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ENVIRONMENTAL, SOCIAL,
AND GOVERNANCE ACTIVITIES,
MANAGERIAL EFFICIENCY,

AND FIRM PERFORMANCE:
EVIDENCE FROM ASIAN
ECONOMIES

Abstract

This study aims to examine the impact of environmental, social, and governance ac-
tivities on financial performance, with the moderating role of managerial efficiency,
using the data from 19,430 observations across Asian economies during 2004-2023.
Ordinary least squares regression has been used for panel data analysis with fixed ef-
fects for industry, year, and country. The findings reaffirm the positive influence of en-
vironmental, social, and governance performance on financial performance (measured
by Tobin’s Q and Return on Equity). All three pillars show a positive relationship with
financial performance. Moreover, the study shows that managerial efficiency plays a
moderating role in increasing the positive impact of these activities on financial per-
formance. Robustness tests include substituting the dependent variable and conduct-
ing regression analyses on sub-samples to compare the impact between developed and
developing countries within Asian economies, thereby providing guidance for optimal
investment decisions. In general, the study stresses the importance of managerial ef-
ficiency as a moderating factor. This is especially true in Asia, where ownership struc-
tures are often concentrated, and boards of directors have little independence. These
findings provide practical implications for policymakers and firm managers in formu-
lating sustainability strategies to optimize financial performance.

Keywords environment, social and governance, firm performance,
managerial efficiency, moderation effect, Asian
economies

JEL Classification G30, G34, M14, G32

INTRODUCTION

ESG activities have emerged as a defining dimension of contemporary
corporate strategy, reflecting the growing recognition that long-term firm
value depends not only on financial returns but also on how firms man-
age their responsibilities toward the environment, society, and their gov-
ernance structures. In the wake of the 2015 Paris Agreement, the United
Nations Sustainable Development Goals, and increasingly stringent dis-
closure requirements across major capital markets, ESG has shifted from
a voluntary, reputationally driven practice to a strategic imperative with
direct implications for access to capital, investor confidence, and market
valuation. Firms that demonstrate credible and consistent ESG engage-
ment are increasingly rewarded by investors, regulators, and consumers
alike, while those that fail to adapt face growing risks of regulatory sanc-
tion, reputational damage, and capital market exclusion.

Within the Asian context, the relevance of ESG is particularly pro-
nounced yet distinctively complex. Asian countries have increasingly
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strengthened their ESG-related regulatory frameworks in response to sustainable development imperatives
and the growing convergence toward international standards. Influenced by the Paris Agreement, the United
Nations Sustainable Development Goals (SDGs), and the widespread adoption of sustainability reporting
frameworks such as the Global Reporting Initiative (GRI), the Task Force on Climate-related Financial
Disclosures (TCFD), and the International Sustainability Standards Board (ISSB), stock exchanges and reg-
ulatory authorities across Asia have progressively required listed companies to disclose ESG information
more transparently and systematically. Specifically, Singapore has emerged as a regional pioneer by mandat-
ing sustainability reporting for listed companies and introducing the Green Finance Taxonomy, considered
one of the most advanced green finance classification systems in Asia. Thailand and Indonesia have also
made substantial progress in integrating ESG principles into corporate policies and governance frameworks.
Japan has played a leading role through the early adoption of the Corporate Governance Code and the re-
quirement for companies to disclose climate-related risks in accordance with the TCFD recommendations.
Beyond complying with international standards, Japan has actively encouraged firms to strengthen their risk
management and governance practices. Similarly, South Korea has developed the Korean Green Taxonomy
(K-Taxonomy) to prevent greenwashing and promote genuinely sustainable economic activities by establish-
ing clear principles and classification criteria for environmentally sustainable investments. Large corpora-
tions are expected to take the lead in ESG disclosure in accordance with international reporting standards.
In emerging Asian markets, regulators in Malaysia, Thailand, Indonesia, and Vietnam have also introduced
sustainability reporting frameworks and ESG-related disclosure guidelines. However, the scope and enforce-
ment intensity remain heterogeneous across countries.

Asia is home to some of the world’s fastest-growing economies and a significant share of global industrial ac-
tivity, making the region both a major contributor to and a frontline victim of environmental and social chal-
lenges. At the same time, many Asian economies are characterized by concentrated ownership structures

— whether family-controlled, conglomerate-based, or state-owned — weakly independent boards of directors,

and governance frameworks that continue to evolve in response to international standards. These structural
features create a setting in which the implementation of ESG is qualitatively different from that observed in
Western markets: the institutional environment is more heterogeneous, enforcement mechanisms are less
uniform, and the capacity of individual firms to translate ESG commitment into financial performance is
critically shaped by the quality of firm management. Against this backdrop, understanding how and under
what conditions ESG activities generate financial value in Asia represents a research problem of both theo-
retical and practical urgency.

Empirical research on the ESG-financial performance relationship has expanded substantially over the past
two decades, yet the evidence remains fragmented and inconclusive. Results vary considerably across studies
depending on the regional context, the measurement of ESG performance, the choice of financial outcome
variables, and the time period examined. Crucially, the existing literature has devoted limited attention to the
boundary conditions that moderate the ESG—financial performance relationship - in particular, the role of
managerial efficiency (M_score) as a factor that determines whether ESG resources are effectively deployed
to generate shareholder value. In Asia, where governance quality and managerial capability vary substantially
both across and within countries, this gap is especially consequential: it implies that the financial impact of
ESG investment may be systematically conditioned by firm-level managerial factors that existing studies
have largely overlooked.

1. LITERATURE REVIEW mitigate risks, improve performance, and achieve
AND HYPOTHESES sustainable growth if they operate within a sup-

portive legal framework, effective governance sys-
Nowadays, firms are increasingly integrating ESG  tems, and robust governance structures (Handoyo
activities into their investment strategies. Firms & Anas, 2024). The implementation of ESG can
with strong ESG practices are better positioned to  generate sustainable competitive advantages, en-

http://dx.doi.org/10.21511/ppm.24(2).2026.47 687



Problems and Perspectives in Management, Volume 24, Issue 2, 2026

hance corporate reputation, and strengthen firms’
resilience to market fluctuations, particularly as
consumers increasingly prioritize choosing firms
that demonstrate environmental and social re-
sponsibility (Dkhili, 2024). ESG has become an es-
sential component of firm risk management and
sustainable development strategies, as it allows
firms to meet stakeholder expectations, enhance
access to capital, and strengthen corporate reputa-
tion (El Khoury et al., 2023). The three pillars of
ESG include the environmental pillar, which em-
phasizes the preservation of nature, the reduction
of negative impacts, and the response to climate
change; the social pillar, which relates to equality,
gender diversity, human rights, and community
contribution; and the governance pillar, which
concerns board independence, ownership struc-
ture, shareholder rights, and information trans-
parency (Atan et al., 2018). Empirical research in
Asia presents mixed results. Some studies confirm
the positive impact of ESG on FP (Le, 2024; Naeem
et al., 2022), while others find no significant rela-
tionship or that the relationship is moderated by
market competition factors (Jung & Yoo, 2023).

