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Introduction
Investors are increasingly interested in busi-
nesses that are not only financially successful 
but also socially viable in the long run. Many 
capital providers now consider Environmental, 
Social, and Governance (ESG) factors when 
making investment decisions. Traditional fund 
managers have already incorporated ESG in-
vestment strategies into their portfolios (Duuren 
et al., 2015). Investors aim to achieve financial 
returns while generating a positive societal im-

pact. Companies that implement ESG strate-
gies are perceived as having a more sustainable, 
long-term vision compared to traditional com-
panies, potentially outperforming those without 
ESG strategies (Ramić, 2019).

Research on the impact of ESG on financial 
performance presents inconclusive findings, 
highlighting the dynamic nature of the relation-
ship (Brammer & Millington, 2008; Lu et al., 
2014; Margolis & Walsh, 2003). In his 1970 
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work, Friedman proposed that supporting so-
cial responsibility initiatives decreases share-
holder returns (Friedman, 1970).  From his 
perspective, the relationship between ESG and 
financial performance is negative. Conversely, 
Friedman’s shareholder theory (2010) argues 
that companies should maximize the well-being 
of all stakeholders, not just financial sharehold-
ers. According to Freeman (2010), the link be-
tween ESG performance and financial perfor-
mance is not inherently negative. The success 
of a company’s products and services depends 
on how well it meets the needs of its diverse 
stakeholders (Freeman, 2010).

Porter & Van der Linde (1995) stated that en-
vironmental laws not only help businesses 
mitigate externalities like pollution but also 
foster innovation, potentially reducing operat-
ing costs. Regarding social issues, Kaplan & 
Norton’s (1992) Balanced Scorecard concept 
suggests including and measuring the demands 
of various stakeholders, not just shareholders, 
using a mix of financial and non-financial indi-
cators. Consequently, business managers should 
prioritize the interests and requirements of all 
stakeholders, which can enhance financial per-
formance in the long run. 

According to the Agency Theory proposed by 
Jensen and Meckling in 1976, ESG practices 
are seen as unproductive expenditures that 
negatively impact financial performance, as 
businesses may engage in ESG initiatives to 
further management’s interests at the expense 
of shareholder value (Jensen and Meckling, 
2019). However, Nakamura (2015) indicates a 
bidirectional relationship between ESG and fi-
nancial performance, suggesting both positive 
and negative synergies.

Many theoretical studies have found a positive 
bidirectional association between corporate so-
cial conduct and firm performance (Allouche 
and Laroche, 2005; Ambec and Lanoie, 2008; 
Anderson et al., 2014; Nollet et al., 2016; Chol-
let & Sandwidi, 2018; Kang et al., 2016; Han et 
al., 2016; Li et al., 2018; Alareeni and Hamdan, 
2020). According to Lin et al. (2019), there is a 

positive relationship between ESG scores and 
a company’s financial performance. Their find-
ings suggest that higher financial performance 
leads to more ESG engagement. Although in-
creased ESG engagement does not always 
translate into improved financial performance, 
Lin et al.’s work is limited to accounting-based 
performance measurements and overall ESG 
rating scores.

Some studies indicate negative or non-signifi-
cant results regarding the impact of ESG on fi-
nancial performance (Nollet, Fillis & Mitrokos-
tas, 2016: Margolis and Walsh, 2003; Orlitzky 
et al., 2001). For instance, Nollet, Filis, & Mi-
trokostas (2016) revealed that both linear and 
nonlinear relationships between accounting-
based measures (Return on Asset and Return on 
Capital) and market-based measures (Excess 
stock returns) on corporate social responsibility 
(CSR) for Standard and Poor (S&P)  500 com-
panies were negative. Additionally, Orlitzky et 
al. (2001) indicated a company’s corporate so-
cial performance (CSP) is inversely related to 
financial risk. These varied outcomes are due 
to the different ways of measuring ESG and fi-
nancial performance relationship are due to the 
different ways of measuring these two variables 
(Wu, 2006). Some researchers use CRS report-
ing, CSR ranking, or charitable donations as 
ESG proxies, while financial performance is of-
ten measured with accounting-based variables 
(ROA and ROE) and market-based metrics like 
Tobin’s Q.

