human rights record.

Governance score: This includes factors such as a company's board structure,

executive compensation, and transparency in financial reporting.

The ten subdimension of ESG are as follows:

Resource used score: This includes factors such as water consumption, energy

usage, raw material sourcing, waste management, and overall resource efficiency.

Emissions score: The includes factors such as the company's carbon footprint,
energy consumption, waste generation, water usage, and the effectiveness of

emission reduction strategies.

Innovation score: This includes areas such as renewable energy, waste reduction,

clean technologies, circular economy initiatives, and eco-friendly product design.

Workforce score: This evaluates factors related to employee well-being, diversity
and inclusion, training and development, and employee satisfaction and

engagement.
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Human right score: This includes factors such as human rights policies, labour
practices, supply chain transparency, grievance mechanisms, and human rights-

related controversies or incident.

Community score: This includes factors such as community engagement activities,
philanthropic contributions, economic indicators (e.g., local sourcing, job creation),
and the effectiveness and impact of community initiatives.

Product responsibility score: This includes factors such as product safety records,
customer satisfaction surveys, regulatory compliance records, responsible

marketing practices, and efforts in sustainable product design and innovation.

Management score: This includes factors such as board diversity, independence
ratios, executive compensation metrics, risk management frameworks, audit and

compliance practices, and shareholder rights provisions.

Shareholder score: This includes factors such as shareholder rights provisions,
voting structures, proxy access policies, shareholder engagement practices, and

disclosure of governance information.

Corporate Social Responsibility (CSR) score: This includes factors such as CSR
policies and commitments, board oversight of CSR, stakeholder engagement

mechanisms and CSR reporting quality.
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Table 3: Variables of the study

Dependent Variables

Explanation

Return on Assets (ROA)

Net Profit / Average total assets

Return of Equity (ROE)

Net Profit / Shareholder’s equity

Tobin’s Q

(Total assets + market capitalization —

net worth) / Total assets

Stock returns

Natural logarithm (stock price Day 1/
stock price Day 2)

Independent Variables

Explanation

ESG

Environmental, social and governance
performance scores collected from

Refinitiv

ESG sub-dimensions

Resource used, emissions, innovation,
workforce, human right, community,
product responsibility, management,
shareholder and corporate social

responsibility.
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3.6.4 Control Variables

Firm Size: Firm size is an important control variable in ESG research as larger firms
may have more resources to devote to ESG initiatives. To control for the effect of
firm size, we will use the natural logarithm of total assets (loannou & Serafeim,
2015; Najaf et al., 2020).

Leverage: Leverage is another important control variable in ESG research as firms
with higher leverage may have less resources available to invest in ESG initiatives.
To control for the effect of leverage, we will use the debt-to-equity ratio (D/E)
(Oware & Mallikarjunappa, 2021).

Cash: This variable represents the amount of cash and cash equivalents that the
company holds, which can provide an indication of the company's financial stability
and flexibility. Higher cash reserves may allow companies to invest more in ESG
initiatives without having to rely on external financing (Chava & Purnanandam,
2010).
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3.7

Formulation of Hypotheses

H1 : ESG rating positively affects firms’ performance.

H2 : Environmental rating will positively affect firms’ performance.
H2a : Resource used will positively affect firms’ performance.

H2b : Emissions will positively affect firms’ performance.

H2c : Innovation will positively affect firms’ performance.

H3 : Social rating will positively affect firms’ performance.

H3a : Workforce will positively affect firms’ performance.

H3b : Human right will positively affect firms’ performance.

H3c : Community will positively affect firms’ performance.

H3d : Product Responsibility will positively affect firms’ performance.

H4 : Corporate governance will positively affects firms’ performance.
H4a : Management will positively affects firms’ performance.
H4b : Shareholders will positively affect firms’ performance.

H4c : CSR strategy will positively affect firms’ performance.
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3.8  Overview of Diagnostic test

This research paper will utilize four separate examinations to evaluate the
connection between the independent variables and dependent variables. The first
examination is known as the Breusch-Pagan test, also referred to as the Breusch-
Pagan-Godfrey test. This statistical assessment is frequently employed in
econometrics to explore the existence of heteroscedasticity in a regression model.
Heteroscedasticity refers to a scenario where the dispersion of the residuals (or
errors) in a regression model varies across different levels of the independent
variables, rather than staying consistent (Breusch & Pagan, 1979).

The widely used Breusch-Pagan test is employed to identify heteroscedasticity. This
test involves regressing the squared residuals obtained from the original regression
model against the independent variables or other factors that could potentially be
linked to heteroscedasticity. By assessing the presence of a significant relationship
between the squared residuals and the explanatory variables, this test determines

whether heteroscedasticity is present or not (Gujarati, 2004).

The Hausman test is frequently utilized in the analysis of panel data to investigate
potential errors in model specification. It evaluates the relationship between the
error components and the independent variables in the model, aiding in the selection
between a fixed effects model and a random effects model. The alternative
hypothesis proposes the inclusion of fixed effects in the model, while the null
hypothesis assumes the preferable model to have random effects. If the p-value is
below 0.05, indicating statistical significance, the null hypothesis is rejected,
indicating that the fixed effects model is more suitable (Hausman, 1973; Hsieh,
1983).

The fixed effects methodology, also referred to as the within-effects or entity-

specific effects model, operates under the assumption that individual-specific
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effects remain constant over time and are treated as fixed parameters. This approach
incorporates individual-specific effects into the regression model as dummy
variables or indicator variables for each entity (such as individuals, firms, or
countries). By including these fixed effects, the model takes into account the entity-
specific characteristics that remain consistent over time but vary across entities, thus

controlling for their influence (Gujarati, 2004).

The random effects methodology, also referred to as the between-effects or entity-
random effects model, operates under the assumption that the individual-specific
effects are unrelated to the explanatory variables and are treated as random variables.
In this approach, the individual-specific effects are considered as random
components that adhere to a particular distribution (often assumed to be normally
distributed). The random effects model incorporates these random effects by

estimating the variances of the individual-specific effects (Gujarati, 2004).
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3.8.1 Pooled Ordinary Least Square Estimation

Pooled Ordinary Least Squares (POLYS) is a statistical method used in regression
analysis to estimate the parameters of a linear equation. It is a variation of Ordinary
Least Squares (OLS) that is used when the data to be analyzed comes from multiple
sources or samples, but the underlying relationship between the variables is
assumed to be the same across all sources (Greene, 2012).

In POLS, the data from all sources are combined into a single dataset and a single
regression line is fit to the entire dataset. This is done by pooling the data together
and estimating the regression coefficients using the OLS method on the combined
dataset (Hensher et al., 2010). The assumption of the POLS method is that the errors
in the regression model are normally distributed and have equal variances across all
samples. This assumption is important because it ensures that the estimated

coefficients are efficient and unbiased (Angrist & Pischke, 2008).

POLS can be used in situations where the data is drawn from different populations,
but the relationship between the variables is assumed to be the same across all
populations. However, if the relationship between the variables differs significantly
across different subgroups, then other methods such as Fixed Effects or Random

Effects models may be more appropriate (Baltagi, 2013).
The formula for the POLS estimation is as follows:
Y=XB+¢

Where:

Y represents the dependent variable, typically a vector of observations for all

entities and time periods.

X represents the independent variables, including a constant term and other

explanatory variables, arranged in a matrix format. The matrix X contains the same
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number of rows as the dependent variable Y, with each row representing an

observation.
B is a vector of coefficients corresponding to the independent variables.

€ is a vector of error terms representing the unobserved factors that affect the

dependent variable but are not included in the model.

To estimate the coefficients 3 in the POLS model, the Ordinary Least Squares (OLS)
method is used. The OLS estimation minimizes the sum of squared residuals (SSR)
between the observed values of the dependent variable and the predicted values

based on the model:
SSR = (Y - XB)'(Y - Xp)

The OLS estimation calculates the 3 vector that minimizes SSR using matrix

algebra, and this vector represents the estimated coefficients for the POLS model.
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3.8.2 Fixed Effects Estimation

Fixed Effects (FE) estimation is a statistical method commonly used in regression
analysis to control for unobserved time-invariant heterogeneity in panel data. It is
particularly useful in settings where there may be omitted variables that are
correlated with both the dependent and independent variables of interest, but are not
observable or measurable in the data. In FE estimation, the individual-specific
effects are estimated by including a set of dummy variables, also known as fixed
effects, in the regression model. These fixed effects account for the time-invariant
unobserved heterogeneity and allow for a more accurate estimation of the
coefficients of interest (Allison, 2009).

One of the key advantages of fixed effect estimation is that it allows for controlling
for time-invariant unobserved heterogeneity. According to Greene (2011), the fixed
effect model "accounts for differences in the intercepts across individuals or entities
but allows the regression coefficients to vary." This is particularly useful when
studying the effect of a policy intervention on a group of individuals or entities over
time. Fixed effect estimation can also be used in combination with other methods,

such as instrumental variable estimation, to address endogeneity issues.
The fixed effect regression model can be represented by the following formula:

y it=a i+ fx it +¢ it

Where:

y_it represents the dependent variable for individual i at time t.

a_i represents the individual-specific fixed effect or intercept for individual i.
B'x_it represents the vector of explanatory variables and their associated coefficients.

€ _it represents the error term, capturing the unobserved factors or random shocks

specific to individual i at time t.
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3.8.3 Random Effect Estimation

Random effects estimation is a statistical technique commonly used in econometric
analysis to examine the relationships between variables in panel data (Wooldridge,
2010; Baltagi, 2008). This approach takes into account both the within-group and
between-group variations in the data. In panel data, observations are collected over
multiple time periods for multiple entities or individuals. The random effects model
allows for the estimation of fixed effects specific to each entity while also
accounting for unobserved time-invariant factors that affect the outcome variable
(Wooldridge, 2010).

In this estimation method, the individual-specific effects are treated as random
variables and assumed to follow a specific distribution (Wooldridge, 2010; Baltagi,
2008). By incorporating these random effects, the model captures the heterogeneity
among the entities in the panel, making it suitable for analyzing panel data with

unobserved individual-level characteristics.

Random effects estimation is often implemented using the Generalized Method of
Moments (GMM) or Maximum Likelihood Estimation (MLE) frameworks
(Wooldridge, 2010). The inclusion of random effects enables the estimation of
parameters that reflect both the time-varying and time-invariant characteristics of

the entities.

The results obtained from random effects estimation provide valuable insights into
the relationship between the dependent variable and the explanatory variables,
while accounting for unobserved heterogeneity among the entities (Wooldridge,
2010). These estimates can be used to draw conclusions and make inferences about

the population of entities from which the panel data is drawn.
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The formula for estimating a random effects model in a regression analysis with

panel data is as follows:

Yit = pXit + ai + eit

Where:

Yit represents the dependent variable for entity i at time t.
Xit represents a vector of explanatory variables for entity i at time t.
B represents the coefficients to be estimated for the explanatory variables.

ai represents the entity-specific effects, which capture the time-invariant
characteristics of each entity. These effects are assumed to follow a random

distribution with a mean of zero.

eit represents the error term, which captures the random variation in the dependent
variable that is not accounted for by the explanatory variables and the entity-specific

effects.
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Chapter 4 Data Analysis

4.0 Introduction

A research methodology involves a systematic and rigorous exploration of pertinent
facts through a series of well-defined stages. These stages encompass activities such
as delineating and refining topics, formulating theories or hypotheses, collecting,
organizing, and evaluating data, and deriving conclusions. Subsequently, the
obtained results are subjected to testing to assess their alignment with the

assumptions made in the study.