From a theoretical perspective, the relationship
between ESG performance and financial perfor-
mance may differ between developed and devel-
oping economies in Asia due to variations in insti-
tutional environments, stakeholder expectations,
and managerial efficiency. According to stake-
holder theory, firms operating in developed econ-
omies are more likely to derive financial benefits
from ESG implementation because stakeholders
place greater value on sustainability-related activi-
ties. Consequently, ESG initiatives can enhance
a firm’s reputation, reduce financing costs, and
strengthen its competitive advantage. In con-
trast, in developing economies, stakeholders may
exhibit lower awareness of and engagement with
ESG performance, thereby limiting its contribu-
tion to financial outcomes. Furthermore, agency
theory suggests that the effectiveness of ESG prac-
tices depends on the quality of corporate gover-
nance mechanisms and monitoring systems. In
developed countries, stronger regulatory enforce-
ment, greater investor protection, and more effec-
tive corporate governance structures facilitate the
alignment of ESG initiatives with shareholders’ in-
terests, thereby reducing agency costs and enhanc-
ing financial performance. Conversely, developing
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countries often face weaker governance environ-
ments and less effective monitoring mechanisms,
which may constrain the ability of ESG practices
to generate financial benefits. Therefore, theoreti-
cal arguments concerning the ESG-financial per-
formance relationship indicate that the impact
of ESG performance on financial performance
is likely to vary between developed and develop-
ing Asian economies. Differences in institutional
quality, stakeholder pressure, and governance ef-
fectiveness may influence the extent to which
ESG activities translate into improved financial
outcomes.

In terms of regulations and institutional frame-
works, various reporting standards and guidelines
have been established globally, including the GRI,
SASB, TCFD, and ISSB (IFRS S1 and S2), along-
side the European Union’s regulatory frameworks
such as CSRD and SFDR, all of which aim to stan-
dardize ESG reporting and enhance transpar-
ency. Additionally, companies in Asia have been
paying more attention to ESG activities as regu-
latory mechanisms have changed. According to
recent studies, there is no common regional stan-
dard for ESG, with most countries still adopting
ESG practices voluntarily and lacking uniformity
(Singhania & Saini, 2022; Qian et al., 2025). While
certain countries have issued or are developing
their own legal frameworks, these remain heavily
reliant on international standards and are moving
toward alignment with global regulations. Despite
these findings, a significant research gap persists,
particularly concerning the impact of ESG on fi-
nancial performance with the moderating role of
M_score in the Asian context.

A substantial body of empirical research has exam-
ined the ESG-financial performance relationship
across different regional and methodological con-
texts, yet findings remain heterogeneous. Studies
based on US samples (Thanh Nguyen et al., 2022;
Tahtamoni et al., 2025) predominantly employ
fixed-eftects regression (FEM). Thanh Nguyen etal.
(2022) additionally applied two-stage least squares
(2SLS) to address endogeneity. Both studies report
a positive ESG-FP association using accounting-
based measures (ROA, ROE) and market-based
Tobin’s Q. European and multinational studies
(Velte, 2020; Aydogmus et al., 2022; Jung & Yoo,
2023; Ho et al., 2024; Dkhili, 2024) similarly rely

http://dx.doi.org/10.21511/ppm.24(2).2026.47



on FEM. Dkhili (2024) employs GMM to mitigate
endogeneity concerns and consistently document
positive ESG effects on ROA, ROE, and Tobin’s Q.
Naeem et al. (2022) further show that this posi-
tive effect is more pronounced in developed than
developing markets, attributing the difference
to institutional quality and investor awareness.
Consistent with this, Garcia and Orsato (2020)
find that the financial value of ESG varies system-
atically with institutional context, suggesting that
country-level differences moderate the ESG-fi-
nancial performance relationship before firm-lev-
el factors are even considered. In Asian and devel-
oping economy contexts, Le (2024) applies FEM
and FGLS across six Southeast Asian countries
and finds a positive relationship, while Maji and
Lohia (2023) report mixed pillar-level results in
India, with the environmental dimension showing
a negative effect on ROA. Al Azizah and Haron
(2025) document that the pandemic altered the di-
rection and significance of individual ESG pillars
on financial performance, highlighting the sensi-
tivity of results to temporal context. Across this
body of evidence, endogeneity between ESG and
financial performance remains a methodological
concern addressed inconsistently - through 2SLS,
GMM, or lagged variables — and the boundary
conditions moderating the ESG-financial perfor-
mance relationship, particularly firm-level mana-
gerial factors, receive limited attention. This study
addresses these gaps by introducing M_score as a
theoretically grounded moderator within a large
Asian panel, employing lagged ESG as a robust-
ness check for endogeneity, and decomposing re-
sults across developed and developing economies.

In summary, the extant literature consistently
highlights the importance of ESG practices for
corporate value creation, yet findings remain
heterogeneous due to differences in institutional
contexts, measurement approaches, and sample
characteristics. Limited studies on Asia yield in-
consistent results and pay scant attention to the
boundary conditions that shape the ESG-finan-
cial performance relationship.

ESG activities enhance corporate reputation and
value while strengthening the trust of stakehold-
ers such as investors, customers, and business
partners. According to stakeholder theory, ef-
fective implementation of ESG enables firms
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to meet stakeholder expectations, build a strong
reputation, and create a stable growth environ-
ment, thereby enhancing financial performance
(Freeman, 1984). According to Friede et al. (2015),
an analysis of approximately 2,000 studies indi-
cates that 78.6% of firms achieve higher financial
performance by adhering to ESG practices. In the
context of climate change risk, companies that
follow strong ESG practices are more likely to
maintain their corporate value (Bagh et al., 2024).
Companies that put ESG first often show more in-
novation and better operational efficiency by mak-
ing products that are better for the environment,
improving their supply chains, and using less en-
ergy, which leads to better financial performance.
ESG activities are perceived as an interconnected
ecosystem in which individuals, organizations,
and technologies continuously interact and ex-
change information, fostering knowledge sharing,
disseminating sustainable values, shaping brand
equity, and experiencing significant growth over
the past decade (Lee et al., 2022). Previous em-
pirical studies have found evidence of the positive
impact of ESG performance on financial perfor-
mance (Alareeni & Hamdan, 2020; Velte, 2017;
Nareswari et al., 2023; Le, 2024).

