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ABSTRACT
This study investigated the impact of environmental, social and governance
(ESG) disclosures on financial performance as captured by firms’ value of
public listed companies (PLCs) in Malaysia due to the growing interest in
ESG disclosure practices. The sample consisted of 114 PLCs in Malaysia
selected from Datastream. All the selected companies had a complete ESG
for 2019. Using the ESG score index, the mean score for each disclosure
was computed. Both correlation and regression analyses were carried
out to investigate possible links between ESG and accounting measures
of financial performance as a proxy by the Weighted Average Cost of
Capital (WACC). Based on a regression analysis, ESG was discovered to
have a significant relationship with WACC. In addition, further analysis
revealed that out of the three dimensions of ESG, social disclosure had a
significant impact on financial performance compared to environmental and
governance disclosure. This study provides empirical evidence concerning
the dominant impact of social disclosure for firms’ financial information. It
also provides environmental and governance disclosures that are important
for stakeholders. The results offer stakeholders more transparent and useful
information on corporate social responsibility reporting which provides for
a more visible reporting in order to gain trust from stakeholders.
Keywords: environmental, social, governance (ESG) disclosures, financial
performance, weighted average cost of capital (WACC)
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INTRODUCTION
The goal of environmental, social and governance (ESG) disclosure of
information is to look at another angle of corporate performance which
is beyond accounting information. It is also noted that the element of
accounting information in the financial statements provides little information
to stakeholders in terms of workplace culture, quality, brand, reputation,
safety, strategies, know-how and other pertinent non-financial information.
For some reasons, ESG information is very important for the management.
According to Galbreath (2013), ESG can be used to assess leadership
capabilities in a corporation by assisting the management to focus on a wide
range of non-financial information, particularly regarding environmental,
social and governance aspects. It also helps managers to proactively
understand significant changes in a corporation’s overall plans and make
necessary changes and amendments to align with the original plan.
The basic idea of ESG information is that it serves as a tenet
for investors to assess their potential investment (Chen, 2019). ESG
enable investors to make better decisions on every investment made by
identifying risks that can minimize their problems. Investors prefer shortterm investments which are always associated with higher risks (Global
Sustainable Investment Alliance, 2018). ESG also provides one important
element to the intangible assets of corporations reflecting the value of the
brand (Ramadhani, 2019). Ethical performance, responsible corporations,
employees’ safety, and welfare are all intangible assets of ESG.
Accordingly, disclosure of ESG is important to be explored
especially on its impact on financial performance. This study investigated
the impact of ESG disclosures on financial performance of public listed
companies (PLCs) in Malaysia. Environmental disclosures are defined as
a collection of definition containing targets, reasons, and statistical data
such as amount emissions and assets spent for a certain accounting period
towards the environmental impact of the corporations (ACCA, 2005). The
environmental aspect may also include a company’s energy use, waste,
pollution, natural resource conservation, and treatment of animals. The
two means of disclosures as stated by Tze, Tho, Goh, Thai, and Teh (2016)
are mandatory and voluntary environmental disclosures. Environmental
disclosures which were previously voluntary, is currently made mandatory
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by Bursa Malaysia as a listing rule. Even though the stage of environmental
disclosures in Malaysia is still at its infancy, it is progressing due to pressure
from stakeholders who demand corporations to be accountable to disclose
and report environmental information to them (Amran & Siti Nabiha, 2009;
Elijido-Ten, 2007; Mokhtar, 2015).
Other than environmental disclosures, social disclosures are another
form of a corporation’s relationship with stakeholders, with regard to
social policy issues, as well as to society at large. Ever since the increase
of environmental and social disclosures, there is also a rise in research
related to these fields. Researchers have consistently postulated that highly
profitable corporations are those corporations which are more “socially”
and “environmentally-sensitive” industries (Gray, Javad, Power, & Sinclair,
2001). Therefore, disclosure studies need to consider both the environmental
and social dimensions.
Governance, on the other hand, was not a mandatory or legal
requirement until the reinforcement of corporate governance structure
through the Sarbanes Oxley Act (SOX) 2002 in the United States and the