The primary objective of this research is to investigate the interconnectedness
among the key dimensions of Environmental, Social, and Governance (ESG)
practices, their respective subdimensions, and the performance of companies listed
on Malaysia's public stock exchange. To accomplish this objective, the chapter
comprehensively addresses vital components such as research design, methods for
data collection, the design of the sampling approach, selection of research
instruments, measurement of constructs, processing of data, and subsequent data
analysis. By thoroughly examining these aspects, the study ensures a robust and
comprehensive exploration of the interrelationships that exist between ESG

dimensions, subdimensions, and firm performance.
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4.1 Descriptive analysis and Correlation Matrix

Table 4: Descriptive analysis of the variables

Mean Std. Dev. Minimum | Maximum

ROA 0.065582 0.100796 -0.134900 | 0.846400
ROE 0.213293 0.424411 -0.519800 | 2.845300
Tobin’s Q 1.869463 2.279164 0.093294 12.81276
Stock Returns -0.020353 0.318713 -1.596451 | 1.362612
ESG 1.998567 0.231720 1.098612 2.397895
Environment 1.782102 0.505284 0.000000 2.397895
Social 2.058693 0.275709 0.693147 2.484907
Governance 1.936981 0.376310 0.693147 2.484907
Resource-used 1.860822 0.582875 0.000000 | 2.484907
Emissions 1.955574 0.509658 0.000000 2.484907
Innovations 0.990860 0.905765 0.000000 2.484907
Workforce 2.210266 0.315618 0.693147 2.484907
Human right 1.473492 0.942445 0.000000 2.484907
Community 2.108108 0.380462 0.000000 2.484907
Product Responsibility | 1.931424 0.522685 0.000000 2.484907
Management 1.883946 0.632271 0.000000 2.484907
Shareholders 1.645387 0.686789 0.000000 2.484907
CSR Strategy 1.932666 0.562757 0.000000 | 2.484907
Firm Size 10.04141 1.472926 6.935516 13.69692
Cash 3.218381 3.234029 -0.010050 | 9.642514
Leverage 0.882615 1.295001 0.004700 | 8.998900

The descriptive statistics for the variables are presented in Table 4. The second and
third columns of Table 4 display the mean and standard deviation values,
respectively. The fourth and fifth columns provide information on the minimum and

maximum values of the variables. It is worth noting that, except for the stock return
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market variable, all the variables exhibit positive mean values and standard
deviations. Specifically, five variables have a median value below one, while

sixteen variables have a median value above one.

Furthermore, an interesting observation pertains to the average values of the
companies' Return on Assets (ROA). In this sample, the mean value of ROA is 6.55
percent, with a standard deviation of 10.07 percent. Similarly, the mean value of
Return on Equity (ROE) is 21.32 percent, accompanied by a standard deviation of
42.44 percent. Additionally, the mean value of Tobin's Q is 186.94 percent, with a
standard deviation of 227.91 percent. Lastly, the mean value of stock return is -2.03

percent, and it has a standard deviation of 31.87 percent.

The ESG Score, measuring environmental, social, and governance factors, has an
average value of 1.998567. The standard deviation of 0.231720 indicates a
relatively low dispersion around the mean. The ESG scores range from 1.098612 to

2.397895, reflecting variations in the level of ESG performance across the dataset.

The analysis further explores specific components of the ESG Score. The
Environmental Score shows an average of 1.782102, with a higher standard
deviation of 0.505284, indicating greater variability in environmental performance.
The Social Score has an average of 2.058693, with a moderate standard deviation
of 0.275709, suggesting a more consistent social performance. The Governance
Score has an average of 1.936981, with a standard deviation of 0.376310, indicating

variations in governance practices among the firms.

Other components related to ESG performance, such as Resource Use, Emissions,
Innovations, Workforce, Human Rights, Community, Product Responsibility, and
Management, show average values ranging from 0.990860 to 2.210266, with

varying levels of dispersion.
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Finally, the dataset includes additional financial variables. The average Firm Size
is 10.04141, with a standard deviation of 1.472926, suggesting some variability in
the size of the firms. The Cash variable demonstrates an average value of 3.218381,
with a relatively high standard deviation of 3.234029, indicating a wide range of
cash holdings. The Leverage variable has an average of 0.882615, with a standard

deviation of 1.295001, reflecting variations in firms' levels of debt.

In summary, this descriptive analysis provides an overview of the dataset,
highlighting the central tendencies, dispersion, and range of the variables related to

financial performance, ESG scores, and other financial indicators.
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Table 5: Correlation Matrix of the variables

ESG E S G RE EM IN WO HU co PR MA SH CSR F C L ROA ROE TQ SR

ESG 1.00

E 0.60** 1.00

0.80** 0.44** 1.00

G 0.63** 0.08 0.30** 1.00

RE 0.62** 0.85** 0.48** 0.15* 1.00

EM 0.51** 0.69** 0.38** 0.06 0.52** 1.00

IN 0.29** 0.38** 0.20** 0.16* 0.23** 0.06 1.00

wo 0.46** 0.20** 0.64** 0.11 0.24** 0.27** 0.14* 1.00

HU 0.51** 0.38** 0.59** 0.19** 0.37** 0.43** 0.15* 0.16* 1.00

co 0.46** 0.23** 0.68** 0.15* 0.28** 0.22** -0.07 0.38** 0.29** 1.00

PR 0.39** 0.32** 0.30** 0.21** 0.31** 0.04 0.25** 0.24** -0.16* -0.02 1.00

MA 0.51** -0.05 0.23** 0.92** 0.00 -0.05 0.21** 0.09 0.15* 0.08 0.15 1.00

SH 0.08 0.16* 0.01 0.02 0.22** 0.11 -0.17* -0.12 -0.02 0.09 0.01 -0.22 1.00
CSR 0.51** 0.37** 0.51** 0.44** 0.38** 0.28** 0.16* 0.30* 0.44** 0.28** 0.21 0.36 -0.12 1.00

0.07 -0.07 -0.06 0.16 -0.05 -0.14* 0.42%* -0.10 -0.16* -0.18** 0.14** 0.15 -0.01 -0.10 1.00
C 0.06 -0.07 0.09 0.10 0.00 -0.08 0.13 0.08 0.06 -0.04** 0.07** 0.10 -0.06 0.05 0.24** 1.00
0.15* 0.07 0.02 0.16* 0.04 0.11 -0.14* 0.08 -0.02 0.04 0.05 0.18 -0.20** 0.00 -0.12 -0.16* 1.00

ROA 0.13 0.09 0.19** 0.03 0.08 0.20** -0.15* 0.14* 0.24** 0.10 0.04 0.06 -0.17** 0.20** -0.53** -0.05 0.09** 1.00
ROE 0.19** 0.06 0.19** 0.12 0.07 0.19** -0.13 0.17* 0.16* 0.13** 0.06 0.17 -0.37** 0.17* -0.39** -0.10 0.65 0.67** 1.00

TQ 0.18* 0.16* 0.23** 0.00 0.10 0.20** -0.17* 0.16* 0.26** 0.12 0.11 0.02 -0.24** 0.21** -0.64** -0.11 0.17 0.69** 0.63** 1.00
SR -0.14* -0.12 -0.13 -0.05 -0.05 -0.12 -0.09 -0.07 -0.01 -0.15* -0.02* -0.06 0.00 -0.02 -0.03 0.12 -0.09 -0.02 0.00 0.16* 1.00
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Note: Correlation is significance at: *0.05 and * *0.01 levels (two-tailed)

Variables:

ESG: Composite score representing the overall ESG performance of companies.
E: Environment.

S: Social.

G: Governance.

RE: Resourced Used.
EM: Emissions.

IN: Innovations.

WO: Workforce.

HU: Human Right.

CO: Community.

PR: Product Responsibility.
MA: Management.

SH: Shareholders.

CSR: CSR Strategy.

F: Firm Size.

C: Cash.

L: Leverage.

ROA: Return on Assets.
ROE: Return on Equity.
TQ: Tobin’s Q.

SR: Stock Returns.
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The correlation matrix analysis revealed several significant findings. Companies
with higher ESG scores exhibited better environmental and social performance, as
indicated by positive correlations with the Environment (E) and Social (S) factors.
Moreover, a strong positive correlation was observed between ESG and
Governance (G), suggesting that companies with better overall ESG performance
also tend to have stronger governance practices. Additionally, the analysis showed
positive correlations between ESG and Resource-used (RE) and Innovations (IN),
indicating that companies with higher ESG scores tend to make more efficient use
of resources and demonstrate a higher level of innovation. On the other hand,
leverage (L) showed a negative correlation with both Return on Assets (ROA) and
Return on Equity (ROE), suggesting that higher levels of leverage may adversely
affect financial performance. These findings underscore the importance of
considering ESG factors, including environmental sustainability, social
responsibility, and good governance practices, in driving financial performance
among Malaysian public listed companies. Integrating ESG considerations into
corporate strategies can lead to improved financial performance, sustainability, and

long-term value creation.

The main dimensions of ESG showed positive correlations with each other,
indicating a tendency for companies with higher scores in one dimension to have
higher scores in other dimensions. Specifically, E and S exhibited a strong positive
correlation of 0.80**. The correlation between ESG and G was 0.63**, highlighting
a significant relationship between overall ESG performance and governance

practices.

The subdimensions also demonstrated significant correlations. Notable positive
correlations were observed between RE and ESG (0.62**), EM and ESG (0.51**),
and HU and CO (0.51**), indicating the inter-relationship between subdimensions
and overall ESG performance. Conversely, negative correlations were found
between SH and MA (-0.22) and F and C (-0.18**), suggesting some opposing

tendencies between these variables.
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Regarding performance measures, ROA exhibited significant positive correlations
with E (0.19**), EM (0.20**), and HU (0.24**), while ROE displayed positive
correlations with G (0.67**), TQ (0.69**), and SR (0.16*). Additionally, TQ
showed a significant positive correlation with MA (0.63**) and SR (0.16%).

These correlation results provide valuable insights into the inter-relationships
among the ESG dimensions, subdimensions, and firm performance measures. The
significant correlations suggest potential linkages and dependencies between these
variables, which can be further explored and analyzed in subsequent sections of the

research.