Meanwhile, firms with high M_scores, when en-
gaging in ESG activities, tend to mitigate invest-
ment risks as they possess standardized business
processes and risk management practices, thereby
becoming more attractive opportunities for in-
vestors (Velte, 2020; Dkhili, 2024). Managerial
efficiency is a core factor that enables firms to
optimize resources, enhance revenues, demon-
strate strategic vision, forecast plans, and make
sound decisions, thereby increasing the benefits
of ESG activities and improving financial per-
formance. To measure managerial efficiency, this
study employs data envelopment analysis (DEA)
(Demerjian et al., 2011). Agency theory emphasiz-
es information asymmetry and the conflict of in-
terest between shareholders and managers (Jensen
et al, 1976). Competent managers can allevi-
ate agency issues by proficiently executing ESG,
thereby harmonizing corporate objectives with
stakeholder anticipations. Conversely, ineffective
management often prioritizes short-term invest-
ments and risk avoidance, which undermines the
value of ESG (Al Amosh et al., 2023). Many stud-
ies have confirmed that the M-score is a critical
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H1
ESG

Note: FP = financial performance.

H2

Figure 1. Research model

factor in the ESG-FP relationship. Managers with
high competence enhance financial performance,
whereas less competent managers may undermine
financial performance (Inam Bhutta et al., 2021).
High managerial efficiency enables companies to
reduce costs, develop viable business plans, and
use their resources wisely (Welch & Yoon, 2023).
Managerial capability enhances firms’ access to
finance, mitigates risks during crises, and conse-
quently improves firm value (Andreou et al., 2015).
Managerial efficiency is essential to realizing the
potential benefits of ESG activities, as it enhances
financial performance, mitigates business risks,
strengthens competitive advantage, and fosters
sustainable development (Mahanta et al., 2024;
Welch & Yoon, 2023).

The scientific interest, the refore, concerns the
conditions under which ESG performance trans-
lates into improved financial performance in an
Asian institutional context, with specific attention
to the moderating role of M_score. Resolving this
problem requires not only an empirical assess-
ment of the direct ESG-financial performance
relationship across a large and diverse sample
of Asian listed firms, but also an examination of
how managerial efficiency shapes that relation-
ship — and whether its effects differ between devel-
oped and developing economies within the region.
Answers to these questions have direct implica-
tions for the design of ESG regulation, the alloca-
tion of investment capital, and the governance of
firms operating in Asia’s rapidly evolving institu-
tional landscape.

Based on the theoretical background and extant
empirical evidence, this study examines the im-
pact of environmental, social, and governance
performance on financial performance and inves-
tigates the moderating role of managerial efficien-
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cy in the Asian context. To address this objective,
we propose the following hypotheses and a con-
ceptual model (Figure 1):

HI: ESG performance is positively related to fi-
nancial performance.

H2:  M_score efficiency positively moderates the
relationship between ESG performance and
financial performance.

2. METHOD

2.1. Data collection

To examine the impact of ESG activities on finan-
cial performance, we obtained the data from the
London Stock Exchange Group (LSEG), which
provides data for scores of ESG pillars and oth-
er firms’ financial statement data. First, we con-
structed the sample by obtaining a list of all pub-
licly listed Asian countries for the period 2004-
2023. We chose the sample that covers the period
from 2004 to 2023, as the LSEG ESG database for
ASEAN countries has been available since 2004.
We excluded firms in the banking and insurance
sectors due to the distinct nature of their opera-
tions and financial reporting. Then, we exclude
missing observations and winsorize the sample
data to eliminate outliers, specifically at the 1st
and 99th percentiles. After eliminating missing
values and outliers, the final sample is an unbal-
anced panel with 19,430 annual observations.

Table 1 presents the number of firms by country
across 12 Asian economies. The distribution is un-
even, with Japan (26.18%), China (21.83%), Hong
Kong (12.17%), and Taiwan (8.61%) collectively ac-
counting for approximately 69% of the total ob-
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Country Freq. Percent
China 4,241 Zh8s
2,365 12.17
| 1,485 764 o
Jndonesia 449 231
Japan 5,086 26.18
Malaysia 1142 588
The Philippines ... 237 1.22
Singapore 632 3.25
SouthKorea 139 718
Taiwan 1,672 8.61
Thaiand 682 351
Vietnam 43 0.22
Total 19,430 100.00

servations. This concentration reflects the reality
of ESG data availability in Asia: firms in more
developed capital markets disclose ESG informa-
tion more systematically and consistently, result-
ing in greater representation in the LSEG data-
base. To mitigate the risk that the results are driv-
en by any single dominant economy, the study
conducts a robustness check by comparing the
full sample with a sub-sample excluding Chinese
observations (Table 10). Furthermore, the fixed
effects specification controls for time-invariant
country-level heterogeneity, reducing the like-
lihood that country-specific characteristics of
dominant economies confound the estimated
ESG-FP relationship.

Table 2 presents the distribution of firms by indus-
try. The research sample is highly concentrated in
the manufacturing sector (53.13%), followed by
transportation, communication, electricity, gas,
and utilities (14.66%) and services (10.71%). In
contrast, industries such as agriculture, forestry,
and fisheries (0.92%), mining (3.24%), and whole-
sale and retail trade (3.43% and 5.50%, respective-
ly) account for relatively small proportions.

Table 2. Sample distribution across industries

2.2. Research model

Based on previous studies (Velte, 2020; Handoyo
& Anas, 2024), we developed a model to examine
the relationship between ESG and financial per-
formance, in which M_score serves as a moderat-
ing variable:

FP, = f3, + BESG,

@
+B,control variables + &,
FF, = B, + BESG, + p,M _score,
+B3ESG,-M _score,) @

+ B,controlvariables + ¢,

where FP : Financial performance of firm i at
time ¢, measured by TOBINQ and ROE. ESG,;:
Environmental, social, and governance per-
formance score of firm i at time t. M_score:
Managerial efficiency score.

