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Abstract 

Purpose: This study aims to analyze the effect of ESG on the financial performance of 
energy and materials sector companies listed on Bursa Malaysia from 2021 - 2023. 
Method: This research uses a quantitative approach with a purposive sampling technique, 
and 23 companies were obtained as samples. Data was obtained from Refinitiv Eikon and 
financial statements, and SPSS 30.0 was used. To analyze the data. Companies that did not 
have complete ESG data from 2021-2023 were excluded from the analysis. 
Results: The results of this study show that environmental performance has a significant 
negative effect on financial performance, social performance has no significant direct effect 
on financial performance, while governance has a significant positive impact on financial 
performance. 
Implications: This study provides strategic recommendations for companies, investors, 
and regulators in managing sustainability issues to support sustainable long-term value 
creation. 
Novelty: This study focuses on energy and basic materials companies listed on Bursa 
Malaysia, an emerging market that is still relatively rare in the ESG literature. Meanwhile, 
most of the previous studies focused on developed countries that have stricter ESG 
regulations and more mature sustainability implementation. 
 
Keywords: environmental; social; governance; filnanclial perlformlance 

 
Abstrak 

Tujuan: Penelitian ini bertujuan untuk menganalisis pengaruh ESG terhadap 
kinerja keuangan perusahaan sektor energi dan materials yang terdaftar di Bursa 
Malaysia selama periode 2021–2023. 
Metode: Penelitian ini menggunakan pendekatan kuantitatif dengan teknik 
purposive sampling dan diperoleh 23 perusahaan sebagai sampel. Data diperoleh 

dari Refinitiv Eikon dan laporan keuangan serta menggunakan SPSS 30.0. untuk 
menganalisis data. Perusahaan yang tidak memiliki data ESG lengkap dari tahun 
2021-2023 dikeluarkan dari analisis. 
Hasil: Hasil penelitian ini menunjukan kinerja kinerja lingkungan memiliki 
pengaruh negative yang signifikan terhadap kinerja keuangan dan kinerja sosial 
tidak memiliki pengaruh langsung yang signifikan terhadap kinerja keuangan, 
sementara tata kelola memiliki dampak positif signifikan terhadap kinerja 
keuangan. 
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Implikasi: Studi ini berkontribusi untuk memberikan rekomendasi strategis bagi 
perusahaan, investor, dan regulator dalam mengelola isu keberlanjutan guna 
mendukung penciptaan nilai jangka panjang yang berkelanjutan. 
Kebaruan: Penelitian ini berfokus pada perusahaan sektor energy dan basic 
materials yang terdaftar di Bursa Malaysia, sebuah pasar dari negara berkembang 

yang masih relatif jarang dijadikan objek kajian dalam literatur ESG. Sedangkan, 
sebagian besar penelitian sebelumnya berfokus pada negara maju yang memiliki 
regulasi ESG yang lebih ketat dan implementasi keberlanjutan yang lebih matang.  
 

Kata kunci: lingkungan; sosial; tata kelola; kinerja keuangan 

 

INTRODUCTION  

In recent years, sustainability issues have gained increasing attention, 

particularly in three key areas: environmental, social, and corporate governance 

(ESG) (Firmansyah et al., 2023). ESG has become an essential element in modern 

business strategy as more and more stakeholders demand that companies not 

only prioritize short-term profits but also consider the social and environmental 

impacts of their operations. This shift reflects the transition from Shareholder 

Theory, which focuses on optimizing shareholder returns, to Stakeholder Theory, 

which places more emphasis on long-term value creation for all stakeholders 

(Freeman, 1984). This theory suggests that companies should manage 

relationships with all parties involved in their operations to maintain sustainable 

long-term performance and provide wider benefits to society, the environment 

and shareholders (Ryszawska, 2016). 