In Malaysia, few studies have examined the im-
pact of ESG on financial performance from dif-
ferent perspectives and methodologies (Anas, 
2015; Zahid, Rehman, & Khan, 2019; Jasni et al 
2020; Peng Lee & Isa, 2020; Ismail et a, 2022; 
Kamaruddin et al 2022). For example, Peng Lee 
& Isa (2020) focused on the impact of ESG on 
Shariah-compliant companies listed on Bursa 
Malaysia, while Ismail et al (2022) employed 
fixed effect (FE) and pooled Ordinary Least 
Square (OLS) methods to determine the rela-
tionship between ESG practices and financial 
performance for 24 listed companies, finding a 
positive relationship for both independent and 
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dependent variables. However, this study did 
not include other financial indicators such as 
company size or debt.

 Anas et al. (2015) found that CSR disclosure 
in Malaysian companies in 2008 was of very 
low quality and had no connection to financial 
performance. Jasni et al (2020) indicated that 
ESG disclosures in the Malaysian telecommu-
nications industry allow firms to gain a compet-
itive advantage. Zahid, Rahman & Khan, 2019 
noted that from 2011 to 2013, the level of ESG 
practices in Malaysia’s publicly listed compa-
nies showed slight improvement. Ju Ahmad et 
al. (2017) demonstrated that the level of CSR 
reporting among Malaysian companies was 
21.7% during the period from 2008 to 2013.

Due to the mixed findings and implications 
from the literature, further research is needed 
to provide insight into green companies from 
the perspective of a developing country like 
Malaysia. As stated above, ESG concerns are 
becoming increasingly important to a compa-
ny’s performance. Therefore, this study investi-
gates the impact of ESG pillars on the financial 
performance (ROA and ROE) of green compa-
nies, considering other control variables such as 
company size, leverage, and company growth. 
This study aims to add valuable insights to the 
growing research on the relationship between 
ESG and financial performance, with a particu-
lar focus on green companies listed in Bursa 
Malaysia. By exploring this intersection, the 
study seeks to unravel the complex dynamics 
between sustainability and financial success. 
The findings are expected to illuminate current 
correlations and stimulate further research, en-
hancing our understanding of how ESG con-
siderations impact economic outcomes in the 
green sector.

This paper is structured as follows: the next 
section discusses the existing literature and hy-
pothesis development, followed by the research 
methodology. Subsequently, the results and dis-
cussion are presented, and the final section pro-
vides the conclusion and policy implications.

Literature Review and 
Hypothesis Development
The Effect of Environment, Social, and 
Governance (ESG) on Firm Performance

The relationship between ESG and financial 
performance has been a subject of extensive 
debate among scholars. Most researchers have 
found a positive association between ESG 
and firm value or financial performance across 
various countries and industries (Karagiorgos, 
2010; Ahamed et al., 2014; Van Dijken, 2017). 
Velte (2017) and Bhaskaran et al. (2020) dem-
onstrated that ESG positively affects firm value 
as measured by Tobin’s Q and ROA. Similar 
findings were reported by Dalal and Thaker 
(2019) in India and Fatemi et al. (2018) in the 
United States, who discovered a positive effect 
of ESG scores on financial performance. Zhao et 
al. (2018) explored China’s listed energy enter-
prises and found that higher ESG performance 
can boost a company’s financial performance. 
Yoon et al. (2018) found that CSR initiatives 
positively influence the market value of firms 
in Korea, although the effect may vary based 
on firm characteristics. De Lucia et al. (2020) 
investigated European companies and found a 
positive association between ESG variables and 
financial performance.