Control variables: Financial leverage (LEV), firm
size (Size), Research and development expendi-

Industry Freq. Percent
Agriculture, forestry, and fishing 179 0.92 ; .
Construction e L34 BAL 933
Manufacturing 10324 23138247

830

........................ LA S s S
19,430
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Table 3. Variables in the model

Variable Variable Description Measurement Method Sources
Dependent variables
-, i The ratio of the market value of total assets and total debt Ahmad et al. (2024);
‘‘‘‘‘‘‘‘‘‘‘‘ T?BlNQ T?,?In °a e to the book value of total assets. . Buallay (2019) .
Thanh Nguyen et al. (2022);
ROE Return on equity The ratio of net income after taxes to equity Alareeni and Hamdan
(2020)
Moderator variable
i Estimated following Demerjian et al. (2011) in two stages: :
(1) DEA model per industry-year yields a firm efficiency
. - score € [0,1]; .
M_score Managerial efficiency (2) This score is regressed on firm characteristics; the Demerjian etal. (2011)
residuals constitute M_score. A higher residual indicates
superior managerial efficiency relative to peers
Independent variables
1 1 1 0 0
Environmental, social, and . Measu_red by ranging from OA-J to 100%, based on. Handoyo and Anas (2024);
ESG governance performance information on governance, environmental, and social
. ) Matemane et al. (2024)
score pillars of firms
Control variables
) ) The natural logarithm of the book value of total assets at i Handoyo and Anas (2024);
SIZE Firm size
""""""""""""""""""""""""""""" year-end ) Jungand Yoo (2023)
LnAGE Firm age AGE = Current year — Year of firm establishment, the i Velte (2020); Handoyo and
I & L B natural logarithm of AGE Anas (2024)
""""""""""" LEV i Financial Leverage Dividing total debt by total assets ) Ahmad et al. (2024); )
i Research and development : i Velte (2020), Jung and Yoo
""""""""""" RD . expenditure RD expense /net sales orrevenues. (2023
{GROWTH = ‘
GROWTH Sale growth %(Total sales current year —Total sales previous year)% Velte (2020)
: Total sales previous year :
CapEX = APP & E + Depreciation,
CapEX Capital expenditure P P Velte (2020)

(ratio of fixed assets to total assets)

GDP growth

GDPa _Growth =

(GDP, - GDP,)

Duque-Grisales and

-100 )
Aguilera-Caracuel (2021)

Cost of basket at time t

Duque-Grisales and

CPI Consumer price index

CPI = -1
(Cost of basket at base year]

Base year selected in 5-7 year cycles

Aguilera-Caracuel (2021);
i Handoyo and Anas (2024)

ture (RD), Sale growth (GROWTH), Capital ex-
penditure (CapEx), GDP growth (GDPa_Growth),
Consumer price index (CPI), and firm age
(LnAGE). Detailed information about the study
variables is shown in Table 3.

2.3. Estimation strategy

In this study, panel data are analyzed using or-
dinary least squares (OLS) regression with fixed
effects to examine the impact of ESG on finan-
cial performance, while also testing the mod-
erating role of M_score, following prior studies
(Velte, 2020; Handoyo & Anas, 2024). The mod-
erating variable, M_score, is constructed follow-
ing Demerjian et al. (2011) in two stages. In the

692

first stage, a DEA model is estimated separately for
each industry-year group, using net revenue as the
output and seven inputs: cost of goods sold, SG&A
expenses, net PP&E, net operating leases, net
R&D expenditure, purchased goodwill, and other
intangible assets. This yields a firm-level efficiency
score bounded between 0 and 1, where 1 denotes
full technical efficiency. In the second stage, this
efficiency score is regressed on firm-level charac-
teristics, including firm size, market share, cash
availability, firm age, and exchange listing status.
The residuals from this regression capture mana-
gerial ability (M _score) net of firm-specific factors.
Because M_score is a residual, it is unbounded
and should not be interpreted against the [0,1]
constraint of the first-stage DEA score; a higher
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value indicates superior managerial efficiency rel-
ative to industry peers after controlling for firm
characteristics. Financial performance is primar-
ily measured using TOBINQ. An OLS model with
fixed effects is employed to analyze the panel data.
It measures the impact of ESG on financial perfor-
mance and tests the moderating role of M_score.
Fixed differences across industries, countries, and
years are controlled for, ensuring these do not
confound the relationship. The fixed effects al-
low for controlling unobserved characteristics of
countries, industries, and years that are typically
time-invariant (such as governance structures, le-
gal environments, corporate culture, and industry
competition), which may influence ESG activities
and financial performance. Omitting these fac-
tors would bias conventional OLS estimates due
to omitted variable issues. Financial performance
is measured by TOBINQ, which reflects market
value relative to book value and is strongly influ-
enced by industry and country-specific character-
istics. To ensure the robustness of the model, the
study conducts a robustness test by replacing the
dependent variable with ROE, as recommended
by Wooldridge (2012). Moreover, the study con-
ducts a subsample regression analysis to compare
differences in the impact of ESG on financial per-
formance between firms in developed and devel-
oping countries. Furthermore, the study performs
Pearson correlation analysis to detect multicol-
linearity and examines model defects such as au-
tocorrelation and heteroscedasticity. Although
the FE model controls for unobserved firm-specif-
ic characteristics that remain constant over time,
the possibility of endogeneity may still exist due
to potential reverse causality between ESG perfor-
mance and financial performance. Therefore, to
examine the robustness of the results, this study
employs a one-year lagged ESG variable in the re-
gression analysis. If the estimated coefficients re-
main consistent in both direction and statistical
significance, the robustness and reliability of the
main findings are further substantiated.

3. RESULTS
3.1. Descriptive statistics analysis
Table 4 presents the descriptive statistics for the

dependent, independent, and control variables of
the model.

http://dx.doi.org/10.21511/ppm.24(2).2026.47
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Table 4. Descriptive statistics of the variables

Variable Obs Mean Std. © Min Max
: : i Dev. : :

TOBINQ 19430 | 1952 | 1928 053 | 1228
ROE 19,430 0.098 0.182 :-1.189 0.82
ESG......19430 0428 _ 0204 0004 = 0933
ENY i 19430 0 0399 10273 L 0 0.988
SOC 19,430 0.399 0.244 0.001 0.974
GOV .....19430 0486 0222 0001 0987
SIZE 19,430 @ 18.769 2.516 10.832 24.72
LEV """""""" 6.234 """" O 74 0 0.717 .
RO .. 19430 0025 0 005 0 . 0345
GROWTH 113430 : 0118 : 031 :@-0582 : 2705
JCapEx ...l19430 5 0029 ;0039 . 0 0.26 .
AnAGE 119430 ¢ 2967 : 0702 : | 0 3951
GDPa Growth 19,430 0.03 0.034 -0.11 0.144
P 19430 0019 | 0024 006 . 0153
M_score 19,430 0.734 0.245 0.007 : 1.575