Cadbury Committee study in the United Kingdom in 1992. As for public
listed companies in Malaysia, the Revised Malaysian Code of Corporate
Governance (MCCG) 2017 requires all PLCs in Malaysia to disclose their
corporate governance information in their annual report. Board leadership
and effectiveness are governed by Principle A, effective audit and risk
management are under Principle B and the integrity of corporate reporting
and meaningful relationship with stakeholders are stipulated under Principle
C. All these three principles under the Revised MCCG 2017 help tighten
the relationship between corporations and stakeholders.
This paper is organized as follows: Section 2 provides a review of
literature and the theories underpinning the study, Section 3 discusses the
methodology, Section 4 explains the research framework and hypotheses
development, Section 5 discusses the results, and Section 6 concludes the
paper.
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LITERATURE REVIEW
The literature discussing ESG is quite abundant More recently, Chen (2019)
defineds ESG criteria as “a set of standards for a company’s operations
that socially conscious investors use to screen potential investments.
Environmental criteria consider how a company performs as a steward
of nature. Social criteria examine how it manages relationships with
employees, suppliers, customers and the communities where it operates.
Governance deals with a company’s leadership, executive pay, audits,
internal controls and shareholder rights.”
Specifically, ESG criteria are created to capture additional dimensions
of corporate performance, which are not reflected in the accounting
financial data (Friede, Busch, & Bassen, 2015). Stakeholders including
investors noticed that financial information alone is not sufficient to
ensure the sustainability of a business. The United Nations Environment
Program Finance Incentive (UNEP FI) and the World Business Council
for Sustainable Department 2010 believe that integrating ESG aspects
are essential to gain key stakeholders’ trusts (Keating & Frumkin, 2003;
Kotsantonis, Pinney, & Serafeim, 2016). There are many standards,
guidelines, rules and conventions that corporations are expected to comply
for them to gain the essential trust of their key stakeholders (Stremikiene,
Simanaviciene, & Kovaliov, 2009). It is most likely that ESG disclosure is
the most visible means for sustainability reporting.
ESG disclosure is part of discharging accountability to stakeholders.
The three main dimensions of environment, social and governance in
ESG measure the sustainability and societal impact of an investment by
corporations. These three main dimensions help measure not only financial
performance but also future performance of corporations. Past studies
have shown that different corporations have different strategies to outfit
for ESG disclosures, giving an impact towards financial performance
(Friede, Busch, & Bassen, 2015; Ruhaya, Razali, Said, & Zainon, 2016;
Kweh, Alrazi, Chan, Abdullah, & Lee, 2017; Tze et al., 2016; Zhao, 2018).
The results are inconclusive as they are mixed between positive and
contradictory. Irrespective of the inconclusive results, studies have shown
that good sustainability management is vital in increasing the efficiency
of corporations in the long run (Bachoo, Tan, & Wilson, 2013; Riyadh,
Sukoharsono, & Alfaiza, 2019).
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The Stakeholder Theory (ST) is always used to investigate the link
between ESG and corporate financial performance. The Theory was
developed in the 1960s and gained popularity in the 1980s. Freeman (1984)
originally detailed the ST of organizational management and business ethics
that addresses morals and values in managing an organization. Stakeholders
group include both internal and external partners such as investors, creditors,
environmentalists, and the government, assessing the performance of
organizations by analyzing the disclosure of financial information in annual
reports. After decades, there has been an increasing concern in business
integrity and the ST has emerged as one of the most influential theories in
governance issues.
Previous researchers (Duran & Rodrigo, 2018; Hao, Moreira, & Haq,
2017; Ismail & Kemal, 2017; Atan et al., 2016; Tarmuji, Maelah & Tarmuji,
2016) have used the ST to clarify environmental and social disclosure
because it has the ability to deliver to the needs of stakeholders that require
management’s attention. Drawing on the ST as a basis, an earlier study by
Ullman (1985) used it in corporate social responsibility by shifting the way
the company puts attention to its social issues. In this regard, stakeholders
have increasingly pushed firms to disclose information concerning ESG
aspects in their operations. The efforts of corporations concerning ESG
might increase the relationships with stakeholders through non-financial
disclosures. These relationships influence stakeholders to support investment
for the corporations in the future (Majoch, Hoepner, & Hebb, 2017; Zhao,
2018). The ST also indicates that the management should have a good
relationship with their stakeholders to be a success (Tarmuji et al., 2016).