In a more comprehensive study, Xie et al. 
(2019) found that ESG initiatives have a posi-
tive association with financial performance 
globally. In emerging countries, Naeem et al. 
(2022) that firms with high ESG performance 
tend to create more value. Chairani and Siregar 
(2021) studied firms in ASEAN countries and 
found that ESG enhances the impact of enter-
prise risk management on firm value and that 
enterprise risk management has a positive rela-
tionship with both firm value and profitability. 
Li et al. (2018) found a strong relationship be-
tween ESG reporting and firm value among the 
Financial Times Stock Exchange (FTSE )-listed 
companies. Ahmad et al. (2021) explored the ef-
fect of ESG on financial performance in FTSE 
350 companies and found an overall positive 
impact, although individual ESG performances 
had mixed results.
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In contrast, several country-based studies found 
a negative relationship between ESG perfor-
mance and firm value. For instance, Brammer 
et al. (2006) found that companies with low 
social scores outperformed the market in the 
United Kingdom. This finding is consistence 
with Landi and Sciarelli (2019), who reported 
a negative relationship between ESG scores 
and the financial performance of Italian compa-
nies. Similarly, Nollet et al. (2016) investigated 
S&P 500 companies and found evidence of a 
negative relationship in linear models between 
social and financial performance. Marsat and 
Williams (2011) reported a negative relation-
ship between CSR ratings and firm value using 
worldwide Morgan Stanley Capital Internation-
al (MSCI) ESG ratings. Duque-Grisales and 
Aguilera-Caracuel (2021) examined multina-
tional firms in Latin America and found a nega-
tive association between ESG scores and finan-
cial performance. Garcia and Orsato (2020) 
compared emerging and developed countries, 
revealing a negative relationship between ESG 
scores and financial performance in emerging 
markets.

In a more recent study, Giannopoulos et al 
(2022) investigated the effect of ESG scores on 
the financial performance of Norwegian listed 
firms between 2010 and 2019. They revealed 
mixed results, indicating a negative relation be-
tween ESG scores and profitability (measured 
by ROA) and a positive relationship between 
ESG scores and firm value (measured by To-
bin’s Q). Mixed results were also reported by 
Behl et al. (2022) in India and Saygili et al. 
(2021) in Türkiye. 

The Effect of Company size, Leverage, and 
Company growth on firm performance.

In analyzing the performance of green compa-
nies, additional control variables have been con-
sidered, namely: (1) company size (total sales); 
(2) leverage (total liabilities); and (3) company 
growth (total equity).

Firm size is an essential control variable in 
measuring company performance. As a com-
pany’s size increases, the impact of scale effects 

becomes more pronounced, making the enter-
prise more receptive to enhancing its financial 
performance through mechanisms such as cor-
porate governance (Zhou, G., Liu, L., & Luo, 
S., 2022). Several studies have mentioned that 
the size of a company positively influences its 
financial performance (Zhou, Sun, Luo, & Liao, 
2021; Thomas et al., 2022; and Xi et al., 2022). 
The size of a company (denoted as SIZE) is 
connected to the concept of economies of scale. 
When a company reaches economies of scale, it 
can lower operational costs and enhance overall 
financial performance (Xi et al., 2022). Accord-
ing to Zhou et al. (2021), size is important for 
boosting financial performance. They argued 
that larger state-owned companies excel over 
small and medium-sized ones in profitability, 
profit quality, and risk management. Consistent 
with the literature, this study postulates that:

The leverage effect arises when companies em-
ploy debt to enhance the efficient utilization of 
their capital, leading to improved management 
of debt and increased profits (Xi, Wang & Yang, 
2021). Xi et al. (2022) showed that leverage has 
a significant positive relationship with financial 
performance, particularly when considering the 
impact of green credit on the financial perfor-
mance of listed banks. Evidence from Malaysia 
by Thomas, Tuyon, Matahir, and Dixit (2021) 
also reported a positive and significant relation-
ship between financial leverage and firm finan-
cial performance (measured by ROA, ROE, and 
Tobin’s Q). Similarly, Dincer, Keskin, and Dinc-
er (2023) found a positive and significant re-
lationship between financial leverage and firm 
financial performance, measured by Tobin’s Q. 
Accordingly, this study posits that:

The relationship between total equity and com-
pany performance is crucial in corporate finance 
and management. Total equity, representing the 
residual interest in the assets of a company af-
ter deducting liabilities, plays a significant role 
in shaping a firm’s financial health and overall 
performance. Total equity also represents com-
pany growth. Research suggests a positive re-
lationship between company growth and com-
pany performance. Higher company growth 
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typically indicates a stronger financial position, 
which can contribute to improved performance 
through various channels. For instance, suffi-
cient equity can provide a buffer against finan-
cial distress, enabling the company to withstand 
economic downturns and unexpected chal-
lenges (Fama & French, 1988). Astutiningrum 
(2019) found that company growth positively 
affects firm value. 