The ESG score ranges from 0.004 to 0.933, with a
mean value of 0.428 and a standard deviation of
0.204. This indicates that the ESG performance of
the firms is mid-level and relatively concentrated.
At the pillar level, ENV and SOC both have a mean
value of 0.399, while GOV has a higher mean val-
ue of 0.486. This suggests that firms in the sample
tend to place greater emphasis on governance ac-
tivities than on the environmental and social pil-
lars. Notably, several firms report ESG scores close
to zero, indicating non-compliance with the GRI
2016 guidelines (GRI 200, 300, 400), whereas the
maximum score of 0.933 reflects an almost full
level of compliance. Regarding financial perfor-
mance, TOBINQ has a mean value of 1.952, which
is higher than the findings of Ahmad et al. (2024),
indicating relatively optimistic market expecta-
tions. Meanwhile, the mean ROE value is 0.098,
higher than the findings of Thanh Nguyen et al.
(2022), indicating a better return on equity. The
moderating variable (M_score) has a mean value
of 0.734 and ranges from 0.007 to 1.575. As a re-
sidual from the second-stage regression, M_score
is not bounded by the [0,1] interval of the first-
stage DEA score. The distribution does not center
at zero because the second-stage model has an in-
tercept that takes in the sample mean of the DEA
efficiency scores. Values above (below) the sample
mean show that managerial efficiency is relative-
ly higher (lower) after controlling for firm-level
characteristics. The moderate standard deviation
(0.245) indicates significant variability in manage-
rial competence among the sample firms.
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Table 5. Pearson’s correlation coefficient matrix (Pairwise correlations)

Variables W @ ® @ ® & m  ®  © ) ey W
(1) TOBINQ © 1000 : : : : : ; ; : : :

—-0.368***

(11) M_score -
. (0000) | (0573) | (0.000) (0.000)

Note: *** p<0.01, ** p<0.05, * p<0.1.

920¢ ‘T anss| ‘bz awnjo Quawadeuely ul saARddsIDd pue swa|qo.d



3.2. Correlation matrix

Table 5 presents the Pearson correlation coefli-
cients among the study variables and the variance
inflation factor (VIF). The Pearson correlations
among the independent variables do not exceed
0.5, and the VIF values range from 1.104 to 1.449,
all of which are well below the commonly accept-
ed threshold of 10 (VIF = 10). Therefore, multicol-
linearity does not pose a serious concern in the re-
gression model.

3.3.The nexus between ESG
and financial performance

Table 6 presents the regression results, showing that
ESG has a positive and significant relationship with
TOBINQ, with a coefficient of 0.802 (p < 0.01). This
suggests that firms emphasizing ESG performance
are more highly valued in the market, thereby en-
hancing their financial performance. These find-
ings are consistent with the market-based valua-
tion measure of TOBINQ (Buallay, 2019; Alareeni
& Hamdan, 2020). Theoretically, this relationship
supports the stakeholder theory argument, empha-
sizing that firms not only create value for share-
holders but also generate benefits for a wide range
of stakeholders, thereby enhancing long-term firm
value. This finding indicates that effective ESG im-
plementation is not merely an ethical practice but
also a strategic approach to generating sustainable
economic advantages. These results are consistent
with prior studies, which documented the positive
impact of ESG on financial performance (Thanh
Nguyen et al., 2022; Chininga et al., 2024).

The analysis of the three ESG pillars reveals that
ENYV, SOC, and GOV all have positive and statis-
tically significant effects on TOBINQ, with coeffi-
cients of 0.524, 0.637, and 0.293, respectively (p <
0.01). This reflects the effective implementation of
environmental, social, and governance initiatives
that are highly valued by the market. The empirical
results for the control variables indicate that R&D
expenditure (RD), revenue growth (GROWTH),
investment spending, and average GDP growth
(GDPa_Growth) show a positive and statistically
significant association with financial performance.
This finding is consistent with Velte (2020), who al-
so documented a positive effect of R&D on financial
performance. However, firm size and growth were
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found to negatively affect financial performance.
The findings not only reaffirm prior evidence
(Alareeni & Hamdan, 2020; Thanh Nguyen et al.,
2022; Chininga et al., 2024; Alareeni & Hamdan,
2020; Le, 2024; Matemane et al., 2024; Mohammad
& Wasiuzzaman, 2021) but also extend the litera-
ture by providing new empirical insights within the
distinctive context of Asian economies.

Table 6. Regression results of ESG (ENV, SOC,
and GOV) on TOBINQ

. (1) & (20 ¢ (3 ¢ (4)
Variables * * *
TOBINQ : TOBINQ : TOBINQ : TOBINQ
0.802%** | ; ;
(10.538)
0.524%**
ENV
(8:906)
0.637%**
(9811)
0.293%**
1. 5:608)
SIZE 70.340%** | ~0.333*** | ~0.332*** | ~0.299*** |
(-26.116) | (-25.486) | (-26.164) ' (-25.860)
™ TL74BYTT L7877 17357 17667
(-23.258) | (-23.757) : (-23.059) | (-23.441)
0 3279%F% | 3.448%%* | 3960%k |
(7.912) (8.460) (7.870) | |
0.815%** | 0.814%** | (0.812%**
(14.018) © (14.021) : (13.919) . (13.985)
2.048%¥* | 2.127%¥* | 1.998%** [ D Dpgrkk
(4.942) (5.134) (4.800) © (5.469)
AGE —0.349%** | —0.354%%* | _() 345%** | _( 335%**
(-14.267) | (-14.384) | (-14.076) | (-13.642)
1.229% 1.317%* 1.116* 1.202*
- (1.877) (2.007) (L701)  (1.827)
Pl LTh2orr G -1211% ¢ -1.345%F 1 —-1.398%F
(-1.927) © (-1.802) : (-2.007) @ (-2.071)
9.175%** | 9194%¥* | Q114*** | g 577***
(38.101) © (37.210) : (38.177) . (38.520)
Observations 19,430 19,430 19,430 19,430
Adjusted 0.309 0.307 0.308 0.305
R-squared R
Country FE YES YES YES YES .
Industry FE YES YES YES CYES
Year FE YES YES YES YES

Note: *** p <0.01, ** p<0.05, * p<0.1.