Sustainability reports have become one of the main tools to demonstrate 

companies' commitment to sustainability (Buallay et al., 2020). The increased 

demand for these reports reflects the public's and investors' growing expectations 

for companies to disclose non-financial information relating to their social and 

environmental impacts. Research shows that while investments in ESG initiatives 

are often costly in the short term, the long-term benefits accruing to companies 

are far greater (Walker & Wan, 2012). These benefits include increased 

competitiveness, risk mitigation, strengthened reputation, and resilience in the 

face of crisis. With growing evidence that companies that integrate ESG into their 

strategies are better able to survive in the long run, the adoption of these 

sustainability principles is increasingly becoming a strategic necessity rather than 

an obligation (Branco & Rodrigues, 2006; Jain et al., 2016). 

The energy and materials sector ils olne of thle most strateglic sectors in 

supporting global elconomilc devellopment (Jayadin, 2011). Both sectors are the 

main drivers of industrial activity, but they also face major challenges related to 

environmental impacts. Overexploitation of natural resources and high carbon 

emissions lead to ecosystem damage and climate change, which are increasingly 

becoming major concerns for governments, stakeholders and Society (Judijanto et 

al., 2023). In addition, the energy and materials sectors are also under the 

spotlight in terms of social management, such as human rights, corporate social 
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responsibility, and engagement with surrounding communities. Therefore, both 

sectors need to implement more effective sustainability strategies to reduce 

negative impacts on the environment and society and meet the increasingly high 

expectations of stakeholders, including regulators and consumers (Behl et al., 

2022; Hart, 1995). 

In the Asian region, particularly in Malaysia, the energy and materials 

sector faces major challenges in adopting ESG principles. The Asia-Pacific region 

is projected to be the largest contributor to global energy demand growth 

through 2040, with countries in the region accounting for nearly two-thirds of the 

world's energy demand growth (International Energy Agency, 2019). Despite the 

strategic importance of the energy and materials sector in Malaysia and other 

ASEAN developing countries, ESG adoption in the region still lags behind 

developed countries (Kurniawan & Rokhim, 2023). This is due to various 

barriers, such as the lack of public and corporate awareness of the importance of 

sustainability, the lack of uniformity in ESG policy standards, and the limited 

resources of many companies. Thus, despite the high demand for ESG 

investments, full implementation in the energy and materials sector in Malaysia 

still faces various challenges (Ratnasingam et al., 2023). 

The COVID-19 pandemic, which hit the world in 2020, has exacerbated 

these challenges and added urgency to ESG adoption. Research shows that 

companies with solid sustainability policies are better able to withstand the 

negative impacts of global crises such as the pandemic (Anggun, 2022). ESG 

practices can act as an effective risk mitigation tool, assisting companies in 

managing economic and social uncertainties. During the pandemic, investors 

have become increasingly interested in sustainable funds, which saw record 

inflows in the first quarter of 2020, reflecting growing confidence in ESG-based 

investments. This confirms that ESG is not only important for long-term 

sustainability but also for risk management in the face of unexpected crisis 

situations (Elnahass et al., 2022). 

Research on thle rellatlionshilp betwelen ESlG and clorporalte financial 

p lerformlance still shows mlixed results. Slome previous studlies show a plosiltive 

relationship betwelen ESlG scores and flinanclial plerform lance (Habib & Mourad, 

2024; Husada & Handayani, 2021; Kalia & Aggarwal, 2023; Mohammad & 

Wasiuzzaman, 2021), while others find a negative or insignificant impact (Junius 

et al., 2020; Putriningtyas et al., 2024). Most of the existing research also focuses 

on developed countries, with little attention paid to developing country contexts 

(Firmansyah & Setyorini, 2023). This gap leads to the need for more specific 

research in countries with different economic and social characteristics, such as 

Malaysia. In addition, there is limited research focus on the energy and materials 

sector, even though this sector is deeply connected to sustainability issues and 

requires special attention (Tarmuji et al., 2016). 
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This study aims to evaluate how ESG practices affect the financial 

performance of companies in the energy and raw materials sector listed on the 

Malaysian Stock Exchange during the period 2021 to 2023. By utilizing data from 

Refinitiv Eikon and applying multiple linear regression analysis, this study is 

expected to enrich insights into the relationship between ESG and financial 

performance in the context of developing countries, particularly in Malaysia. 