The theoretical model is underpinned by two 
major theories: stakeholder theory and agency 
theory. Stakeholder theory suggests that suc-
cessful management hinges on fostering posi-
tive relationships with stakeholders. Specifi-
cally, the concept of ‘stakeholder,’ as defined 
by Freeman (2010), encompasses individuals 
or groups capable of influencing a company’s 
performance or being impacted by its accom-
plishments. Since 1984, stakeholder theory 
has gained significant traction within manage-
ment literature (Elijido-Ten, 2007). This theory 
posits that firms benefit from social responsi-
bility through enhanced stakeholder relation-
ships (Barnett and R. M. Salomon, 2012). It 
offers an alternative perspective on corporate 
governance and business ethics, advocating for 
decision-makers to consider all stakeholders’ 
interests (Mohammed, 2013). Given the evolv-
ing business landscape, CSR has gained promi-
nence (Ullmann, 1985). This shift is driven by 
firms recognizing their responsibility to address 
broader societal concerns beyond their share-
holders, prompting them to tackle critical social 
issues.

Agency theory, on the other hand, asserts that 
agents (managers) are inclined to prioritize 
CSP and environmental considerations more 
than principals (stockholders). This is be-
cause agents do not have direct ownership of 
a firm’s earnings (Waddock and S. B. Graves, 
1997). Agents may exhibit greater concern for 
the environment as they are not personally in-
vesting capital. Furthermore, driven by their 
self-interest, agents are more likely to pursue 
philanthropic goals to safeguard their positions, 
such as in the case of their company’s environ-
mental protection efforts. Pursuing non-profit 

objectives can enhance managers’ reputations 
and public esteem. This alignment of corporate 
governance with agency theory underscores 
the framework’s foundation. This theoretical 
framework and the corresponding hypotheses 
below provide a structured approach to empiri-
cally analyze the impact of ESG practices on 
the financial performance of green companies 
in Malaysia.

H1:	Environmental scores have a positive and 
significant impact on firm financial perfor-
mance. 

H2:	Social scores have a positive and signifi-
cant impact on firm financial performance.

H3:	Governance scores have a positive and 
significant impact on firm financial perfor-
mance.

H4:	Company size has a positive and significant 
impact on firm financial performance.

H5:	Leverage has a positive and significant im-
pact on firm financial performance.

H6:	Company growth has a positive and signifi-
cant impact on firm financial performance.

Research Method
Theoretical Background and Research 
Model

The research framework underpinning this 
study is depicted in Figure 1. This study draws 
on concepts from the interconnected literature 
streams of ESG initiatives and corporate per-
formance to propose a research framework sug-
gesting a positive correlation between ESG and 
company financial performance. In this frame-
work, the dependent variable is the company’s 
financial performance, while the independent 
variables are the environmental pillar, social 
pillar, and governance pillar. 

It is important to note that other factors poten-
tially affecting overall firm performance are 
also considered in this study. These factors in-
clude company size (measured by total sales), 
leverage (measured by total liabilities), and 
company growth (measured by total equity). 
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Data

This study uses financial data from 56 green 
companies listed in Bursa Malaysia from 
2016 to 2020. The study period was selected 
due to the constant disclosure of ESG data by 
DataStream. Environmental, social, and gover-
nance performance is reflected in the scores of 
each company on the ESG composite indexes 
provided by Datastream. The data are catego-
rized into 11 sectors according to Bursa Malay-
sia’s classification. 

Based on Table 1, most of the data used in this 
study are derived from the consumer products 
and services sector, representing 23.2% (13 
companies). This is followed by the financial 
services s e c t o r  at 16% and t h e  t e l e c o m -
m u n i c a t i o n  &  m e d i a  s e c t o r  a t  10.7%. 
The lowest representation comes from the planta-
tion, construction, and transportation & logis-
tics sectors, each with only 3.57% (2 companies).

Data Analysis

The study uses regression analysis to examine 
the impact of ESG elements on the financial per-
formance of green companies in Malaysia.  Both 
ROE and ROA are the dependent variables, 
while company size, leverage, and company 
growth are included as control variables. The 
measurement of the variables used in this study 
is presented in Table 2.