3.4.The moderating effect
of M_score on the ESG-financial
performance relationship

Table 7 presents the moderating effect of M_score
on the ESG-financial performance relationship,
to test hypothesis H2. The ESG variable is not
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statistically significant for TOBINQ (coefficient
= 0.101, p > 0.1). However, the interaction term
ESGxM_score has a positive and statistically sig-
nificant impact (coeflicient = 0.755, p < 0.05), in-
dicating that M_score positively moderates and
increases the impact of ESG on financial perfor-
mance. For the individual ESG pillars, the ENV
pillar has a positive and highly significant effect
on financial performance (0.435, p < 0.01), indi-
cating that environmental performance makes a
substantial contribution to financial performance.
Furthermore, the positive interaction term of
GOVxM_score (0.538, p < 0.1) indicates that M_
score plays a critical role in enhancing the effec-
tiveness of the GOV pillar in improving financial
performance. Regarding the moderating variable
(M_score) in all four models, M_score has a posi-
tive impact on TOBINQ, with coeflicients rang-
ing from 1.320 to 1.626 and highly statistically
significant at p < 0.01. This finding emphasizes
that M_score serves as a critical determinant in
enhancing financial performance. For the con-
trol variables, most results are highly statistically
significant, consistent with prior research, and
reinforcing the reliability of the model. These
findings align with the agency theory perspective,
which posits that managerial efficiency can miti-
gate conflicts of interest and allocate ESG-related
resources optimally to generate shareholder val-
ue. Moreover, among the three ESG pillars, only
the GOV x M_score demonstrates a significant
moderating effect, emphasizing the pivotal role
of governance capability in translating policies
into tangible financial performance. This finding
reinforces the view that sound governance prac-
tices are not merely symbolic but require active
and effective managerial involvement to maxi-
mize financial performance. According to Singh
and Gaur (2009), corporate governance not only
contributes to organizational stability and trans-
parency but also serves as a fundamental basis for
achieving substantial long-term growth.

Table 7. Moderating role of managerial efficiency
(M_score)

. (1) (2) (3) (4)
Variables
TOBINQ : TOBINQ : TOBINQ : TOBINQ
0.101
0.435***
(2.592)
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Vari (1) (2) (3) (4)
ariables

TOBINQ @ TOBINQ : TOBINQ : TOBINQ
M_score_ i 0047

socC

M_score_
SocC

70190

Gov
.70.929)

M_score_ : Go......0538
SOV L (1859)

1.446%**

1.320%F% | 1626%** 1398%+*

M_score et
M SCOI’e ESG - - e
- S0.320%*%  -0319%F* | -0315%*¢  -0.286%+*
e .3.(725.046) ¢ (-24.715) | (725.204) | (724.836)
—0.991*** © —1.010*** | —0.981*** : —0.993***
RD
. 0.680*** 0.681*** 0.678%**
e A12:027) 0 (11992) ¢ (11.955) ¢ (11.892)
3.561%** 3.595*** 3.512%** 3.738%**
B L8678) 1 (8757) . .(8:536) 1 (9.075)

-0 34‘7’.6**‘ —0.351%** -0 335***

LnAGE

GDPa_

Growth . 93) . . (2160)
(72.300) ¢ (-2.310)

R LS

CPI

L A72.089) L
JA%eTT L

22
7eaa
27.476).

Constant

YES

CountryFE i ..
ndustryFE f
Year FE

Note: *** p<0.01, ** p<0.05, * p<0.1.

3.5. Robustness tests

3.5.1. Alternative measures of the dependent
variable

A robustness test was conducted to enhance the
reliability of the research model; specifically, to
examine the consistency of the results under
alternative measures of financial performance.
This study employed ROE as a substitute depen-
dent variable, following prior studies such as
Friede et al. (2015) and Nareswari et al. (2023).
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Table 8. Alternative measurement of financial
performance using ROE

. (1) (2) (3) (4)
Variables
ROE ROE ; ROE ; ROE
0.041%** ; ; ;
0.012%*
(2.048)
socC
e
e (4.956)
SI7E .0.003** i 0.005*** : 0.004** . 0005***
— (19e1) 1 (3.008) i (2427) . (3.345)
—0.226%** | —(,227%*x
RD ...... P
(714.339) 1 (-14.095) @ (-14.328) @ (-14.154)
0.103*** (0.103%** | 0.103*** | 0.103***
1 (13187) 0 (13176) 0 (13.163) ¢ (13.213)
0.275%** | (0.284%%* | (0275%%* | (.285%**
..(6569) ©  (6.346)
0.002 0.002
SO ..10.690) i (0.698) : (0.864)
GDPa_ 077 L 0178** ¢ 0472 . 0177
(Growth | (2404) © (2410) . (2.330)
0.158%* | 0.155%*
e 2205 1 (2.073) p o (2.022)
0.041 0.052*
— 2. (1505) G (1909) i (1.243)
_Observations : 19,430 : 19430 @ 19430 & 19430
Adjusted ¢ 0122 0.121 0.122 0.122
Resquared G
Country FE o YES LYES
IndustryPE i YES G YES G YES i YES .
Year FE YES YES

Note: *** p < 0.01, ** p<0.05, * p<0.1.

Table 8 presents the robustness test results us-
ing ROE as an alternative measure of financial
performance. The findings indicate that ESG
has a positive and significant effect on ROE
(0.041, p < 0.01). When examined by individual
pillars, ENV shows a positive and statistically
significant impact (p < 0.05), suggesting that en-
vironmental activities can enhance capital effi-
ciency. SOC demonstrates a positive and highly
significant effect (p < 0.01), reflecting the ben-
efits of improved labor relations, social welfare,
and corporate reputation. GOV continues to
play a prominent role (0.029, p < 0.01), affirming
that effective governance not only strengthens
investor confidence but also directly enhanc-
es shareholder returns and sustains financial
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performance. The coefficients for the control
variables largely align with expectations from
agency theory and prior studies (Jensen et al.,
1976; Alareeni & Hamdan, 2020; Nareswari et
al., 2023; Thanh Nguyen et al., 2022).

3.5.2. Sub-sample analysis: Comparing
the impact of ESG on financial
performance between developed
and developing countries

Table 9 presents the regression results by coun-
try groups, where we conduct a sub-sample
analysis between firms from developed and de-
veloping economies. Based on the classification
framework of the Organisation for Economic
Cooperation and Development (OECD), the
International Monetary Fund (IMF) and the
level of capital market development in Asia,
the countries in the study sample were divided
into two groups: developed economies, com-
prising Japan, Singapore, South Korea, Hong
Kong, China and Taiwan; and developing econ-
omies, including India, Indonesia, Malaysia,
the Philippines, Thailand and Vietnam. This
approach enables a comparison of the magni-
tude and significance of ESG in contexts char-
acterized by varying levels of transparency and
stakeholder expectations.