Overall, these correlation findings contribute to the understanding of how ESG
dimensions, subdimensions, and performance measures are interconnected among

Malaysia's public listed companies.
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4.2 Result

Table 6: The relationship between dependent and independent variables

Variables ROA ROE Tobin’s Q Stock Returns
C 0.388760 0.942329 9.175525 0.525705
(0.0000) (0.0003) (0.9000) (0.0815)
ESG 0.000869 0.050272 3.294334 -0.140663
(0.9622) (0.8141) (0.6326) (0.6938)
Environment -0.055357*** -0.362690 -0.212920 -0.139729
(0.0122) 0.0011*** 0.9781 0.2931
Social 0.048153 0.422487 0.434351 -0.278490
(0.2608) 0.2266 0.1996 0.3362
Governance -0.002397 0.187774 1.037077 0.229095
(0.8914) 0.9525 0.7966 0.3710
Resource-used 0.014927 0.132774 -0.444154 0.114968
(0.1568) 0.2562 0.4604 0.1661
Emissions 0.045911* 0.186854 0.159967 -0.033286
(0.0760) 0.0169** 0.5863 0.6614
Innovations 0.005698 0.061571 -0.013611 -0.019791
(0.3551) 0.0254 0.8648 0.6071
Workforce -0.026321 -0.215061 -0.744880 0.088539
(0.2190) 0.1117 0.6423 0.4296
Human right 0.008078 -0.019691 0.191153 0.072109
(0.2507) 0.1180 0.0790* 0.0997*
Community -0.022067 -0.080135 -0.633014 -0.043474
0.8290 0.8268 0.0622* 0.6636
Product Responsibility | 0.027207 0.051508 0.722641 0.069360
(0.5898) 0.2560 0.8792 0.2711
Management 0.007426 -0.131978 -1.084748 -0.132509
(0.7499) 0.8722 0.6445 0.3239
Shareholders -0.0022496 -0.178229 -1.045584 -0.022952
(0.9176) 0.5433 0.4331 0.6227
CSR strategy 0.004348 0.009222 -0.0978879 0.005622
(0.6595) 0.7655 0.6754 0.9228
Firm size -0.039196*** -0.116644 -1.066063 -0.010078
(0.0000) 0.0002*** 0.4331 0.6089
Cash 0.001458 0.003508 0.014750 0.010388
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(0.7949) (0.8969) (0.6754) (0.1615)
Leverage -0.000432*** 0.190034 0.031177 -0.017609
(0.0000) 0.0000*** 0.9997 0.3684
Specification and Diagnostic Tests
R-squared 0.384250 0.654198 0.573063 0.097774
Adj. R-squared 0.328272 0.622761 0.534250 0.015753
F-statistic 6.864383 20.81011 14.76490 1.192064
Breusch-Pagan test 0.0000 0.0000 0.0000 0.0002
result
Hausman test 56.578207 135.536239 30.896253 20.490030
No. of Observation 205 205 205 205

Note: this table represent the relationship between variables based on unbalanced
panel data. The dependent variables are ROA, ROE, Tobin’s Q and Stock Return;

independent variables are ESG main and sub-dimensions; control variables are Firm

size, Cash and Leverage. Figure shows are the coefficients of the variables with the

symbols *** ** * denote the significance level at 1%, 5% and 10% respectively

whilst p-values shown in the parentheses are computed using standard errors robust

to heteroscedasticity test. Hausman test statistics shows chi-square scores.
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4.2.1 Heteroscedasticity Test

Based on the results of the Breusch-Pagan test, significant heteroscedasticity was
detected for the dependent variables: Return on Assets (ROA) with a probability of
0.0000, Return on Equity (ROE) with a probability of 0.0000, Tobin's Q with a
probability of 0.0000, and Stock Return with a probability of 0.0002.

Heteroscedasticity refers to the unequal variance of the error terms across the range
of the independent variables. In the context of this analysis, it suggests that the
variability of the dependent variables is not constant throughout the dataset, and

there are systematic patterns of variance (Halunga et al., 2017).

The significant probabilities obtained from the Breusch-Pagan test indicate a
violation of the assumption of homoscedasticity. Consequently, this finding implies
that the ordinary least squares (OLS) regression, which assumes constant variance,
may not be the most appropriate model for analyzing the relationships between the

dependent variables and the independent variables.
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4.2.2 Hausman Test

The Hausman test is a statistical procedure used to determine the most appropriate
model specification for panel data analysis. It assesses whether the random effects
model or the fixed effects model is more suitable by examining the presence of
endogeneity or correlation between the individual-specific effects and the

explanatory variables.

In this particular analysis, the Hausman test yielded a test statistic value of
56.578207, which indicates a substantial difference between the estimated
coefficients from the random effects model and the fixed effects model. The
associated p-value of 135.536239 suggests that this difference is highly statistically
significant, providing strong evidence against the null hypothesis of no systematic

variation between the models.

With a significant test result, the Hausman test indicates that the random effects
model may not be appropriate for your panel data analysis. The substantial
difference in the estimated coefficients implies the presence of endogeneity or
correlation between the individual-specific effects and the explanatory variables.
Consequently, the fixed effects model, which accounts for these time-invariant

individual effects, is more suitable for your analysis.
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4.2.3 Relationship between Dependent and Independent variables

The regression analysis conducted on the data showed that the majority of the
dependent variables, namely Return on Assets (ROA), Return on Equity (ROE),
Tobin's Q, and Stock Returns, had statistically insignificant results. The p-values
associated with the coefficients of the independent variables, specifically the ESG
scores and their sub-dimensions, indicated that there is no significant relationship

between these factors and the financial performance indicators.

The lack of significance in the results suggests that the variations in the dependent
variables cannot be adequately explained by the inclusion of ESG scores and their
sub-dimensions in the analysis. In simpler terms, the impact of ESG factors on
financial performance, as measured by ROA, ROE, Tobin's Q, and Stock Returns,

is not statistically significant within the scope of this study.

The p-values associated with the coefficients provide a measure of the probability
that the observed relationship between the independent and dependent variables is
due to chance. Typically, a p-value threshold of 0.05 is considered statistically
significant, meaning that any p-value above this threshold indicates a lack of

statistical significance.

In this case, the obtained p-values for the coefficients of the independent variables
exceeded the threshold of 0.05, suggesting that the observed relationships between
ESG factors and the financial performance indicators could have occurred by
chance. Consequently, it can be concluded that there is no statistically significant
relationship between ESG scores and the financial performance indicators of the

analyzed companies.
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4.2.4 Relationship between ROA with independent variables

Upon conducting further analysis, the data reveals a significant relationship
between the "Environment" dimension of ESG scores and Return on Assets (ROA).
This finding suggests that a company's environmental practices and considerations
have a notable impact on its financial performance, specifically in terms of ROA.
This significant relationship aligns with previous research and literature
emphasizing the importance of environmental factors in influencing financial
performance. Eccles, loannou, and Serafeim (2012) investigate the connection
between corporate sustainability and financial performance and find evidence
supporting the crucial role of environmental factors. The study suggests that
companies with superior environmental performance tend to achieve higher
financial performance, including measures such as ROA. Furthermore, Delmas and
Pekovic (2018) explore the relationship between environmental standards and labor
productivity, which indirectly affects financial performance. Their findings indicate
that firms with stronger environmental standards experience higher labor
productivity, thereby influencing financial indicators such as ROA.

These scholarly works provide support for the significance of the "Environment"
dimension in relation to ROA. However, it is important to note that while this
relationship has been established, further analysis and research are necessary to

understand the specific mechanisms and drivers underlying this association.

In addition to the significant relationship between the "Environment™ dimension of
ESG factors and Return on Assets (ROA), the analysis also reveals the significance
of two control variables, namely firm size and leverage, in relation to ROA. These
control variables demonstrate a significant impact on a company's financial

performance, as measured by ROA.
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The significance of firm size and leverage in relation to ROA is well-supported by
previous research and literature. Various studies have emphasized the importance
of these variables in influencing financial performance. For instance, Rahman &
Yilun (2021) conducted a study that examined the impact of firm size on firm
performance and found a significant positive relationship. The authors concluded
that larger firms tend to achieve higher financial performance, including measures
such as ROA. This supports the notion that firm size plays a crucial role in

determining a company's financial success.

Additionally, Titman and Wessels (1988) conducted research that centered on the
factors influencing a company's capital structure, specifically examining leverage,
and its effect on firm performance. The study discovered a notable correlation
between leverage and financial performance measures such as ROA. These results
emphasize the influence of leverage on a company's financial performance and

further underscore the importance of including this control variable in the analysis.

These references provide robust support for the significance of firm size and
leverage in relation to ROA. They establish that firm size and leverage have a
notable impact on financial performance, and specifically on ROA. However, it is
essential to note that while these variables have been found to be significant in this
analysis, further research and analysis are necessary to delve into the specific

mechanisms and industry-specific implications underlying these relationships.
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4.2.5 Relationship between ROE with independent variables

The data analysis conducted for this thesis reveals significant findings regarding the
relationship between the "Environment,” "Emissions,” and "Innovations" factors
and Return on Equity (ROE). The regression test demonstrates that these variables
have a substantial impact on a company's financial performance, as measured by
ROE.

Support for the significance of the "Environment,” "Emissions," and "Innovations"
factors in relation to ROE can be found in previous research and literature. Clarkson,
Li, Richardson, and Vasvari (2008) conducted a study that explored the connection
between environmental performance and financial indicators. Their findings
indicated a significant positive association between a firm's environmental
performance and its financial performance, including ROE. The study suggests that

prioritizing environmental factors can contribute to improved ROE.

Similarly, Chang (2015) examined the impact of environmental performance on
financial performance in the Chinese context. Their research revealed a significant
positive relationship between environmental performance and ROE, indicating that
companies with better environmental practices tend to achieve higher financial

performance.

These references provide strong support for the significance of the "Environment,”
"Emissions,” and "Innovations™ factors in relation to ROE. They highlight the
importance of these variables in driving financial performance and specifically
emphasize their impact on ROE. However, it is important to acknowledge that while
these variables have been found to be significant in this analysis, further research
and analysis are necessary to explore the specific mechanisms and industry-specific

implications underlying these relationships.
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4.2.6 Relationship between Tobin’s Q with independent variables

The table displays the probability values associated with the variables in the
regression analysis. Notably, the variables "Human right" and "Community" exhibit
a significance level at 10%, with p-values of 0.0790 and 0.0622, respectively.

These findings suggest a potential relationship between the *Human right™ variable
and the dependent variable, although it is not statistically significant. Similarly, the
"Community" variable also suggests a possible relationship with the dependent
variable, but it is not statistically significant.

While the p-values for "Human right™" and "Community" are above the conventional
threshold of 0.05, it is important to acknowledge that a significance level of 10%
allows for a slightly higher probability of Type | error (rejecting a true null
hypothesis). This means that there is a possibility that there might be a relationship
between these variables and the dependent variable, but further research with a
larger sample size or different methodology may be required to establish a

significant association.

Supporting evidence for the lack of significance of ESG factors in relation to
Tobin's Q can be found in previous research and literature. Derwall et al. (2005)
conducted a study examining the relationship between environmental performance
and market valuation. Their findings showed limited evidence of a significant
relationship between eco-efficiency measures (a subdimension of ESG) and market

valuation, suggesting that the impact may vary across different firms.