To examine the impact of ESG on company fi-
nancial performance, this study employed mul-
tiple regression analysis, constructing two mod-
els using ROA (model 1) and ROE (model 2) as 
dependent variables. All data used in this study 
are measured using natural logarithms. The 
constructed models are as follows:

Model 1:
ROA =	α+β1ln(Environment Pillar)

	 +β2ln(Social Pillar)
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Figure 1.	Research Model

Source: Authors’ own

Table 1. Category of Green Companies by Sector
Sector No. of Companies Percentage (%)

	 1.	 Financial Services
	 2.	 Telecommunication & Media
	 3.	 Industrial Products & Services
	 4.	 Consumer Products & Services
	 5.	 Energy Sector
	 6.	 Plantation
	 7.	 Construction
	 8.	 Health Care
	 9.	 Property
	 10.	 Transportation & Logistics
	 11.	 Utilities

9
6
5
13
5
2
2
3
4
3
4

16
10.7
8.9
23.2
8.9
3.57
3.57
5.35
7.14
3.57
7.14

TOTAL 56 100

Source: Authors’ own
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Environment Pillar 

Social Pillar 

Government Pillar 

Company size 

Leverage 

Company growth 

Financial Performance 
(ROA&ROE) 



	 +β3ln(Government Pillar)

	 +β4ln(Company size)+β5ln(Leverage)

	 +β6ln(Company growth)+ εit	 (1)

Model 2:

ROE =	α+β1ln(Environment Pillar)

	 +β2ln(Social Pillar)

	 +β3ln(Government Pillar)

	 +β4ln(Company size)+β5ln(Leverage)

	 +β6ln(Company growth)+ εit	 (2)

Results and Discussions
Descriptive Statistics

Table 3 presents the descriptive statistics of the 
dependent, independent, and control variables 
for our entire sample of 280 observations. Anal-
ysis of the results reveals that the mean values 
of ROA and ROE over the five years for green 
companies in Malaysia are RM1.29 million and 
RM 1.75 million, respectively. These figures 

indicate relatively low performance for green 
companies in Malaysia, possibly attributed to 
the limited involvement of listed companies in 
the green industry, supporting previous findings 
by Zahid, Rahman & Khan (2019) which indi-
cated a small improvement in ESG practices 
among publicly listed companies in Malaysia. 

The standard deviations of ROA and ROE are 
RM1.49 million and RM1.19 million, respec-
tively, which are close to the means for both 
dependent variables, suggesting relatively low 
risk for this green industry. Additionally, the 
average values of ROA and ROE range from 
RM0.03 million to RM3.01 million and RM0.8 
million to RM3.18 million, respectively, in-
dicating relatively modest values. This result 
could be influenced by the post-pandemic im-
pact of Covid-19 on green companies’ financial 
performance. 

The proxy for the size of green companies in 
Malaysia, total sales, has an average value of 

61

Z. Zainuddin, N. A. Wahab, W. Shari, M. A. Bahaman, and R. M. Yusof / Indonesian Capital Market Review 16 (2024) 55-66

Table 2. Measurement of Variables and Expected Sign.
Variables Measurement Source Expected Sign

Dependent Variables
Return on Asset (ROA) Net Income/ Total Asset Annual report
Return on Equity (ROE) Net Income/ Total Shareholder’s Equity
Independent Variables

Environment Pillar
Extracted from the database, the measurement ranges from 0 to 100 as a percentage, 
indicating the company's involvement in environmental practices

Datastream +

Social Pillar Extracted from the database, the measurement ranges from 0 to 100 as a percentage, 
indicating the company's involvement in social practices

Datastream +

Government Pillar Extracted from the database, the measurement ranges from 0 to 100 as a percentage, 
indicating the company's involvement in governance practices

Datastream +

Control Variables
Company size Total Sales Bloomberg +
Leverage Total Liabilities Bloomberg +
Company growth Total Equity Bloomberg +

Source: Authors’ own

Table 3. Summary Descriptive of Statistic
Variables Mean Median Standard Deviation
Return on Asset 1.29 1.52 1.49
Return on Equity 1.75 1.99 1.19
Environment pillar 3.37 3.78 1.12
Social pillar 3.80 4.03 0.88
Governance pillar 3.69 3.93 0.85
Company size 13.49 13.40 1.61
Leverage 14.14 14.77 3.43
Company growth 15.54 15.67 1.29

Source: Authors’ calculation
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RM13.49 million with a standard deviation of 
RM1.61 million, resulting in an average value 
ranging from RM11.79 million to RM15 mil-
lion. This indicates that the size of green com-
panies involved in green activities or projects is 
generally small. It is noteworthy to analyze the 
result of green companies’ debt through total li-
abilities, with a mean value of RM14.14 million 
and a standard deviation of RM 3.43 million, 
resulting in an average value ranging from RM 
11.34 million to RM18.2 million. 