For firms in developed countries, ESG perfor-
mance is positively associated with TOBINQ,
indicating that the market places a high value
on ESG implementation efforts. Regarding each
ESG pillar, both GOV and SOC have a positive
impact on TOBINQ. This finding indicates that
effective governance enhances financial perfor-
mance, while social activities are also becoming
an increasingly important factor in creating val-
ue for firms. In contrast, the ENV pillar has no
significant impact, which may be explained by
the institutionalization of environmental stan-
dards in developed markets, thereby limiting
the ability to differentiate between firms. For
firms in developing countries, ESG performance
is also positively associated with TOBINQ, indi-
cating that firms with higher ESG scores tend
to be valued more highly by the market, even in
the context of weaker institutional frameworks
and regulatory environments. When analyzing
each pillar, ENV, SOC and GOV factors have a
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Table 9. ESG effect on financial performance for developed and developing countries

w @ @ (4) B B @®
Variables Developed countries Emerging countries
TOBINQ TOBINQ TOBINQ TOBINQ TOBINQ TOBINQ TOBINQ TOBINQ
0.293*** 1.687***
ESG 4444444444444444444444444444444444444444444444444444444444444444444444
444444444 (4.446) o (10.218) ¢ ..
i —0.263%** —0.369%**
SIZE T B T R I B T S
i (-16.618) (-18.802)
.91 1%+ 27200
LEV :
12.342) (-19.476)
i 4.602%**
RD [RERTRT
444444444 (9.502)
0.858%***
GROWTH
CapEx
INAGE

GDPa_Growth

CPI
ENV
SOC 44444444444444444444444
0.535%**
GOV 44444444444444444444444
(5.436)
7.589*** 10.169***
CONSTANT b
(28.172)
Observations 8,279
Adjusted
R—squaredm """""""""""""""""""""""" 0286
CountryFE = YES = YES YES LY oo YES YeEs YES YES
Industry FE . YES o Yes YES _YES YeES YES _YES YES
Year FE YES YES YES YES YES YES YES

Note: ¥** p < 0.01, ** p<0.05, * p<0.1.

positive impact on TOBINQ. Notably, the GOV
pillar continues to demonstrate a critical role,
underscoring the importance of effective gov-
ernance in enhancing financial performance.
Thus, in developed countries, focusing on en-
hancing corporate governance and social activi-
ties may represent an optimal strategy for in-
creasing financial performance. By contrast, in
developing economies, comprehensive invest-
ments across all ESG dimensions contribute to
improved financial performance and reinforce
investor confidence, thereby providing a basis
for more informed and optimal investment de-
cisions tailored to different groups of firms.
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3.5.3. Comparing the impact of ESG on financial
performance between the full sample
and the sample excluding Chinese firms

Since Chinese observations account for a sub-
stantial proportion of the research sample, we
conduct an additional analysis to evaluate the
influence and stability of the research results.
Specifically, we compare the impact of ESG on
financial performance between the full sample
and the sample excluding Chinese observations.
Given the large scale of the Chinese economy
and its unique institutional and business envi-
ronment, Chinese firms may introduce bias into
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Table 10. Comparative impact of ESG on financial performance in the full sample and the sample

excluding Chinese firms

(1) (2) (3)

(4) (5) 6 (7 (8)

China

Variables Without China
TOBINQ TOBINQ TOBINQ TOBINQ TOBINQ TOBINQ ' TOBINQ TOBINQ
ESG
.......... S
SIZE
.......... (-6.411)
—1.273%**
LEV
.......... (-9.524)
—3.622%**
RD
.......... (-3.493)
0.300***
GROWTH
.......... (6.442)
1.447***
CapEx
.......... (4.036)
-0.122*
INAGE
.......... (-1.806)
0.283
GDPa_Growth
.......... - (1.086)
0.507
CPI
.......... (1.304)
ENV
SOC
.......... e
GOV
.......... (—1.352)
10.055***
Constant
.......... (10.011)
“Qb's”ervations 15,189
Adjusted
Bt ot AL S S S S SRS SO NS S oo
Country FE YES YES YES YES YES YES YES YES

Note: ¥** p < 0.01, ** p<0.05, * p<0.1.

the full-sample regression results. This analysis,
therefore, examines whether the findings are
overly dominated by Chinese firms. Table 10
presents the results for the full sample, indicat-
ing that ESG has a positive and significant im-
pact on financial performance (0.675, p < 0.01).
When excluding observations from China, ESG
continues to demonstrate a positive impact on fi-
nancial performance (0.162, p < 0.05). Although
the coeflicient value decreases, both models
show positive and statistically significant effects,
while the direction of the ESG variable’s effects
remains unchanged. This suggests that the find-
ings are not driven by the specific characteris-
tics of China and reinforces the robustness and
reliability of the ESG-financial performance re-
lationship within the Asian context.
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3.6.Robustness test using
a one-period lagged ESG variable

To mitigate concerns regarding endogeneity aris-
ing from potential reverse causality between ESG
performance and financial performance, a robust-
ness test is conducted by replacing the contempo-
raneous ESG variable with its one-year lagged val-
ue. The results presented in Table 11 indicate that
the one-year lagged ESG variable continues to ex-
ert a positive and statistically significant effect on
TOBINQ (B = 0.621, p < 0.01). Similarly, all three
ESG pillars (ENV, SOC, and GOV) maintain posi-
tive and statistically significant effects at the 1%
level. The consistency in coefficient signs, relative
magnitudes, and statistical significance across
both the baseline model and the lagged ESG model
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provides strong evidence of the robustness of the
study’s findings. Moreover, the use of a one-year
lagged ESG variable helps ensure that ESG activi-
ties precede the measurement of financial perfor-
mance, thereby reducing the likelihood of reverse
causality. Therefore, the main findings regarding
the positive impact of ESG performance on finan-
cial performance remain robust after accounting
for potential endogeneity concerns.

Table 11. Results using the one-period lagged
ESG variable

. (1) ¢ (2 ¢ () i (4
Variables * * *
TOBINQ | TOBINQ | TOBINQ _ TOBINQ
0.621%** : ; ;
LAESG S
(7.845) .
0.383%**
LENV -
(6.211) .
0.495%*
L.50C ~
(7.295)
0.257%+*
L.GOV
) ) ) (4.764)

- —0.316%%*  —0,308%** | ~0.310*** - —0.286%**
o (-22.233) | (-21.681) | (-22.404)  (-22.691)
— (-21.565) | (-21.925) | (-21417) = (-21.605)
. | 2.924%%* | 3.068%F* | 2.922%** | 3194%*+

(6.920) (7391 (6.919) (7.510)
0.840%** | (.8AS*** | (.845FF* | (0 .844%**
GROWTH ; ;
o (13.024)  (12.982) | (12.925) = (12.931)
2.024%%% | 2g7%** | 2 1g)¥*% | ) 3ggHkx

CapEX S . ..