From a practical perspective, the findings of this research are expected to provide 

strategic insights for businesses, investors, and regulatory authorities in 

addressing sustainability issues to support the achievement of sustainable long-

term economic value. 

According to stakeholder theory, the success of an organization depends 

heavily on its ability to manage and balance the interests of various parties 

involved, including employees, consumers, suppliers, the community, and 

investors (Freeman, 1984). Organizations that are able to meet the expectations 

and needs of all stakeholders have the potential to create sustainable value for all 

parties. This approach differs from the traditional model, which focuses solely on 

shareholder interests, as it encourages organizations to make more inclusive 

decisions by considering ethics and sustainability principles (Goswami & 

Bhaduri, 2023). In this context, companies are expected not only to pursue profits 

for shareholders but also to consider the impact of their decisions on all 

stakeholders, as their support is crucial for maintaining business continuity and 

driving long-term growth. 

Stakeholder perceptions have a significant impact on a company's ESG 

(Environmental, Social, and Governance) efforts, as positive perceptions can 

enhance reputation, foster customer loyalty, and increase investor confidence, all 

of which contribute to competitive advantage and financial performance  (Razak 

et al., 2023). Conversely, negative perceptions can damage a company's 

reputation, leading to divestment, boycotts, and lost business opportunities 

(Razak et al., 2023). Therefore, companies need to actively engage stakeholders to 

understand their concerns and expectations. Companies that prioritize ESG 

initiatives tend to perform better, as ESG practices influence stakeholder 

behaviour - driving customer satisfaction, improving employee morale and 

attracting socially responsible investors (Khandelwal et al., 2023; Koeswayo et al., 

2024; Puriwat & Tripopsakul, 2023). Empirical evidence suggests a positive 

correlation between strong ESG performance and corporate success, as it drives 

innovation, reduces risk and improves operational efficiency, ultimately 

improving financial outcomes (Minoja, 2012; Narula et al., 2023). By addressing 

the concerns of various stakeholders, companies can build trust, increase 

support, and improve their reputation and financial performance. 

Companies that adopt environmentally friendly practices fulfil ethical and 

legal obligations while improving competitiveness, stakeholder relations, and 

financial performance (Valentinov, 2023). Although sustainability investments 
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may initially strain resources, aligning environmental efforts with stakeholder 

expectations can drive innovation, mitigate risk and offer a competitive 

advantage (Tan et al., 2022; Ye & Dela, 2023). Several studies have found a 

positive relationship between environmental sustainability and financial success, 

with progressive strategies improving financial outcomes through waste 

reduction, cost savings, and innovation efficiency (Hart, 1995b; Naseer et al., 

2023; Ramanathan, 2018). In addition, strong environmental performance reduces 

reputational risk and increases opportunities for customer loyalty and market 

expansion, especially in environmentally sensitive industries (Pineiro-Chousa et 

al., 2017; Vasileiou et al., 2022). Conversely, poor environmental practices can 

result in sanctions, reputational damage, and long-term financial losses (Matozza 

et al., 2019; Ventouri et al., 2023). Therefore, integrating environmental 

sustainability into corporate strategy is critical to achieving financial success and 

meeting stakeholder demands (Park & Jang, 2021; Sen & Bhattacharya, 2001). 

Based on this explanation, the first hypothesis developed in this study is: 

H1: Environmental performance affects financial performance 

 
Referring to the stakeholder theory perspective, companies that are able to 

establish constructive relationships with their stakeholders and are committed to 

responsible social programs tend to achieve better financial performance, build a 

positive image in the public eye, and gain a competitive advantage. This is made 

possible by the emergence of trust and good reputation formed through the 

implementation of sustainable business practices (Pedrini & Ferri, 2018; Ting et 

al., 2020). Empirical research generally supports a positive relationship between 

social performance and financial outcomes, with benefits such as enhanced 

reputation, stakeholder satisfaction, and operational efficiency (Licandro et al., 

2024). However, the impact varies across industries and regions, with consumer-

facing sectors showing stronger effects (Zaiane & Ellouze, 2023), while reduced 

profits can occur when costs outweigh benefits (Gaio et al., 2020). Socially 

responsible practices, including labour standards, health and safety, and 

community relations, often improve employee morale, customer loyalty, and 

financial performance, but poor practices can risk strikes, lawsuits, and 

reputational damage (Dahan et al., 2023). Although some argue that social 

responsibility does not always result in financial benefits (McWilliams & Siegel, 

2000), others argue that greater commitment can improve corporate performance 

through stronger relationships with stakeholders (Barnett & Salomon, 2006). 