Similarly, Gompers et al. (2003) investigated the relationship between corporate
governance (a subdimension of ESG) and equity prices. While their study revealed
some evidence of a positive association, the relationship was not consistently

significant across all measures of governance.
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These references highlight the mixed findings in the literature regarding the
significance of ESG factors, including their main dimensions and sub-dimensions,
in relation to market valuation. It is important to note that the lack of significance
in this analysis does not necessarily diminish the importance of ESG factors in other
aspects of corporate performance or stakeholder considerations.

To gain a comprehensive understanding of the relationship between ESG factors
and Tobin's Q, further exploration through reviewing additional scholarly articles,
industry reports, and empirical studies is recommended. This will provide a broader
perspective and more detailed insights into the specific factors and contexts that

may influence market valuation.
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4.2.7 Relationship between Stock returns with independent variables

The probability values associated with the variables in the regression analysis for
Stock Returns are presented in the table. Among all the variables, the "Human right"
variable exhibits a significance level at 10% with a p-value of 0.0997.

The result suggests a potential relationship between the consideration of human
rights and stock returns, although it does not reach the conventional threshold of
statistical significance at 5%. It indicates that companies that prioritize and address

human rights issues may have a suggestive influence on their stock returns.

Previous research and literature provide further support for the lack of significance
of ESG factors in relation to stock returns. Hong and Kacperczyk (2009) conducted
a study examining the effects of social norms on markets and found limited
evidence of a significant impact of social norms (a subdimension of ESG) on stock
performance. The findings suggest that the influence of social norms may vary

depending on specific contexts and investor preferences.

Similarly, Statman and Glushkov (2009) investigated the link between corporate
social responsibility (a main dimension of ESG) and stock returns. Their study
produced mixed results, with some measures showing a positive association
between social responsibility and stock performance, while others revealed no

significant relationship.

These references highlight the mixed findings in the existing literature regarding
the significance of ESG factors, including their main dimensions and sub-
dimensions, in relation to stock returns. It is important to acknowledge that the lack
of significance in this analysis does not diminish the broader importance of ESG

factors in terms of sustainability and corporate responsibility.
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It is important to note that the lack of statistical significance does not necessarily
imply that there is no relationship between ESG factors and financial performance.
It simply suggests that, based on the data and methodology employed in this study,
no significant relationship was found. There could be other factors, unaccounted for
or not explored in this analysis, that might influence the relationship between ESG

factors and financial performance.

Further research is needed to investigate alternative explanations or potential
limitations of the study that could have contributed to the insignificance of the
results. Additionally, considering different timeframes, industry sectors, or sample
sizes might provide insights into the relationship between ESG factors and financial
performance. It is also crucial to continue monitoring and analyzing emerging
literature and research in the field of ESG and financial performance to ensure a

comprehensive understanding of this complex relationship.
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4.2.8 R-squared

The results of the regression analysis offer valuable insights into the extent to which
the ESG scores and ESG subdimensions account for the variations observed in the
dependent variables. The R-squared values serve as indicators of the proportion of
variance in each financial performance indicator (ROA, ROE, Tobin's Q, and Stock
Return) that can be explained by the ESG scores and ESG subdimensions included

in the regression model.

The R-squared value for ROA is 0.384250, indicating that approximately 38.43%
of the variability in ROA can be attributed to the considered ESG scores and
subdimensions. Likewise, for ROE, the R-squared value is 0.654198, suggesting
that around 65.42% of the variability in ROE can be accounted for by the included
ESG factors. In the case of Tobin's Q, the R-squared value is 0.573063, implying
that approximately 57.31% of the variation in Tobin's Q can be explained by the
ESG factors under consideration. Finally, the R-squared value for Stock Return is
0.097774, indicating that approximately 9.78% of the variability in Stock Return

can be elucidated by the ESG scores and subdimensions.

These R-squared values provide insights into the extent to which the ESG scores
and subdimensions contribute to explaining the observed variations in the
respective financial performance indicators. However, it is important to
acknowledge that a significant portion of the variation in these dependent variables
remains unexplained by the included ESG factors, indicating the potential influence

of other variables that should be explored in future research.
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4.29 F-statistics

In a regression test, the F-statistic is used to assess the overall significance of the
regression model by examining whether the combined effect of the independent
variables significantly contributes to explaining the observed variations in the

dependent variable.

The F-statistic is calculated by comparing the ratio of the explained variation (sum
of squares of the regression) to the unexplained variation (sum of squares of the
residuals) within the regression model. A higher value of the F-statistic indicates a
stronger overall relationship between the independent variables and the dependent

variable, indicating that the regression model as a whole is statistically significant.

For the ROA regression model, the F-statistic value is 6.864383. This indicates that
the independent variables: ESG and ESG subdimensions scores have a statistically
significant impact on explaining the variation in ROA. Similarly, for the ROE
regression model, the F-statistic value is 20.81011. This suggests that the
independent variables: ESG and ESG subdimensions scores have a statistically
significant impact on explaining the variation in ROE. In the case of Tobin's Q
regression model, the F-statistic value is 14.76490. This implies that the
independent variables: ESG and ESG subdimensions scores collectively have a
statistically significant impact on explaining the variation in Tobin's Q. Lastly, for
the Stock Return regression model, the F-statistic value is 1.192064. This indicates
that the independent variables: ESG and ESG subdimensions scores do not have a

statistically significant impact on explaining the variation in Stock Return.

Overall, the F-statistic values provide evidence that the inclusion of ESG and ESG
subdimensions scores in the regression models yields statistically significant
relationships with ROA, ROE, and Tobin's Q. However, it is important to note that
the relationship between the independent variables and Stock Return is not
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statistically significant, suggesting that other factors may have a more dominant

influence on Stock Return.
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Chapter 5 Discussion and Conclusion

5.0 Introduction

The chapter will provide a comprehensive analysis of the research results, focusing
on the inter-relationship among the main dimensions of Environmental, Social, and
Governance (ESG) practices, their subdimensions, and firm performance within
Malaysia's public listed companies. The findings obtained from the research will be
presented and discussed in detail.

The discussion will delve into the implications of the research results, highlighting
the significance and impact of the inter-relationships observed among the ESG
dimensions, subdimensions, and firm performance measures. This analysis will
shed light on the ways in which ESG practices can influence and contribute to the

overall performance of companies in Malaysia.

Moreover, the chapter will address the limitations of the research, acknowledging
any constraints or potential biases that may have affected the study's findings. By
acknowledging these limitations, the chapter aims to provide a comprehensive and
balanced assessment of the research’s scope and boundaries.

In addition, recommendations for future research will be provided, outlining
potential areas for further investigation and exploration. These recommendations
will serve as a guide for future researchers interested in advancing the
understanding of the interplay between ESG practices and firm performance in the
context of Malaysia's public listed companies.
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5.1 Key Findings

This study focuses on analyzing the impact of ESG initiatives on the financial
performance of companies listed in Malaysia. The research sample consists of 41
companies observed over the period of 2017 to 2021. To investigate the research
objective and hypotheses, a panel data regression model is employed, utilizing
various dependent variables such as Return on Assets (ROA), Return on Equity
(ROE), Tobin's Q, and stock returns.

The existing body of literature on the relationship between sustainability, ESG
initiatives, and firm profitability, value, and performance has yielded inconsistent
findings. The question of whether adopting sustainable practices leads to financial
benefits remains unresolved. Due to the diverse outcomes reported by different
scholars, the hypotheses in this study are formulated without a predetermined

direction for the relationship.

Despite its relatively small size, Malaysia has gained recognition as a leader in
sustainability. However, previous studies have not specifically investigated the
financial implications of embracing sustainability among Malaysian firms, despite
several studies exploring their corporate social responsibility (CSR) and
sustainability practices. Thus, this study contributes to the existing literature by
addressing this research gap, although it acknowledges the limitation of a small

sample size.

Regarding the research objective of examining the relationship between ESG
dimensions and financial performance among Malaysian public listed companies,
the findings reveal a significant association between the Environmental dimension
and financial performance indicators, particularly ROA and ROE (Kasbun et al.,
2016). Companies demonstrating strong environmental performance tend to exhibit

higher ROA and ROE, indicating a positive correlation between environmentally

87



responsible practices and financial success. This finding is supported by a study by
Karagozoglu and Lindell (2000), which emphasizes the importance of proactive
environmental strategies as platforms for environmental innovation and competitive

advantage.

On the other hand, the Social and Governance dimensions, encompassing factors
such as workforce, human rights, community, and management practices, do not
show a statistically significant relationship with financial performance indicators in
the context of Malaysian public listed companies (Jones & Tan, 2023). This
suggests that variations in social and governance factors across Malaysian
companies may not have a substantial impact on their financial performance
outcomes (Gompers et al., 2003; Johnson & Greening, 1999; Klapper & Love, 2004;
D. D. Lee & Faff, 2009).

One possible explanation for the lack of significance of social and governance
factors in certain studies could be attributed to the specific measures or indicators
used to assess these dimensions, which may not accurately capture their true
influence on financial performance. It is important to note that ESG is a complex
and multifaceted concept, making it challenging to precisely measure and capture

its impact on firm performance.

Additionally, the relationship between social and governance factors and financial
performance may be indirect or long-term in nature, making it difficult to establish
a direct and immediate causal link. For instance, investments in employee well-
being and community engagement may not yield immediate financial returns but
can contribute to building long-term reputation, customer loyalty, and employee

satisfaction, ultimately impacting financial performance.
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The empirical findings of this study indicate an absence of significant relationships
between the ESG score and its sub-dimensions with various measures of firm
performance, including ROA, ROE, Tobin's Q, and stock return. These results align
with a local study conducted by Atan et al. (2018), providing further support for the
observed insignificance. The lack of a significant relationship suggests that
companies with different levels of ESG information perform similarly in terms of
financial performance. Furthermore, the findings suggest that ESG factors are not
perceived as enhancing firm value, as companies with different ESG profiles are

valued similarly in the market.
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5.2 Contribution of Study

The research makes a significant contribution to the existing knowledge by offering
valuable insights, even though the results indicate that there is no statistically
significant relationship between ESG dimensions and firm performance. By
addressing a gap in the literature concerning the association between ESG
dimensions and firm performance specifically among Malaysian public listed
companies, this study adds to the limited understanding in this particular context.
Moreover, it enhances comprehension by highlighting that the relationship between
ESG dimensions and firm performance may be more intricate than previously
assumed. The research also carries methodological implications as it employs
rigorous statistical analysis techniques, including regression analysis, which

establishes a groundwork for future studies in a similar field.

From a practical standpoint, even though the results are insignificant, the findings
of the research have implications for decision-making in Malaysian public listed
companies. The study prompts managers and policymakers to critically evaluate
their ESG strategies, considering alternative approaches to enhance firm
performance. Lastly, the research guides future studies by opening avenues for
further exploration and deeper analysis of contextual factors and mechanisms that
influence the relationship between ESG dimensions and firm performance in the
Malaysian context. In conclusion, despite the non-significant results, the research
makes a valuable contribution by addressing a research gap, enhancing
understanding, providing methodological insights, informing decision-making, and
guiding future research in the field of ESG and firm performance among Malaysian

public listed companies.