METHODOLOGY
Population, Sample and Data Collection
The population of this study was drawn from the total number of public
listed companies in the Datastream database by Thomson Reuters 2019.
A total of 952 companies listed consists of the Main market and Access,
Certainty, Efficiency (ACE) market. The sample of the study was initially
intended based on the census method where data was gathered on every
member of the population. However, at the time this research was conducted,
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a number of companies dropped out of the database, leaving 114 companies
with complete ESG information as a sample for this study. The companies
were from multiple sectors such as utilities, transportation and logistics,
telecommunication and media, property, plantation, industrial products,
healthcare, energy, customer products and construction. The banking
industry was excluded from the sample due to the unique characteristic
of its regulations by the Banking and Financial Institutions Act (BAFIA)
1989 and different reporting requirements. Therefore, the final sample of
114 public listed companies which represented 11.9% of the population was
appropriate for this study. The highest category was consumer products (24
companies) and the least was healthcare (3 companies). The sample was then
categorized based on the firm size using total assets (Ln). Annual reports
for the year 2019 of the sample companies were chosen as secondary data
information for data collection purposes. The extent of disclosures made
through annual reports can be considered for this study as there were many
previous studies which used annual reports as a channel for information
(Ahmad, Hassan, & Mohammad, 2003; Kweh et al., 2017; Haniffa & Cooke,
2005; Mohd Ghazali, 2007; Atan et al., 2016).
ESG Score Index
Most studies on ESG information disclosure of PLCs in Malaysia
used the ESG score index. The effects of the three E, S and G scores
are separately measured as E-environmental score (ESCORE), S-social
score (SSCORE) and G-governance score (GSCORE). There were 57
dimensions of ESCORE, 60 dimensions of SSCORE and 48 dimensions of
GSCORE, summing up to 165 dimensions altogether for ESGSCORE. In
assessing the content of ESG, this study modified the ESG score based on
previous studies by Atan et al. (2016) and Tarmuji et al. (2016). Major key
considerations of environmental disclosure d efficient resource management
and pollution prevention, reduction in carbon emissions and climate impact
as well as environmental reporting/disclosure. Social disclosure, involved
three main considerations of (i) workforce: diversity, health and safety,
labour management, human rights, (ii) product integrity: safety, product
quality, emerging technology issues and, (iii) engagement in community
philanthropy. Governance score particularly needs disclosures on executive
compensation, board accountability, shareholders’ rights and reporting and
disclosure. All these key considerations have the common benefit of aligning
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shareholders’ interest with management hierarchy, consequently reducing
reputational risks. We computed the score independently for each annual
Environmental, Social and Governance Disclosures
report of the PLCs.
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Relationship between Environmental Disclosures
and Financial Performance
There is a multitude of studies in the literature concerning the
relationship between environmental disclosures and financial performance.
Due to its abundance, the findings are mixed as there are distinct samples,
measurements and methods used in the studies. Amran et al. (2012) found
a positive and significant impact of environmental disclosure in 100 PLCs
(35 members of sustainability networks; 65 conveniently selected from
several industries). The influence of the environment on a firm’s financial
performance from previous research showed that there are studies using ESG
as the dependent variable and some using ESG as the independent variable.
In both relationships, environmental disclosures are due to the demand from
stakeholders. Ultimate companies with good financial performance show
that the companies enjoy continuous support from their stakeholders. On
the other hand, there are also negative results of the relationship between
the environmental disclosures and financial performance (Abdul Rahman,
Yusoff, & Wan Mohamed, 2009; Elijido-Ten, 2007). The connection of
fiduciary relationships between stakeholders and the companies stimulated
the interest for this study. Therefore, we hypothesized that:
H1: Environmental disclosure is positively associated with financial
performance.
Relationship between Social Disclosures and Financial
Performance
Pattern (1991, pp. 297-298) stated that “social disclosure is a means
of addressing the exposure companies’ face with regard to the social
environment’, and that ‘the social legitimacy of business is monitored
through the public-policy arena rather than the marketplace and, as such,
the extent of social disclosure should be more closely related to the public
pressure variables than the profitability measures.”
From the above, Pattern (1991) pointed out that social disclosures refer
to a company’s voluntary contribution to sustainable development which
goes beyond numbers and legal requirements. Social disclosure is one of the
primary variables which mostly covers issues related to employees’ relations
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which include health and welfare as well as training and development
which include training in social responsibility (Qiu, Shaukat, & Tharyan,
2016). Taking into consideration the importance of social disclosures, many
related studies have been conducted in associating social disclosures and
social responsibilities with financial performance. Many studies reveal that
there is a positive association between social disclosures and performance
(Amran, Ling, & Sofri, 2007; Esa & Mohd Ghazali, 2012; Hanifa & Cooke,
2005) except for Barnett and Salomon (2012). Given the strong support of
the positive relationship, we hypothesized that:
H2: Social disclosure is positively associated with financial performance.
Relationship between Governance Disclosures and Financial
Performance
The literature on the relationship between governance disclosures
and financial performance is quite embracing (Arora & Sharma, 2016;
Chen, 2019; Heaney, 2009) and furthermore, most of the findings were
consistent where board size is positively significant with corporate
performance. Governance dimensions include executive compensation,
board accountability, shareholders’ rights, reporting and disclosure aligning
with the stakeholders’ needs and expectations for information. Despite
positive and significant relationship, the results of the study from Atan et al.
(2016), showed that there is no significant relationship between individual
and aggregate factors of ESG and firm performance, measured by the
return on equity (ROE). Similarly, the study by Heaney (2009) based on
161 PLCs found that the governance factors such as board size and board
independence were insignificant to the book to market ratio as the firms’
performance. Accordingly, we hypothesized:
H3: Governance disclosure is positively associated with financial
performance.
Control Variable
There are several measurements used as a representative of the
controlling variables. It is possible that the independent variables used in
one study could be the controlling variable in another study. One of the most
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common control variable is the size of the firm measured by total assets
in the disclosure studies. Total assets are the investments held by the firm
expecting to generate future economic benefits. Generating future economic
benefits include generating cash flows, reducing expenses or improving
sales. Firm size (FSIZE) measured by natural logarithm of total assets was
included in this study, as a controlling variable. Often, larger size brings
higher economy of scale to the firm (Taliento, Favino, & Netti, 2019).