Based on this explanation, the second hypothesis developed in this study is: 

H2: Social performance affects financial performance. 

 
Corporate governance encompasses the systems and mechanisms for 

managing an organization, including the composition of the board of directors, 

policies related to executive compensation, and the protection of shareholder 
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rights. Effective governance improves decision-making, reduces risk and builds 

stakeholder trust, which often results in improved access to capital and a lower 

cost of capital (de Villiers & Dimes, 2021; Hulo et al., 2021). Oln thle othler h land, 

poor golvernance can llead to mismanagement and financial abuse, thereby 

damaging shareholder trust and corporate reputation (Velte, 2023). Stakeholder-

oriented governance practices, such as ethical guidelines and transparency 

measures, can improve firm performance by reducing agency costs and fostering 

trust (Dao & Phan, 2023). Previous research shows that higher governance 

standards result in more efficient investments and better operational 

performance, especially in environments with strong investor protection 

(Alsayegh et al., 2020). Effective corporate governance contributes positively to a 

company's financial performance and sustainability. A number of studies also 

show that the combination of good governance and the implementation of 

corporate social responsibility (CSR) has a significant impact on improving 

financial performance (Achim et al., 2016). Based on this explanation, the third 

hypothesis developed in this study is: 

H3: Governance performance affects financial performance. 

 
Based on the theoretical framework and hypothesis, this research model is 

illustrated in Figure 1. 
 

 
 
 
  
 
 

 
Figure 1. Conceptual Framework 

Source: Processed Data (2025) 

 

METHOD 

This study took all companies engaged in the energy and materials sector 

and listed on the Malaysian Stock Exchange as the population. For sample 

selection, purposive sampling was used so that the selected analysis units were 

in accordance with the criteria and objectives of the study. The research focus is 

directed at companies that have disclosed their ESG scores for the past three 

years (2021-2023). This study uses data collection techniques/methods in the 

form of non-participant observation, where researchers only observe without 

being directly involved in making observations. The data analyzed includes 

annual financial reports of energy and materials sector companies in the capital 

markets of Indonesia, Malaysia, Singapore, and Thailand, as well as data from 

Refinitiv Eikon. Refinitiv Eikon is a comprehensive analytics platform and 

database that is widely used by finance, investment, and economics professionals 

H1 

H2 

Environmental performance 

Social performance 

Governance performance 

Financial Performance 

 
H3 
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to obtain real-time and historical financial data. The platform also offers market 

insights as well as relevant analytical tools. As one of the most trusted data 

sources, Refinitiv Eikon provides in-depth and extensive information on global 

markets, including the Bursa Malaysia market. 

In this study, only companies with ESG scores available in the Refinitiv 

Eikon database were included in the analysis. Companies with incomplete data 

or those that did not disclose ESG scores were excluded from the sample 

selection process. This study used multiple regression analysis conducted 

through SPSS version 30.0 software. Before conducting hypothesis testing using 

multiple regression, a series of preliminary tests were conducted to ensure model 

validity and data reliability. The series of tests conducted in this study included 

testing the validity and reliability of the instruments, as well as classical 

assumption tests consisting of normality, multicollinearity, heteroscedasticity, 

and analysis of the coefficient of determination. The sample selection process is 

comprehensively detailed in Table 1, which illustrates the stages of data selection 

and the criteria applied for sample selection. 

Table 1. Sample selection. 