(5.117)  (5.262) | (5.021) = (5519)
At —0.281%%* | —0.284%** | —0277*** | —(0.266%**
o (-10777) | (-10.846) = (-10.628)  (-10.195)

-0.038 0050 | -0105 | -0.094

GDPa_Growth i - :

i (-0.052) = (0.069) | (-0.144) = (-0.128)
- S1543** | J1471%% | _1.502%* | ] 507+

(-2.076)  (-1.976) | (-2.141) | (-2.021)
8.627%*% | 8E06*** | 8573%%* | g 15IR*K

Constant v v

(32.321)  (31.466) | (32.476) = (33.351)

Observations 16,499 16,499 16,499 16,499
Adjusted 0.289 0.287 0.288 0.286

_R-squared . . .

_Country FE YES YES YES YES

Industry FE YES YES YES YES
Year FE YES YES YES YES

Note: *** p < 0.01, ** p<0.05, * p<0.1.

4. DISCUSSION

The empirical results are largely in accordance with
the predictions of stakeholder theory and agency
theory, and they correspond with an increasing
body of international evidence regarding the ESG-
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financial performance relationship. The positive and
statistically significant effect of ESG performance
on Tobin’s Q (coefficient = 0.802, p < 0.01) confirms
that firms with stronger ESG practices are rewarded
by the market with higher valuations. This finding
is in line with prior studies (Alareeni & Hamdan,
2020; Thanh Nguyen et al., 2022; Le, 2024), suggest-
ing that the value-enhancing effect of ESG extends
to the heterogeneous institutional environment of
Asia. The effect is considerably larger for developing
economies (coefficient = 1.687) than for developed
economies (coefficient = 0.293) within the Asian
sample. This differential likely reflects the scarcity
premium that accrues to early ESG adopters in mar-
kets where such practices remain uncommon, am-
plifying the reputational and signaling benefits of
ESG engagement.

The pillar-level analysis reveals that EN'V, SOC, and
GOV scores are each positively and significantly as-
sociated with Tobin’s Q across the full sample, which
contrasts with evidence from developed markets
where the environmental pillar often fails to gener-
ate incremental market value (Velte, 2017; Buallay,
2019). This divergence may reflect the fact that, un-
like in Europe or North America, environmental ac-
countability remains a genuinely differentiating fac-
tor in Asia, where standards are still evolving. The
sub-sample analysis reinforces this interpretation:
in developed Asian markets, the ENV pillar shows
no significant effect on financial performance, while
GOV and SOC continue to drive value creation. This
pattern mirrors findings from Western contexts and
suggests that as institutional frameworks mature,
the marginal informational value of environmental
practices diminishes. Conversely, companies in de-
veloping Asian economies gain from enhancements
in all three ESG dimensions, highlighting the neces-
sity of thorough ESG engagement in contexts of in-
sufficient regulatory oversight.

The moderating role of M_score is a substantive
contribution of this study. The significant posi-
tive interaction term (ESG x M_score = 0.755, p <
0.05) indicates that managerial efficiency amplifies
the financial returns to ESG investment, extend-
ing the findings of Mahanta et al. (2024) and Welch
and Yoon (2023), who document that capable man-
agers are more effective at selecting and executing
ESG projects that create shareholder value. From the
standpoint of agency theory, high-ability managers
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mitigate principal-agent conflicts by more convinc-
ingly committing to ESG strategies and converting
ESG resources into quantifiable performance out-
comes. The finding that only the GOV x M_score
interaction is significant at the pillar level (coeffi-
cient = 0.538, p < 0.1) further implies that gover-
nance improvements require active and competent
managerial involvement to generate real financial
value, rather than constituting symbolic compliance
alone. This result is consistent with the argument of
Singh and Gaur (2009) that corporate governance ef-
fectiveness depends critically on the human capital
of firm leadership.

The robustness analyses further reinforce these
conclusions. Replacing Tobin’s Q with ROE yields
qualitatively consistent results across all ESG pillars,
confirming that the positive ESG-financial perfor-
mance relationship is not confined to market-based
valuations but also manifests in accounting-based
performance measures. The stability of the ESG
coeflicient after excluding Chinese observations
(full sample: 0.675; excluding China: 0.162, both
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positive and significant) further confirms that the
findings are not artificially driven by the dispro-
portionate weight of Chinese firms and that the
ESG-financial performance relationship holds ro-
bustly across the broader Asian institutional con-
text. Notwithstanding this robustness check, it is ac-
knowledged that Japan, Hong Kong, and Taiwan to-
gether account for a further 47% of the sample, and
their institutional characteristics — including more
mature ESG disclosure frameworks, stronger inves-
tor protection, and earlier adoption of corporate gov-
ernance reforms — may exert disproportionate influ-
ence on the full-sample estimates. The sub-sample
analysis separating developed and developing econ-
omies partially addresses this concern by isolating
the ESG-financial performance relationship within
each institutional context. The consistently positive
and significant coeflicients across both sub-samples
suggest that the findings are not confined to any
single institutional setting, although future research
employing country-by-country estimation or mul-
tilevel modeling would provide a more granular as-
sessment of cross-country heterogeneity.

CONCLUSION

This study examined the impact of ESG performance on financial performance and the moderating role
of M_score, using an unbalanced panel of 19,430 observations from publicly listed firms across 12 Asian
economies over the period 2004-2023.

There are three main findings. First, ESG performance exerts a positive and statistically significant im-
pact on financial performance as measured by Tobin’s Q and ROE, with each of the three individual
pillars — environmental, social, and governance - contributing independently to this outcome. Second,
M_score positively moderates the ESG-financial performance relationship, confirming that manage-
rial efficiency is a critical boundary condition: firms led by more capable managers generate greater
financial returns from ESG investment. Third, sub-sample analyses reveal that the magnitude of the
ESG effect is stronger in developing economies, where all three pillars drive value creation, whereas in
developed Asian markets, only the governance and social pillars generate significant market premiums.

These findings carry important implications for both theory and practice. The results support stake-
holder theory by demonstrating that ESG activities generate value through enhanced reputation and
broadened stakeholder relationships, while also validating agency theory by showing that managerial
capability is essential to realizing those benefits. For policymakers, the findings suggest that regula-
tory efforts to strengthen ESG disclosure and governance quality in Asian markets are likely to yield
measurable financial benefits, particularly in developing economies where institutional frameworks
are still maturing. For firm managers and investors, the results indicate that ESG investment strategies
should be accompanied by attention to managerial quality and that optimal investment priorities dif-
fer between developed and developing country contexts. Future research could extend this evidence by
exploring non-linear ESG-financial performance dynamics, examining sector-specific moderating fac-
tors, and incorporating financial institutions currently excluded from the sample.
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