RESULTS
The main objective of this study was to investigate the impact of ESG
disclosures on financial performance measured by the WACC of PLCs
in Malaysia. Consequently, three sub-objectives in support of the main
objective of (i) to investigate the relationship between environmental
disclosure with financial performance; (ii) to examine the association
between social disclosure with financial performance; and (iii) to examine
the relationship between governance disclosure with financial performance.
This section discusses data analysis that was performed and then presents
the results. Data were first cleaned up and tested for normality using the
Kolmogorov-Smirnov (K-S). Multicollinearity checks were performed to
ensure that the variables used in this study are not highly correlated with
one another. Descriptive analyses on the dependent, independent and control
variables prepared us to conduct regression analysis. Tests of normality
conducted showed that the distribution of scores of the variables did not
deviated from the normal distribution. The skewness for the environmental
score was -0.28 and kurtosis of -1.52. The skewness for the social score
was -1.12 and kurtosis of -1.29. The skewness for the governance score
was-0.82 and kurtosis of -0.86. Lastly, the skewness for WACC was also
within the range (1.97). As the samples in this study were more than 30
(Pallant, 2011) the normality assumption should not cause problems, indeed
the distribution of scores are normal if the value of skewness and kurtosis
is between -2 and +2 (Tabachnick & Fidell, 2007).
Pearson’s Correlation and Variance Inflation Factor
Multicollinearity checks of Pearson’s Correlation and Tolerance and
Variance Inflation Factor (VIF) to test the correlation between two or more
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variables, whether they are highly correlated, were performed showing the
following results. Table 1 shows the Pearson’s Correlation of the variables
in a one-tailed and two-tailed setting.
Table 1: Pearson Correlation of the Variables
1.
2.
3.
4.
5.