Sampling Procedure Malaysia 

Energy and materials sector companies 151 

Companies do not disclose annual reports 2021 - 2023 0 

The company does not have complete ESG data from 2021-2023 (128) 

Research sample 23 

Total sample for 3 years 69 
Source: Processed Data (2024) 

 
Analysis Model 
 This study argues that company performance, as represented by Return on 

Equity (ROE), is influenced by three main aspects of ESG disclosure, namely 

environmental (ENV), social (SOC), and governance (GOV) aspects. The 

analytical model used in this study is designed as follows: 

 
ROEi,t = α + β1ENV + β2SOC + β3GOV + …. Eit 

 
Description: 

ROE  = Financial Performance (ROE) 

ENV  = Environmental Performance 

SOC  = Social Performance 

GOV  = Governance Performance 

β1,2,3,4  = Path coefficient 

α  = Constant 

e  = Residual 

i  = Energy and Materials Sector Company 

t  = Period/time 
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Variable operationalization and measurement 

This study aims to examine the relationship between ESG performance and 

company performance. Company performance, as the dependent variable, is 

measured using the Return on Equity (ROE) indicator. Meanwhile, the 

independent variables consist of three main ESG dimensions, namely 

environmental (ENV), social (SOC), and governance (GOV) aspects. To evaluate 

a company's ESG performance, one of the measurement tools used is the ESG 

score. This score reflects the extent to which a company discloses information 

related to sustainability, particularly in the environmental dimension, which is 

part of ESG data. In the Refinitiv Eikon database, the ESG score is given on a 

scale of 0 to 100, where a score of 0 indicates minimal ESG disclosure and a score 

of 100 reflects very complete disclosure of all ESG components. The score is 

divided into three main pillars with the following classifications: 

Table 2. ESG performance and its categories 

 
Source:  Bhaskaran dkk., (2023) 

 

To clarify the scope of the study and provide a deeper understanding of the 

variables used, Table 3 presents a detailed explanation of each variable. 

Table 3. Operasionalisasi Variabel. 

Variabel Fungsi Operasionalisasi Variabel 

Financial Performance 
(ROE) 

Variable 
Dependent 

Net Income / Shareholders 
Equity 

Environmental performance 
(ENV) 

Variable 
Independent 

Refinitiv eikon ESG 
Database – environmental 
Pillars 

Social performance (SOC) Variable 
Independent 

Refinitiv eikon ESG 
Database – Social Pillars 

Governance performance 
(GOV) 

Variable 
Independent 

Refinitiv eikon ESG 
Database – governance 
Pillars 

Source: Processed Data (2024) 

 

RESULTS AND DISCUSSION 

Normality Test 

A normality test was conducted in this study to ensure that the residual 

values had a near-normal distribution (Afani et al., 2024). The test used the 

Kolmogorov-Smirnov method via SPSS software version 30, with the results 

shown in Table 4. 
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Based on the results of the One-Sample Kolmogorov-Smirnov Test, the 

Asymp. Sig. (2-tailed) value for the residuals is 0.200. Since this value exceeds the 

significance threshold of 0.05, it can be concluded that the residuals in this model 

are normally distributed. 

Table 4. One-Sample Kolmogorov-Smirnov Test Results 

 
U lnstandarldized 
Residlual 

Nl 69 

Nlorm lal Parlametlersa,b Mlealn 0,0000000 

Stld. Delviatioln 6,64510071 

Most Extreme Differences Ablsolulte 0,074 

P lositive 0,063 

Nlegaltive -0,074 

Test Statistic 0,074 

Asylmp. Sigl. (2-tailed)c 0,200d 

a. Test distribution is Normal. 
Source: Processed Data (2024) 

 

Multicollinearity Test 

Multicollinearity testing is performed to ensure that there is no high 

correlation between independent variables in the regression model. A model is 

said to be free from multicollinearity if the Variance Inflation Factor (VIF) value 

is below 10 and the tolerance value exceeds 0.10. 