These conclusions highlight the need for a comprehensive understanding of the
various factors that influence financial performance among companies, and the
importance of considering multiple dimensions beyond ESG sub-dimensions when

assessing the relationship between sustainability practices and financial outcomes.
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5.3 Limitation

Several limitations need to be acknowledged in relation to the findings of this thesis,
which indicate that the ESG factors and their sub-dimensions do not have a direct
impact on the financial performance of the analyzed companies. These limitations

should be considered when interpreting the results and drawing conclusions.

Firstly, there may be a measurement bias inherent in the ESG ratings used in this
analysis. The selected ESG rating agencies or metrics employed in this study might
not fully capture the complexity and nuances of the companies' ESG practices. This
introduces the possibility of measurement errors or incomplete representation of the

true impact of ESG factors on financial performance.

Secondly, the timeframe of this study may not have been sufficient to capture the
long-term effects of ESG initiatives on financial performance. ESG practices and
their impact on financial indicators may require a longer time horizon to become
apparent. Therefore, the findings should be interpreted with caution, considering
the possibility that significant changes in financial performance might occur over a
more extended period.

Moreover, the sample selection process could introduce limitations to the
generalizability of the findings. The sample of companies included in this analysis
might not be fully representative of the broader population. Specific characteristics
of the selected companies or industries, such as their size or industry-specific
dynamics, may influence the relationship between ESG factors and financial
performance. Thus, caution should be exercised when extrapolating the findings to

other contexts or populations.

Lastly, it is important to acknowledge that there could be other unaccounted factors

that have a more dominant influence on financial performance, overshadowing the
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impact of ESG factors. Macroeconomic conditions, regulatory environments, or
company-specific factors not considered in this study might play a significant role

in determining financial performance outcomes.

In summary, while the findings of this thesis indicate an insignificant relationship
between ESG factors and financial performance, several limitations should be taken
into consideration. Future research should strive to address these limitations by
employing more robust measurement methodologies, considering longer study
timeframes, diversifying the sample, and incorporating a broader range of
influencing factors to gain a more comprehensive understanding of the relationship

between ESG factors and financial performance.
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5.4 Recommendations for Future Studies

Considering the outcomes and constraints of the current study, several suggestions
can be put forth for future research exploring the connection between ESG
dimensions and firm performance among Malaysian public listed companies. First
and foremost, it is recommended to expand the sample size in subsequent studies.
Enlarging the sample to include companies from diverse industries would offer a
more comprehensive depiction of the Malaysian business environment, enhancing
the applicability of the findings. Additionally, conducting longitudinal studies
spanning a longer duration would enable researchers to examine the enduring
effects of ESG practices on firm performance. This longitudinal approach would
provide a deeper understanding of how ESG dimensions influence financial

performance over an extended period.

Furthermore, future studies should consider investigating the contextual factors that
may influence the relationship between ESG dimensions and firm performance in
the Malaysian setting. Factors such as industry characteristics, regulatory
environments, and cultural influences can significantly affect the effectiveness of
ESG practices. Examining these contextual factors can provide valuable insights
into the specific mechanisms through which ESG dimensions impact firm
performance in the Malaysian context.

Lastly, future research should focus on refining the measurement and reporting of
ESG dimensions and firm performance. This could involve developing more robust
and comprehensive measurement frameworks for ESG practices and financial
performance indicators. Additionally, exploring alternative methodologies and
approaches to analyzing the relationship, such as qualitative methods or case studies,
could provide deeper insights into the complex dynamics between ESG dimensions

and firm performance.
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It is important for future research to address these recommendations to further
enhance our understanding of the relationship between ESG dimensions and firm
performance among Malaysian public listed companies. By addressing these areas,
researchers can contribute to the growing body of knowledge in the field of ESG
and help guide businesses, policymakers, and investors in making informed

decisions regarding sustainable business practices.

94



References

Aamir Ali, M. (2017). The Relationship Between ROA, ROE, ROCE and EPS
Ratios with Break-up Values of Shares of Karachi-Pakistan Fuel and Energy
Listed Companies. Journal of Finance and Accounting, 5(3).
https://doi.org/10.11648/j.jfa.20170503.15

Aguinis, H., Villamor, 1., & Gabriel, K. P. (2020). Understanding employee
responses to COVID-19: a behavioral corporate social responsibility
perspective. Management Research, 18(4). https://doi.org/10.1108/MRJIAM-
06-2020-1053

A Hitt, M., & Ireland, R. D. R. E. H. (2020). Strategic Management: Concepts and
Cases: Competitiveness and Globalization || download. In 13.

Ajayi, V. O. (2017). Primary Sources of Data and Secondary Sources of Data
Benue State University. Distinguish Between Primary Sources of Data and
Secondary Sources of Data.

Alareeni, B. A., & Hamdan, A. (2020). ESG impact on performance of US S&P
500-listed firms. Corporate Governance (Bingley), 20(7).
https://doi.org/10.1108/CG-06-2020-0258

Albitar, K., Hussainey, K., Kolade, N., & Gerged, A. M. (2020). ESG disclosure
and firm performance before and after IR: The moderating role of
governance mechanisms. International Journal of Accounting and
Information Management, 28(3). https://doi.org/10.1108/IJAIM-09-2019-
0108

Allen, M., Titsworth, S., & Hunt, S. (2013). Introduction to Quantitative
Research. In Quantitative Research in Communication.
https://doi.org/10.4135/9781452274881.n1

Amran, N. A., & Che Ahmad, A. (2014). Effects of Ownership Structure on
Malaysian Companies Performance. Asian Journal of Accounting and
Governance, 4(1). https://doi.org/10.17576/ajag-2013-4-5774

Angrist, J. D., & Pischke, J. S. (2008). Mostly harmless econometrics: An
empiricist’s companion. In Mostly Harmless Econometrics: An Empiricist’s
Companion. https://doi.org/10.1111/j.1475-4932.2011.00742.x

Atan, R., Alam, M. M., Said, J., & Zamri, M. (2018). The impacts of
environmental, social, and governance factors on firm performance: Panel
study of Malaysian companies. Management of Environmental Quality: An
International Journal, 29(2). https://doi.org/10.1108/MEQ-03-2017-0033

Atan, R., Razali, F. A., Said, J., & Zainun, S. (2016). Environmental, social and
governance (esg) disclosure and its effect on firm’s performance: A

95



comparative study. International Journal of Economics and Management,
10(Specialissue?2).

Auger, P., Devinney, T. M., Louviere, J. J., & Burke, P. F. (2008). Do social
product features have value to consumers? International Journal of Research
in Marketing, 25(3). https://doi.org/10.1016/j.ijresmar.2008.03.005

Aydogmus, M., Giilay, G., & Ergun, K. (2022). Impact of ESG performance on
firm value and profitability. In Borsa Istanbul Review. Borsa Istanbul
Anonim Sirketi. https://doi.org/10.1016/j.bir.2022.11.006

Azhar K. (2021). Malaysian companies’ ESG practices to come under more
scrutiny. Edge Weekly. https://www.theedgemarkets.com/article/malaysian-
companies-esg-practices-come-under-more-
scrutiny?fbclid=IwAR2vkrjwFhKke3uPGZy6SOFDP13KSjfxSomEDCADb3h
glwWUIp3B8YvkUulw

Baltagi, B. H. (2013). Econometric Analysis of Panel Data - Fifth Edition. In John
Wiley & Sons, 2013.

Barnea, A., & Rubin, A. (2010). Corporate Social Responsibility as a Conflict
Between Shareholders. Journal of Business Ethics, 97(1).
https://doi.org/10.1007/s10551-010-0496-z

Bassen, A., & Kovacs, A. M. (2008). Environmental, Social and Governance Key
Performance Indicators from a Capital Market Perspective. Zeitschrift Fir
Wirtschafts- Und Unternehmensethik, 9(2). https://doi.org/10.5771/1439-
880x-2008-2-182

Becht, M., Bolton, P., & Réell, A. A. (2005). Corporate Governance and Control.
SSRN Electronic Journal. https://doi.org/10.2139/ssrn.343461

Bocken, N. M. P., Short, S. W., Rana, P., & Evans, S. (2014). A literature and
practice review to develop sustainable business model archetypes. In Journal
of Cleaner Production (Vol. 65).
https://doi.org/10.1016/j.jclepro.2013.11.039

Boyd, J. H., Jagannathan, R., & Liuc, Q. (2006). the Stock Market’S Reaction To
Unemployment News, Stock-Bond Return Correlations, and the State of the
Economy. Journal of Investment Management, 4(4).

Brammer, S., Jackson, G., & Matten, D. (2012). Corporate social responsibility
and institutional theory: New perspectives on private governance. Socio-
Economic Review, 10(1). https://doi.org/10.1093/ser/mwr030

Brammer, S., Millington, A., & Rayton, B. (2007). The contribution of corporate
social responsibility to organizational commitment. International Journal of
Human Resource Management, 18(10).
https://doi.org/10.1080/09585190701570866

96



Breusch, T. S., & Pagan, A. R. (1979). A Simple Test for Heteroscedasticity and
Random Coefficient Variation. Econometrica, 47(5).
https://doi.org/10.2307/1911963

Buallay, A. (2019). Between cost and value: Investigating the effects of
sustainability reporting on a firm’s performance. Journal of Applied
Accounting Research, 20(4), 481-496. https://doi.org/10.1108/JAAR-12-
2017-0137

Bursa Malaysia Berhad. (2021). Bursa Malaysia Integrated Annual Report 2021 .

Cantele, S., & Zardini, A. (2018). Is sustainability a competitive advantage for
small businesses? An empirical analysis of possible mediators in the
sustainability—financial performance relationship. Journal of Cleaner
Production, 182. https://doi.org/10.1016/j.jclepro.2018.02.016

Cao, S., Yao, H., & Zhang, M. (2023). CSR gap and firm performance: An
organizational justice perspective. Journal of Business Research, 158,
113692. https://doi.org/10.1016/j.jbusres.2023.113692

Caplan L, Griswold J.S, & Jarvis W.F. (2013). From SRI to ESG: The Changing
World of Responsible Investing September 2013 From SRI to ESG: The
Changing World of Responsible Investing. www.commonfund.org.