Regarding companies’ growth, the mean value 
of total equity is RM15.54 million with a stan-
dard deviation of RM1.29 million, producing an 
average value ranging from RM 14.38 million 
to RM 16.96 million. For other independent 
variables such as ESG pillars, the mean is re-
ported to be 3.37, 3.80, and 3.69, with standard 
deviations of 1.12, 0.88, and 0.85, respectively. 
These ESG pillars have average values ranging 
from 2.26 to 4.9 for Environment, 3.88 to 4.91 
for Social, and 2.58 to 4.28 for Governance.

The reluctance of Malaysian green public listed 
companies to adopt strong ESG practices may 
stem from managerial concerns about the short-
term costs and risks associated with green invest-
ments as opposed to focusing on sustainability and 
long-term benefits. Managers may prioritize short-
term financial performance to enhan incentives, 
as stated in Agency Theory (Jensen & Macking, 
2019  and Mcnally et al, 2017). Agency Theory 
suggests that managers might not always act in the 
best interests of shareholders, addressing conflicts 
of interest that arise between managers (agents) 
and shareholders (principals). 

Additionally, the low performance of Malay-
sian public-listed green companies may be re-
lated to the challenges these businesses face 
in managing the diverse and often conflicting 
demands of their stakeholders. While improv-
ing environmental performance is a goal shared 
among green companies, achieving it often re-
quires significant investments and adjustments 
to operational procedures that might not yield 
immediate returns. Consequently, these busi-
nesses might experience a temporary decline 
in their financial performance. Furthermore, 
Stakeholder Theory suggests that these com-
panies might experience lower financial risks 
because they proactively manage potential en-
vironmental liabilities and foster positive rela-
tionships with stakeholders who value sustain-
ability 

Regression Analysis

The multiple regression equations of Model 1 
and Model 2 are applied to EViews 12 software, 
as displayed in Table 4.

Model 1 examines the financial performance of 
listed green companies in Malaysia, focusing 
on the ROA. The results reveal that 31.7% of 
the independent variables in this study explain 
the influence on the financial performance of 
these companies. This finding suggests that the 
operating performance of green companies in 
Malaysia is significantly affected by company 
size (proxied by sales) and debt, as both vari-
ables are statistically significant with a p-value 
of 0.00, lower than the significance level of 
0.05. 
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Table 4. Results of Multiple Regression
Variables

Model 1 (ROA) Model 2 (ROE)
Coefficient t Sig. Coefficient t Sig.

Environment 0.034 0.322 0.747 0.130 -1.279 0.202
Social -0.376 -1.880 0.061* -0.125 -0.656 0.512
Governance 0.138 0.765 0.444 0.066 0.388 0.698
Company size 0.358 6.658 0.000** 0.190 3.708 0.000**
Leverage -0.228 -8.641 0.000** -0.059 -2.370 0.018**
Company growth -0.116 -1.640 0.102 -0.040 -0.654 0.514
Adjusted R2 0.317 0.065

Note: Sales and Liabilities are significant for both model ROA and ROE at least at a 5% significance level
Source: Authors analysis
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The coefficient of 0.358 for total sales indi-
cates a positive relationship between company 
size and ROA, supporting the economies of 
scale theory, where larger companies can pro-
duce at a lower cost per unit, thereby increas-
ing operating profit and income. Conversely, the 
coefficient of -0.228 for liabilities indicates a 
negative relationship between debt and ROA. 
This negative relationship suggests that as the 
operating performance of green companies 
improves, their debt decreases. Implementing 
ESG practices may reduce the information gap 
between investors and managers, lowering the 
risks investors bear and providing businesses 
with access to new funding sources, thereby 
reducing their reliance on debt finance (Lai, & 
Zhang, 2022). 

Additionally, in Model 1-ROA, the social pil-
lar is slightly significant at the 10% significant 
level, with a p-value of 0.061 and a negative co-
efficient of -0.376. As the social pillars involve 
a company’s efforts to manage and improve 
its impact on society, including areas such as 
employee relations, community engagement, 
employee practices, and social responsibility, 
these efforts may create a more favorable oper-
ating environment that enhances efficiency and 
reduces risk, ultimately contributing to an im-
provement in ROA.