Variables
WACC
ESCORE
SSCORE
GSCORE
FSIZE

WACC
1
.188*
.152**
.221

ESCORE

SSCORE

GSCORE

1
.578**
.059

1
.216*

1

.532**

-.101

0.75

-.073

FSIZE

1

Note: n = 114, *p < 0.05; ** p < 0.01

The results in Table 1 shows significant positive correlations between
the ESG disclosure and some explanatory variables. SSCORE was
significantly and positively related to financial performance, WACC (r =
.152). This meant that financial performance of the firm increased when
the firm disclosed more information on social information. There was a
significantly positive correlation between SSCORE and ESCORE (r =
.578). From these three dimensions of ESG, PLCs in Malaysia are most
likely to disclose more social disclosure information because they believe
that social information can improve and enhance their performance. Other
correlations were mainly positive and above 0.50, except for the negative
correlation which existed between the size of the company (FSIZE) and
environmental disclosure (r = -.101). However, as expected, there was a
significant positive correlation between FSIZE and WACC (r=.532, p<0.01).
Overall, it can be clearly seen that correlations of ESCORE, SSCORE and
GSCORE were all positive with WACC. The Pearson’s correlation results
also showed the absence of multicollinearity since the maximum value of
untabulated VIF was not more than 10 (Hair, Black, Babin, & Anderson,
2010). The results of VIF for ESCORE (4.700); SSCORE (3.250) and
GSCORE (3.531) suggest that there were no multicollinearity problems
for multivariate analysis.
Descriptive Statistics
The descriptive statistics of this study is shown in Table 2 presenting
the mean, minimum and maximum statistics of the items disclosed for each
dimension in ESG.
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Table 2: Descriptive Statistics
Number of Items
Disclosed