Carroll, A. B., & Shabana, K. M. (2010). The business case for corporate social
responsibility: A review of concepts, research and practice. In International
Journal of Management Reviews (Vol. 12, Issue 1).
https://doi.org/10.1111/j.1468-2370.2009.00275.x

Carter, D. A., Simkins, B. J., & Simpson, W. G. (2003). Corporate governance,
board diversity, and firm value. Financial Review, 38(1).
https://doi.org/10.1111/1540-6288.00034

Chang, K. (2015). The impacts of environmental performance and propensity
disclosure on financial performance: Empirical evidence from unbalanced
panel data of heavy-pollution industries in China. Journal of Industrial
Engineering and Management, 8(1). https://doi.org/10.3926/jiem.1240

Chava, S., & Purnanandam, A. (2010). Is default risk negatively related to stock
returns? Review of Financial Studies, 23(6).
https://doi.org/10.1093/rfs/hhp107

Chen, G., Firth, M., Gao, D. N., & Rui, O. M. (2006). Ownership structure,
corporate governance, and fraud: Evidence from China. Journal of Corporate
Finance, 12(3). https://doi.org/10.1016/j.jcorpfin.2005.09.002

Chen, Z., & Xie, G. (2022). ESG disclosure and financial performance:
Moderating role of ESG investors. International Review of Financial
Analysis, 83. https://doi.org/10.1016/j.irfa.2022.102291

97



Chung, C. Y., Jung, S., & Young, J. (2018). Do CSR activities increase firm
value? Evidence from the Korean market. Sustainability (Switzerland), 10(9).
https://doi.org/10.3390/su10093164

Clarkson, P. M., Li, Y., Richardson, G. D., & Vasvari, F. P. (2008). Revisiting the
relation between environmental performance and environmental disclosure:
An empirical analysis. Accounting, Organizations and Society, 33(4-5).
https://doi.org/10.1016/j.a0s.2007.05.003

Connelly, B. L., Shi, W., Walker, H. J., & Hersel, M. C. (2022). Searching for a
Sign: CEO Successor Selection in the Wake of Corporate Misconduct.
Journal of Management, 48(4). https://doi.org/10.1177/0149206320924119

Cuong, N., & Lan, N. (2021). The Relationship Between Corporate Social
Responsibility and Financial Performance: Empirical Evidence from
Vietnam. Journal of Asian Finance, 8(8).

Deakin, S., Gindis, D., Hodgson, G. M., Huang, K., & Pistor, K. (2017). Legal
institutionalism: Capitalism and the constitutive role of law. Journal of
Comparative Economics, 45(1). https://doi.org/10.1016/j.jce.2016.04.005

Deegan, C. M. (2013). Financial accounting theoryCraig Deegan. In In
Accounting Forum.

Delmas, M. A., & Pekovic, S. (2013). Environmental standards and labor
productivity: Understanding the mechanisms that sustain sustainability.
Journal of Organizational Behavior, 34(2). https://doi.org/10.1002/job.1827

Derwall, J., Guenster, N., Bauer, R., & Koedijk, K. (2005). The eco-efficiency
premium puzzle. Financial Analysts Journal, 61(2).
https://doi.org/10.2469/faj.v61.n2.2716

DiMaggio, P. J., & Powell, W. W. (1983). The Iron Cage Revisited: Institutional
Isomorphism and Collective Rationality in Organizational Fields. American
Sociological Review, 48(2). https://doi.org/10.2307/2095101

D’Inverno, G., Carosi, L., & Romano, G. (2021). Environmental sustainability
and service quality beyond economic and financial indicators: A performance
evaluation of Italian water utilities. Socio-Economic Planning Sciences, 75.
https://doi.org/10.1016/j.seps.2020.100852

Doan, M. H., & Sassen, R. (2020). The relationship between environmental
performance and environmental disclosure: A meta-analysis. Journal of
Industrial Ecology, 24(5). https://doi.org/10.1111/jiec.13002

Duque-Grisales, E., & Aguilera-Caracuel, J. (2021). Environmental, Social and
Governance (ESG) Scores and Financial Performance of Multilatinas:
Moderating Effects of Geographic International Diversification and Financial
Slack. Journal of Business Ethics, 168(2), 315-334.
https://doi.org/10.1007/s10551-019-04177-w

98



Eccles, R. G., & Serafeim, G. (2012). the Impact of Corporate Sustainability on
Organizational Processes and Performance. Management Science,
Forthcoming.

Eccles, R. G., & Serafeim, G. (2013). The performance frontier: Innovating for a
sustainable strategy. In Harvard Business Review (Vol. 91, Issue 5).

Edmans, A., Fang, V. W., & Lewellen, K. A. (2017). Equity vesting and
investment. Review of Financial Studies, 30(7).
https://doi.org/10.1093/rfs/hhx018

el Khoury, R., Nasrallah, N., Harb, E., & Hussainey, K. (2022). Exploring the
performance of responsible companies in G20 during the COVID-19
outbreak. Journal of Cleaner Production, 354.
https://doi.org/10.1016/j.jclepro.2022.131693

Eliwa, Y., Aboud, A., & Saleh, A. (2021). ESG practices and the cost of debt:
Evidence from EU countries. Critical Perspectives on Accounting, 79.
https://doi.org/10.1016/j.cpa.2019.102097

Environmental, Social and Governance (ESG) Scores from Refinitiv. (2022).

Epstein, M. J., & Roy, M. J. (2001). Sustainability in action: Identifying and
measuring the key performance drivers. Long Range Planning, 34(5).
https://doi.org/10.1016/S0024-6301(01)00084-X

Euwema, M. C., Bakker, A. B., & Demerouti, E. (2005). Job resources buffer the
impact of job demands on burnout. Journal of Occupational Health
Psychology, 10(2).

Fama, E. F., & Jensen, M. C. (1983). Separation of Ownership and Control
Separation of Ownership and Control. Journal of Law and Economics, 26(2).

Fasciglione, M. (2016). Corporate Human Rights Responsibility, States’ Duty to
Protect and UN GPs’ National Action Plans: Some Thoughts After the UK
2016 NAP Update. European Papers, 1(2).

Feng, J., Goodell, J. W., & Shen, D. (2022). ESG rating and stock price crash risk:
Evidence from China. Finance Research Letters, 46.
https://doi.org/10.1016/j.frl.2021.102476

Fernandez-Feijoo, B., Romero, S., & Ruiz-Blanco, S. (2014). Women on boards:
Do they affect sustainability reporting? Corporate Social Responsibility and
Environmental Management, 21(6). https://doi.org/10.1002/csr.1329

Fintech News Malaysia. (2021, June 6). Here’s How Malaysia Is Stepping Up Our
ESG Efforts. Fintech News Malaysia.
https://fintechnews.my/31329/sponsored/esg-malaysia/

Flammer, C. (2015). Does corporate social responsibility lead to superior financial
performance? A regression discontinuity approach. Management Science,
61(11). https://doi.org/10.1287/mnsc.2014.2038

99



Folger-Laronde, Z., Pashang, S., Feor, L., & ElAlfy, A. (2022). ESG ratings and
financial performance of exchange-traded funds during the COVID-19
pandemic. Journal of Sustainable Finance and Investment, 12(2), 490-496.
https://doi.org/10.1080/20430795.2020.1782814

Freeman, R. E. E., & McVea, J. (2005). A Stakeholder Approach to Strategic
Management. SSRN Electronic Journal. https://doi.org/10.2139/ssrn.263511

Friede, G., Busch, T., & Bassen, A. (2015). ESG and financial performance:
aggregated evidence from more than 2000 empirical studies. Journal of
Sustainable Finance and Investment, 5(4).
https://doi.org/10.1080/20430795.2015.1118917

Galbreath, J. (2018). Is Board Gender Diversity Linked to Financial Performance?
The Mediating Mechanism of CSR. Business and Society, 57(5).
https://doi.org/10.1177/0007650316647967

Giannopoulos, G., Fagernes, R. V. K., ElImarzouky, M., & Hossain, K. A. B. M.
A. (2022). The ESG Disclosure and the Financial Performance of Norwegian
Listed Firms. Journal of Risk and Financial Management, 15(6).
https://doi.org/10.3390/JRFM15060237

Gillan, S. L., Koch, A., & Starks, L. T. (2021). Firms and social responsibility: A
review of ESG and CSR research in corporate finance. Journal of Corporate
Finance, 66. https://doi.org/10.1016/j.jcorpfin.2021.101889

Global Reporting Initiative. (2009). The Amsterdam Declaration on Transparency
and Reporting. 3BL CSR Wire.

Gompers, P., Ishii, J., & Metrick, A. (2003). Corporate governance and equity
prices. In Quarterly Journal of Economics (Vol. 118, Issue 1).
https://doi.org/10.1162/00335530360535162

Gonzélez-Rodriguez, M. R., Martin-Samper, R. C., Kdseoglu, M. A., & Okumus,
F. (2019). Hotels’ corporate social responsibility practices, organizational
culture, firm reputation, and performance. Journal of Sustainable Tourism,
27(3). https://doi.org/10.1080/09669582.2019.1585441

Goyal, P., Rahman, Z., & Kazmi, A. A. (2013). Corporate sustainability
performance and firm performance research: Literature review and future
research agenda. In Management Decision (Vol. 51, Issue 2).
https://doi.org/10.1108/00251741311301867

Greene, W. W. H. . (2012). Econometric analysis 7th Ed. In Prentice Hall (\Vol.
97).

Greenhaus, J. H., Parasuraman, S., & Wormley, W. M. (1990). Effects of Race on
Organizational Experiences, Job Performance Evaluations, and Career
Outcomes. Academy of Management Journal, 33(1).
https://doi.org/10.5465/256352

100



Greenwood, R., & Suddaby, R. (2006). Institutional entrepreneurship in mature
fields: The big five accounting firms. Academy of Management Journal,
49(1). https://doi.org/10.5465/AMJ.2006.20785498

Guest, D. E. (2017). Human resource management and employee well-being:
towards a new analytic framework. In Human Resource Management
Journal (Vol. 27, Issue 1). https://doi.org/10.1111/1748-8583.12139

Guijarati, D. N. (2004). Basic Econometrics - Gujarati. In Basic Econometrics,
Fourth Edition.

Gul, F. A., Srinidhi, B., & Ng, A. C. (2011). Does board gender diversity improve
the informativeness of stock prices? Journal of Accounting and Economics,
51(3). https://doi.org/10.1016/j.jacceco.2011.01.005

Guranlu, M. (2019). Corporate governance and earnings management in family
firms. https://doi.org/10.22495/cprl9a24

Guzzo, R. F., Abbott, J., & Madera, J. M. (2020). A Micro-Level View of CSR: A
Hospitality Management Systematic Literature Review. In Cornell
Hospitality Quarterly (Vol. 61, Issue 3).
https://doi.org/10.1177/1938965519892907

Habibollah N. (2021). Does EVA Have More Information Content with Stock
Return than Profitability Ratios? Evidence from Malaysia. Journal of
Accounting, Auditing and Finance.

Halunga, A. G., Orme, C. D., & Yamagata, T. (2017). A heteroskedasticity robust
Breusch—Pagan test for Contemporaneous correlation in dynamic panel data
models. Journal of Econometrics, 198(2).
https://doi.org/10.1016/j.jeconom.2016.12.005

Hausman, J. A. (1973). “Specification tests in econometrics”, Econometrica: In
Journal of the Econometric Society (Vol. 46, Issue 6).

Hensher, D. A., Johnson, L. W., Hensher, D. A., Johnson, L. W., Louviere, J. J.,
Horowitz, J., Gertler, P. J., Martinez, S., Premand, P., Rawlings, L. B.,
Vermeersch, C. M. J., & Wooldridge, J. M. (2010). Wooldridge-Econometric
Analysis of Cross Section and Panel Data, 2nd Edition -MIT press (2010). In
Applied Discrete-Choice Modelling.