However, Model 2, which examines ROE, has 
a lower adjusted R-squared value, with only 
6% of the independent variables explaining 
the impact of ESG elements, total sales, to-
tal equity, and total liabilities on the financial 
performance of green companies in Malaysia. 
This result indicates a very weak relationship 
between these independent variables and ROE. 
Among the six independent variables, only total 
sales (β4) and liabilities (β5) have a significant 
relationship with ROE, with p-values of 0.000 
and 0.001, respectively, which are lower than 
the significance level of 0.05. The coefficient of 
0.190 indicates that sales are positively associ-
ated with ROE, while the coefficient of -0.059 
indicates that liabilities are negatively associ-
ated with ROE. 

The implementation of green projects or ac-
tivities by Malaysia’s green companies through 
debt could potentially harm shareholders’ per-
spective by reducing the dividend payouts due 
to increased indebtedness. However, the posi-
tive relationship of sales with ROE suggests that 
increased income from sales contributes to the 
increased income available to shareholders. 
Other ESG variables do not significantly affect 
the ROE of green-listed companies in Malaysia 
at the 5% significant level. This may indicate 
that other factors, such as corporate culture, 
corporate images, and brand have a greater im-
pact on shareholder returns than ESG elements 
(Yin, Li, & Su, 2023).

Conclusions and Implications 
This study investigated the relationship be-
tween Environmental, Social, and Governance 
(ESG) factors, total sales, total equity, and total 
liabilities among 56 green companies listed on 
Bursa Malaysia. Using multiple regression in 
two models (Model 1-ROA and Model 2-ROE), 
the study assessed the impact of ESG elements 
on the financial performance of these green 
companies.

The results from both Model 1 and Model 2 re-
vealed that ESG elements did not demonstrate 
a significant influence on the financial perfor-
mance of the green companies. Despite the 
growing importance of ESG considerations in 
the corporate world, the findings suggest that 
other factors may play a more dominant role 
in determining the financial outcomes of these 
companies. This result may be due to diverse 
industry effects or measurement challenges, 
which make it difficult to accurately quantify the 
impact of ESG on financial performance.

Looking ahead, it is recommended that future 
research in this area explore the inclusion of 
Research and Development (R&D) costs as an 
independent variable. R&D expenses are vital 
drivers of innovation and competitiveness for 
green companies. Incorporating them into the 
analysis could provide a deeper understanding 
of their financial performance and shed more 

63

Z. Zainuddin, N. A. Wahab, W. Shari, M. A. Bahaman, and R. M. Yusof / Indonesian Capital Market Review 16 (2024) 55-66

9

Zainuddin et al.: ESG and Financial Performance: Green Companies in Malaysia

Published by UI Scholars Hub, 2024



light on the interplay between sustainability 
practices and economic success.

This study contributes to the growing body of 
research on the relationship between ESG fac-
tors and financial performance in the context 
of green companies in Bursa Malaysia. The 
findings are intended to inspire further inves-
tigation, leading to a more comprehensive un-
derstanding of the complex dynamics at the 
intersection of sustainability and financial suc-
cess. By focusing on green companies listed on 
Bursa Malaysia, the study offers valuable in-
sights specific to the Malaysian context, which 
can guide local companies and policymakers in 
their ESG strategies. The results suggest that 
internal factors like total sales and liabilities 
have a more significant impact on financial per-
formance (ROA and ROE) than ESG factors, 
emphasizing the need for companies to consid-
er a broader range of variables when assessing 
their financial health.

Several policy implications can be drawn from 
these findings. The Malaysian government, 

through regulators such as the Securities Com-
mission Malaysia and Bursa Malaysia, should 
encourage companies to adopt more holistic 
and standardized ESG reporting frameworks. 
Enhancing current guidelines to include more 
industry-specific metrics and clearer definitions 
of ESG criteria can improve the accuracy and 
comparability of ESG performance data. Addi-
tionally, companies are encouraged to establish 
robust ESG policies and practices that align 
with their values and mission. By implementing 
these policy implications, Malaysia can better 
leverage ESG factors to enhance the financial 
performance of green companies, supporting 
sustainable economic growth and development.
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