Mean

Minimum

Maximum

ESCORE

57

39.43

26

48

SSCORE

60

46.54

49

52

GSCORE

48

41.75

31

43

Total Score

165

127.72

Disclosure

Note: total score = 165 items, n=114 PLCs, mean= number of items disclosed/165

Based on Table 2, the mean score for environmental disclosure
(ESCORE) is 39.43 with a minimum of 26 and a maximum score of 48. The
highest mean score goes to social disclosure (SSCORE) for 46.54, indicating
that social disclosure is the highest-disclosed dimension in ESG disclosures.
While ESCORE is the least-disclosed dimension, governance disclosure
(GSCORE) is in the middle of environmental and social disclosures. Overall,
ESG disclosures for PLCs in Malaysia is considered to be moderate with
the mean average between 39.43 to 46.54.
Regression Analysis
Table 3 reports the outcomes of the regression analysis. The model
was significant at the 0.01 significance level. The result shows that social
disclosure (SSCORE) has a positive relationship with financial performance
(WACC) and the coefficient is significant (.0187). While previous studies
that focus on ESG found positive results between environmental disclosures
and performance (Abdul Rahman et al., 2009; Elijido-Ten, 2007), this study
found otherwise, i.e. negative results between ESCORE and performance.
The coefficient of social (SSCORE) was positive and significant and this
finding is similar with Amran, Ling, and Sofri (2007); Esa and Mohd Ghazali
(2012) as well as Haniffa and Cooke (2005). This result suggests that social
disclosure has profound implications on financial performance. In addition,
the coefficient value of size of the firm (FSIZE) was positive and significant,
showing that larger firms are more likely to create correspondingly larger
social disclosures. Higher social disclosure makes the firm a more appealing
investment to the socially responsible investor, given adjusted R2. 488 that
shows only 48.8% of the variables are explained in the model. The results
of this study are in support of H2.
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Table 3: Regression Results (Dependent Variable: WACC)
DV: Weighted Average Cost of Capital (WACC)
Predictors

Regression
Coefficient

Prob.

Constant

.0232

.0156

ESCORE

-.0008

.0072

SSCORE

.0187**

.0020

.0153

.0040

.0243**

.0331

GSCORE
FSIZE
R2

.108

Adjusted R2

.488

Note: n = 114, *p<0.05; **p<.01

CONCLUSION
This study examined the impact of ESG on the financial performance of
PLCs in Malaysia based on the 2019 data from Datastream as provided
by Thomson Reuters. Empirical evidence provided significant findings
and a positive effect of social disclosure and size of the firm on financial
performance. The study found that the focus of disclosure is on social
disclosures, followed by governance and environmental disclosures. The
regression analysis showed a positive relationship between social and
governance disclosures with the financial performance, but the negative
effect between environmental disclosures and financial performance.
Accountability of the firms was towards the trusts given by the stakeholders,
for the firms to have a drive and positive engagement in disclosing ESG
information to meet stakeholders’ expectations. This study highlighted
that social disclosure of information provided by the firms reward them
as socially responsible firms and consequently improve their financial
performance. The results from this study can further assist stakeholders in
selecting which firms they wish to invest in.
Adherence to international accountability standards, sustainability
reporting, enhancing disclosures and transparency are efforts to uphold the
relationships between firms and stakeholders. PLCs can demonstrate what
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they achieved through disclosure of ESG information to their stakeholders.
In the same vein, PLCs that credibly engage with ESG have improved their
performance. Empirical research found that firms with high ESG disclosures
had higher stock returns and performed better in terms of profitability,
growth, sales than their peers (Lin et al., 2016) or competitors.
This study has important implications for academics and practitioners.
Although there are several previous studies that focused on ESG disclosures,
this study contributes in such a way that ESG disclosures in certain areas
fill the gaps in the literature. For academic implications, whereas most
previous studies used single or combined ESG factor, this study concentrated
on the inter dimension of environmental, social and governance separately.
This study used the relative measures of WACC as a measure of financial
performance representing measures of economic performance based on the
context. Despite using content analysis as the methodology in measuring
and analyzing data, this study used the Thomson Reuters Datastream which
is still new and limited. For practitioners, tightening rules and regulations
from a voluntary approach to a mandatory approach could better increase
accountability and reporting to stakeholders.
The findings of this empirical study should be seen with potential
limitations that might be viewed as a potential opportunity to open new
areas for future research. A limitation of this study is that empirical findings
were limited by the sample and the availability of full information on
ESG. The results of this study may also be affected by the ESG disclosure
indices. Robustness checks of the results could be performed for introducing
inter-effects of the dependent and independent variables. Interchanging the
dependent to independent, and vice versa, inter alia, may bring in different
and conclusive results. The results of this study may serve as a starting point
for future research by considering stakeholders’ background and interests
and their relationship with both combined ESG and interdimensional of ESG
analyzed by each disclosure. This could probably improve and strengthen
Principle C of the Revised MCCG 2017 - the integrity of corporate reporting
and meaningful relationship with stakeholders.
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