Hezri, A. A., & Dovers, S. R. (2006). Sustainability indicators, policy and
governance: Issues for ecological economics. Ecological Economics, 60(1).
https://doi.org/10.1016/j.ecolecon.2005.11.019

Hong, H., & Kacperczyk, M. (2009). The price of sin: The effects of social norms
on markets. Journal of Financial Economics, 93(1).
https://doi.org/10.1016/j.jfineco.2008.09.001

Hsieh, D. A. (1983). A heteroscedasticity-consistent covariance matrix estimator
for time series regressions. Journal of Econometrics, 22(3).
https://doi.org/10.1016/0304-4076(83)90104-5

101



Hu, M., Xiong, W., & Xu, C. (2021). Analyst coverage, corporate social
responsibility, and firm value: Evidence from China. Global Finance
Journal, 50. https://doi.org/10.1016/j.gfj.2021.100671

Inoue, Y., & Lee, S. (2011). Effects of different dimensions of corporate social
responsibility on corporate financial performance in tourism-related
industries. Tourism Management, 32(4).
https://doi.org/10.1016/j.tourman.2010.06.019

loannou, 1., & Serafeim, G. (2015). The impact of corporate social responsibility
on investment recommendations: Analysts’ perceptions and shifting
institutional logics. Strategic Management Journal, 36(7).
https://doi.org/10.1002/smj.2268

Jalil, M. M. (2015). Practical Guidelines for Conducting Research - Summarising
Good Research Practice in Line with the DCED Standard. SSRN Electronic
Journal. https://doi.org/10.2139/ssrn.2591803

Janicka, M., & Sajndg, A. (2022). The ESG Reporting of EU Public Companies.
Does the Company’s Capitalisation Matter? Sustainability (Switzerland),
14(7). https://doi.org/10.3390/su14074279

Jensen, Mi. C. (1993). The Modern Industrial Revolution, Exit, and the Failure of
Internal Control Systems. The Journal of Finance, 48(3).
https://doi.org/10.1111/j.1540-6261.1993.tb04022.x

Jermsittiparsert, K., Siam, M. R. A., Issa, M. R., Ahmed, U., & Pahi, M. H.
(2019). Do consumers expect companies to be socially responsible? The
impact of corporate social responsibility on buying behavior. Uncertain
Supply Chain Management, 7(4). https://doi.org/10.5267/j.uscm.2019.1.005

Jo, H., & Harjoto, M. A. (2012). The Causal Effect of Corporate Governance on
Corporate Social Responsibility. Journal of Business Ethics, 106(1).
https://doi.org/10.1007/s10551-011-1052-1

Johnson, R. A., & Greening, D. W. (1999). The effects of corporate governance
and institutional ownership types on corporate social performance. Academy
of Management Journal, 42(5). https://doi.org/10.2307/256977

Juliao-Rossi, J., Losada-Otalora, M., & Catélico-Segura, D. F. (2022). MNEs’
corporate governance disclosure: a strategic response to corrupt
environments. Corporate Governance (Bingley). https://doi.org/10.1108/CG-
12-2021-0465

Karagozoglu, N., & Lindell, M. (2000). Environmental management: Testing the
win-win model. Journal of Environmental Planning and Management, 43(6).
https://doi.org/10.1080/09640560020001700

Kasbun, N. F., Teh, B. H., & Ong, T. S. (2016). Sustainability reporting and
financial performance of Malaysian public listed companies. Institutions and
Economies, 8(4).

102



Kengkathran, S. (2019). Environmental, social and governance (ESG) disclosure
and its impact on financial performance of top 100 companies in Malaysia
and Australia. International Journal of Engineering and Advanced
Technology, 9(1). https://doi.org/10.35940/ijeat.A2691.109119

Khan, M., Serafeim, G., & Yoon, A. (2016). Corporate sustainability: First
evidence on materiality. In Accounting Review (Vol. 91, Issue 6).
https://doi.org/10.2308/accr-51383

Khelood A. MKkalaf, S. H. H. (2023). Using the Tobin Q model to evaluate the
impact of credit risks on the bank’s market value during the corona
pandemic. Journal of Islamic Accounting and Business Research.

Khoury, R. E. L., Naimy, V., & Iskandar, S. (2021). ESG versus corporate
financial performance: Evidence from east asian firms in the industrials
sector. Estudios de Economia Aplicada, 39(3).
https://doi.org/10.25115/eea.v39i3.4457

Kiron, D., Kruschwitz, N., Haanaes, K., Reeves, M., Fuisz-Kehrbach, S.-K., &
Kell, G. (2015). Joining forces: Collaboration and leadership for
sustainability. In MIT Sloan Management Review.

Klapper, L. F., & Love, 1. (2004). Corporate governance, investor protection, and
performance in emerging markets. Journal of Corporate Finance, 10(5).
https://doi.org/10.1016/S0929-1199(03)00046-4

Kolk, A., & van Tulder, R. (2010). International business, corporate social
responsibility and sustainable development. International Business Review,
19(2). https://doi.org/10.1016/j.ibusrev.2009.12.003

Kramar, R., Bartram, T., & De Cieri, H. (2013). 6-Human Resource Management
in Australia : Strategy, People, Performance. In Journal of Chemical
Information and Modeling (Vol. 53, Issue 9).

La Porta, R., Lopez-De-Silanes, F., & Shleifer, A. (2008). The economic
consequences of legal origins. Journal of Economic Literature, 46(2).
https://doi.org/10.1257/jel.46.2.285

Lee, D. D., & Faff, R. W. (2009). Corporate sustainability performance and
idiosyncratic risk: A global perspective. Financial Review, 44(2).
https://doi.org/10.1111/j.1540-6288.2009.00216.x

Lee, D. D, Faff, R. W., & Langfield-Smith, K. (2009). Revisiting the Vexing
Question: Does Superior Corporate Social Performance Lead to Improved
Financial Performance? Australian Journal of Management, 34(1).
https://doi.org/10.1177/031289620903400103

Lee, K. H, Cin,B. C., & Lee, E. Y. (2016). Environmental Responsibility and
Firm Performance: The Application of an Environmental, Social and
Governance Model. Business Strategy and the Environment, 25(1).
https://doi.org/10.1002/bse.1855

103



Li, Y. (2018). The Impact of Corporate Social Responsibility on Corporate
Performance - Evidence From Listed Companies in the Sports Industry in
China. Accounting and Finance Research, 7(4).
https://doi.org/10.5430/afr.v7n4p107

Li, Z., Feng, L., Pan, Z., & Sohail, H. M. (2022). ESG performance and stock
prices: evidence from the COVID-19 outbreak in China. Humanities and
Social Sciences Communications, 9(1). https://doi.org/10.1057/s41599-022-
01259-5

Liao, Z., Liu, P., & Liu, S. (2021). A meta-analysis of environmental innovation
and firm performance. Journal of Environmental Planning and Management,
64(11). https://doi.org/10.1080/09640568.2020.1855129

Lins, K. V., Servaes, H., & Tamayo, A. (2017). Social Capital, Trust, and Firm
Performance: The Value of Corporate Social Responsibility during the
Financial Crisis. Journal of Finance, 72(4).
https://doi.org/10.1111/jofi.12505

Liu, N., Liu, C., Guo, Q., Da, B., Guan, L., & Chen, H. (2019). Corporate social
responsibility and financial performance: A guantile regression approach.
Sustainability (Switzerland), 11(13). https://doi.org/10.3390/su11133717

Malaymail. (2022, September 27). Ismail Sabri: Putrajaya remains committed to
2050 carbon-neutral goal. Malaymail.
https://www.malaymail.com/news/malaysia/2021/09/27/ismail-sabri-
putrajaya-remains-committed-to-2050-carbon-neutral-goal/2008723

Markopoulos, E., Staggl, A., Gann, E. L., & Vanharanta, H. (2021). Beyond
Corporate Social Responsibility (CSR): Democratizing CSR Towards
Environmental, Social and Governance Compliance. Lecture Notes in
Networks and Systems, 276. https://doi.org/10.1007/978-3-030-80094-9 12

Minutolo, M. C., Kristjanpoller, W. D., & Stakeley, J. (2019). Exploring
environmental, social, and governance disclosure effects on the S&P 500
financial performance. Business Strategy and the Environment, 28(6).
https://doi.org/10.1002/bse.2303

Mohammad, W. M. W., & Wasiuzzaman, S. (2021). Environmental, Social and
Governance (ESG) disclosure, competitive advantage and performance of
firms in Malaysia. Cleaner Environmental Systems, 2.
https://doi.org/10.1016/j.cesys.2021.100015

Moyo, D. (2022). 10 ESG Questions Companies Need to Answer. Harvard
Business Review Digital Article, January.

Mustafa, M., & Taqi, M. (2017). A Study on the Financial Performance
Evaluation of Punjab National Bank. International Journal of Business and
Management Invention, 6(1).

104



Najaf, K., Schinckus, C., & Liew, C. Y. (2020). VaR and market value of Fintech
companies: an analysis and evidence from global data. Managerial Finance,
47(7). https://doi.org/10.1108/MF-04-2020-0169

Naumovska, I., Wernicke, G., & Zajac, E. J. (2020). Last to come and last to go?
The complex role of gender and ethnicity in the reputational penalties for
directors linked to corporate fraud. Academy of Management Journal, 63(3).
https://doi.org/10.5465/amj.2018.0193

Nejati, M., Shah Bin, A., & bin Amran, A. (2010). Sustainable development: a
competitive advantage or a threat? Business Strategy Series, 11(2).
https://doi.org/10.1108/17515631011026407

Ng, T.H., Lye, C. T., Chan, K. H., Lim, Y. Z., & Lim, Y. S. (2020). Sustainability
in Asia: The Roles of Financial Development in Environmental, Social and
Governance (ESG) Performance. Social Indicators Research, 150(1), 17—44.
https://doi.org/10.1007/s11205-020-02288-w

Nguyen, A. H., Pham, C. D., Doan, N. T., Ta, T. T., Nguyen, H. T., & Truong, T.
Van. (2021). The Effect of Dividend Payment on Firm’s Financial
Performance: An Empirical Study of Vietnam. Journal of Risk and Financial
Management, 14(8). https://doi.org/10.3390/jrfm14080353

Oikonomou, 1., Brooks, C., & Pavelin, S. (2012). The Impact of Corporate Social
Performance on Financial Risk and Utility: A Longitudinal Analysis.
Financial Management, 41(2). https://doi.org/10.1111/j.1755-
053X.2012.01190.x

Oktay, S., Bozkurt, S., & Yazici, K. (2021). The Relationship Between Carbon
Disclosure Project Scores and Global 500 Companies: A Perspective From
National Culture. SAGE Open, 11(2).
https://doi.org/10.1177/21582440211014521

Oliver, C. (1991). STRATEGIC RESPONSES TO INSTITUTIONAL
PROCESSES. Academy of Management Review, 16(1).
https://doi.org/10.5465/amr.1991.4279002

Oware, K. M., & Mallikarjunappa, T. (2021). Corporate social responsibility and
debt financing of listed firms: a quantile regression approach. Journal of
Financial Reporting and Accounting, 19(4). https://doi.org/10.1108/JFRA-
07-2020-0202

Oyewo, B. (2023). Corporate governance and carbon emissions performance:
International evidence on curvilinear relationships. Journal of Environmental
Management, 334. https://doi.org/10.1016/j.jenvman.2023.117474

Pandey, S. (2020). An Empirical Study on Socially Responsible Human Resource
Practices and Wellbeing of the Employees in SMEs , NCR. International
Journa of Scientific Research and Engineering Development, 3(1).

Paolone, F., Cucari, N., Wu, J., & Tiscini, R. (2022). How do ESG pillars impact
firms’ marketing performance? A configurational analysis in the

105



pharmaceutical sector. Journal of Business and Industrial Marketing, 37(8),
1594-1606. https://doi.org/10.1108/IBIM-07-2020-0356

Paskelian, O. G., & Bell, S. (2009). Corporate governance and firm valuation -
The case of China. Corporate Ownership and Control, 7(2 A).
https://doi.org/10.22495/cocv7i2p?2

Porter, M. E., & Van Der Linde, C. (2017). Green and competitive: Ending the
stalemate. In Corporate Environmental Responsibility.
https://doi.org/10.1016/0024-6301(95)99997-¢

Pozzoli, M., Pagani, A., & Paolone, F. (2022). The impact of audit committee
characteristics on ESG performance in the European Union member states:
Empirical evidence before and during the COVID-19 pandemic. Journal of
Cleaner Production, 371. https://doi.org/10.1016/j.jclepro.2022.133411

Qin, Y., Harrison, J., & Chen, L. (2019). A framework for the practice of
corporate environmental responsibility in China. Journal of Cleaner
Production, 235. https://doi.org/10.1016/j.jclepro.2019.06.245

Qiu, Y., Shaukat, A., & Tharyan, R. (2016). Environmental and social disclosures:
Link with corporate financial performance. British Accounting Review, 48(1).
https://doi.org/10.1016/j.bar.2014.10.007

Queiri, A., Madbouly, A., Reyad, S., & Dwaikat, N. (2021). Corporate
governance, ownership structure and firms’ financial performance: insights
from Muscat securities market (MSM30). Journal of Financial Reporting
and Accounting, 19(4). https://doi.org/10.1108/JFRA-05-2020-0130

Rahman, Md. J., & Yilun, L. (2021). Firm Size, Firm Age, and Firm Profitability:
Evidence from China. Journal of Accounting, Business and Management
(JABM), 28(1). https://doi.org/10.31966/jabminternational.v28i1.829

Rasheed, B., Arshed, N., Malik, Z. F., & Mahmood, M. T. (2018). Impact of
corporate social responsibility on firm’s performance: Evidence from non-
financial sector of Pakistan. Afro-Asian Journal of Finance and Accounting,
8(2). https://doi.org/10.1504/AAJFA.2018.091054

Sahin, O., Bax, K., Czado, C., & Paterlini, S. (2022). Environmental, Social,
Governance scores and the Missing pillar—Why does missing information
matter? Corporate Social Responsibility and Environmental Management.
https://doi.org/10.1002/csr.2326

Said, R., Zainuddin, Y., & Haron, H. (2009). The relationship between corporate
social responsibility disclosure and corporate governance characteristics in
Malaysian public listed companies. Social Responsibility Journal, 5(2).
https://doi.org/10.1108/17471110910964496

Saleh, M., Zulkifli, N., & Muhamad, R. (2011). Looking for evidence of the
relationship between corporate social responsibility and corporate financial
performance in an emerging market. Asia-Pacific Journal of Business
Administration, 3(2). https://doi.org/10.1108/17574321111169849

106



Sarkis, J., Zhu, Q., & Lai, K. H. (2011). An organizational theoretic review of
green supply chain management literature. In International Journal of
Production Economics (Vol. 130, Issue 1).
https://doi.org/10.1016/j.ijpe.2010.11.010

Schaltegger, S., Ludeke-Freund, F., & Hansen, E. G. (2012). Business cases for
sustainability: The role of business model innovation for corporate
sustainability. International Journal of Innovation and Sustainable
Development, 6(2). https://doi.org/10.1504/1J1SD.2012.046944

Scherer, A. G., & Palazzo, G. (2011). The New Political Role of Business in a
Globalized World: A Review of a New Perspective on CSR and its
Implications for the Firm, Governance, and Democracy. Journal of
Management Studies, 48(4). https://doi.org/10.1111/j.1467-
6486.2010.00950.x

Sekaran, U., & Bougie, R. (2016). Research methods: A skill building approach.
John Wiley & Sons. Leadership & Organization Development Journal.

Sen, S., Bhattacharya, C. B., & Korschun, D. (2006). The role of corporate social
responsibility in strengthening multiple stakeholder relationships: A field
experiment. Journal of the Academy of Marketing Science, 34(2).
https://doi.org/10.1177/0092070305284978

Statman, M., & Glushkov, D. (2009). The wages of social responsibility.
Financial Analysts Journal, 65(4). https://doi.org/10.2469/faj.v65.n4.5

Stiroh, K. J. (2002). Information technology and the U.S. productivity revival:
What do the industry data say? American Economic Review, 92(5).
https://doi.org/10.1257/000282802762024638

Sustainability Reporting Guide. (2015).

Suzuki, M., Tachibana, Y., & Kasuya, K. ichi. (2021). Biodegradability of poly(3-
hydroxyalkanoate) and poly(e-caprolactone) via biological carbon cycles in
marine environments. In Polymer Journal (Vol. 53, Issue 1).
https://doi.org/10.1038/s41428-020-00396-5

Szegedi, K., Khan, Y., & Lentner, C. (2020). Corporate social responsibility and
financial performance: Evidence from Pakistani listed banks. Sustainability
(Switzerland), 12(10). https://doi.org/10.3390/SU12104080

Tang, H. (2022). The Effect of ESG Performance on Corporate Innovation in
China: The Mediating Role of Financial Constraints and Agency Cost.
Sustainability (Switzerland), 14(7). https://doi.org/10.3390/su14073769

Tang, J., Wang, X., & Liu, Q. (2023). The spillover effect of customers’ ESG to
suppliers. Pacific-Basin Finance Journal, 78, 101947,
https://doi.org/10.1016/j.pacfin.2023.101947

Tarmuji, 1., Maelah, R., & Tarmuji, N. H. (2016). The Impact of Environmental,
Social and Governance Practices (ESG) on Economic Performance: Evidence

107



from ESG Score. International Journal of Trade, Economics and Finance,
7(3), 67—74. https://doi.org/10.18178/ijtef.2016.7.3.501

Tolliver, C., Keeley, A. R., & Managi, S. (2019). Green bonds for the Paris
agreement and sustainable development goals. Environmental Research
Letters, 14(6). https://doi.org/10.1088/1748-9326/ab1118

Ttiman, S., & Wessels, R. (1988). The Determinants of Capital Structure Choice.
The Journal of Finance, 43(1). https://doi.org/10.1111/j.1540-
6261.1988.th02585.x

Turban, D. B., & Greening, D. W. (1997). Corporate Social Performance and
Organizational Attractiveness to Prospective Employees. Academy of
Management Journal, 40(3). https://doi.org/10.2307/257057

Weber, O. (2014). Environmental, social and governance reporting in China.
Business Strategy and the Environment, 23(5), 303-317.
https://doi.org/10.1002/bse.1785

World Benchmarking Alliance. (2022). Social Transformation Baseline
Assessment 2022.

Xie, X, Jia, Y., Meng, X., & Li, C. (2017). Corporate social responsibility,
customer satisfaction, and financial performance: The moderating effect of
the institutional environment in two transition economies. Journal of Cleaner
Production, 150. https://doi.org/10.1016/j.jclepro.2017.02.192

Xu, Q., Xu, L., Xie, Z., & Jin, M. (2021). Does business group matter for the
relationship between green innovation and financial performance? Evidence
from chinese listed companies. Sustainability (Switzerland), 13(23).
https://doi.org/10.3390/su132313204

Yang, A. S., & Baasandorj, S. (2017). Exploring CSR and financial performance
of full-service and low-cost air carriers. Finance Research Letters, 23.
https://doi.org/10.1016/j.frl.2017.05.005

Yoon, B., Lee, J. H., & Byun, R. (2018). Does ESG performance enhance firm
value? Evidence from Korea. Sustainability (Switzerland), 10(10).
https://doi.org/10.3390/su10103635

Zikmund, W. G., Carr, J. C., Griffi, M., & Fuller-jacobsen, B. (2010). Business
Research Methods. South-Western, Cengage Learning, 8(1).

108



Appendix A

No. Stock Code | Company Name

1 6888 AXIATA GROUP BERHAD

2 1023 CIMB GROUP HOLDINGS BERHAD

3 1277 DIALOG BROUP BHD

4 6947 DIGI.COM BHD

5 3182 GENTING BHD

6 4715 GENTING MALAYSIA BERHAD

7 5168 HARTALEGA HOLDINGS BERHAD

8 5819 HONG LEONG BANK BHD

9 1082 HONG LEONG FINANCIAL GROUP BHD
10 5225 IHH HEALTHCARE BERHAD

11 1961 101 CORPORATION BHD

12 2445 KUALA LUMPUR KEPONG BHD

13 1155 MALAYAN BANKING BHD

14 6012 MAXIS BERHAD

15 3816 MISC BHD

16 4707 NESTLE (M) BHD

17 5183 PETRONAS CHEMICALS GROUP BHD
18 5681 PETRONAS DAGANGAN BHD

19 6033 PETRONAS GAS BHD

20 4065 PPB GROUP BHD

21 1295 PUBLIC BANK BHD

22 1066 RHB BANK BERHAD

23 4197 SIME DARBY BHD

24 7113 TOP GLOVE CORPORATION BHD

25 2488 ALLIANCE BANK MALAYSIA BERHAD
26 1015 AMMB HOLDINGS BHD

27 6399 ASTRO MALAYSIA HOLDINGS BREHAD
28 4162 BRITISH AMERICAN TOBACCO (M)

29 5210 BUMI ARMADA BERHAD
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30 1818 BURSA MALAYSIA BHD

31 5222 FGV HOLDINGS BERHAD

32 3689 FRASER & NEAVE HOLDINGS BHD
33 5398 GAMUDA BHD

34 2291 GENTING PLANTATIONS BERHAD
35 3336 IJM CORPORATION BHD

36 5014 MALAYSIA AIRPORTS HOLDINGS BHD
37 8664 SP SETIA BHD

38 5148 UEM SUNRISE BERHAD

39 4588 UMW HOLDINGS BHD

40 5246 WESTPORTS HOLDINGS BERHAD
41 4677 YTL CORPORATION BHD
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