Table 5. Multicollinearity Test Results 

 
Source: Processed Data (2024) 

 

Based on the results of multicollinearity testing, all independent variables 

in the model—namely Environmental (ENV), Social (SOC), and Governance 

(GOV)—have tolerance values above 0.10 and VIF values below 10. Based on 

these criteria, it can be concluded that there is no multicollinearity among the 

independent variables in this research model. 

 

Autocorrelation Test 

The Durbin-Watson test is used to detect the presence of autocorrelation in 

the regression model. Table 6 are the results of the autocorrelation test. 

Based on Table 6 of the Durbin-Watson Test results, the DW value is 1.821. 
With a sample size of 69 and a total of 3 independent variables, the dU value is 
known to be 1.7015. Based on the evaluation criteria, the DW value meets the 
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condition dU < DW < 4 - dU, namely 1.7015 < 1.821 < 2.2985. This indicates that 
the regression model does not have an autocorrelation problem. 

Table 6. Alutocorrellatilon Test Resullts 

 
Source: Processed Data (2024) 

 
Hypothesis Test 

In this study, multiple linear regression was used to determine the partial 
effect of each independent variable on the dependent variable. The results of the 
multiple linear regression test using the t-test are presented as follows: 

Table 7. Hypothesis Test Results 

 
Source: Processed Data (2024) 

 

Based on the results of the hypothesis testing presented in Table 7, it can be 

seen that the ENV, SOC, and GOV variables have different partial effects on 

ROE. The environmental performance variable (ENV) shows a coefficient of -

0.251 with a significance level of less than 0.001, which is less than the threshold 

of 0.05. This indicates that ENV has a negative and significant effect on ROE. On 

the other hand, the social performance variable (SOC) has a coefficient value of 

0.063 and a significance value of 0.143, which exceeds the 0.05 threshold, so it can 

be concluded that its effect on ROE is not significant. The governance variable 

(GOV) obtained a coefficient of 0.183 with a significance value of 0.006, which is 

less than 0.05, indicating that GOV has a positive and significant effect on Return 

on Equity. 

 
Effect of Environmental Performance on Financial Performance 

Within the framework of stakeholder theory, investment in environmental 

practices is considered to enhance corporate reputation, meet stakeholder 

demands, and provide a competitive advantage that can potentially improve 

financial performance. However, this study found a significant negative 

relationship between environmental performance and financial performance in 

energy and materials sector companies in Malaysia. This is based on several 

factors, one of which is the trade-off theory, which states that the costs of 

implementing environmentally friendly practices often exceed the financial 

benefits in the short term (Cordeiro & Sarkis, 1997; Deng et al., 2016). Therefore, 
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it is important for companies to consider the long-term consequences of 

environmental investments on their financial performance. 

The results of this study suggest that companies that focus on 

environmental performance may face a decline in financial returns in the short 

term. This decline is due to the high initial costs required to implement 

environmentally friendly practices, for which the financial benefits may not be 

immediately felt. However, in the long run, investments in environmental 

sustainability have the potential to provide significant benefits, such as improved 

brand reputation, stronger customer loyalty, and better operational cost 

efficiency, which ultimately affect the company's financial performance. 

Previous studies have shown mixed results. Some studies, such  Kim & Li 

(2021) and Licandro et al. (2024), found that sustainable practices provide 

financial benefits. In contrast, Liu & Wu (2023) and Ye & Dela (2023) reported 

that green measures entail high costs that may not be offset by gains in the near 

term. In the ASEAN context, strict regulations and low demand for green 

products mean that investments in sustainability often do not yield immediate 

returns, especially in capital-intensive sectors such as energy and materials 

(Earnhart, 2018; Iraldo et al., 2011). Other studies, such as those by Hassel et al. 

(2005) dan  Walker & Wan (2012) highlight the potential long-term benefits of 

environmental performance, such as improved reputation, customer loyalty and 

operational efficiency. Furthermore, research by Elsayed & Paton (2005) shows a 

neutral impact on financial performance in the short term, but emphasizes that 

the success of green initiatives can help companies reduce environmental risks 

and take advantage of green market opportunities.  

 

Effect of Social Performance on Financial Performance 

Based on the analysis results, social aspects in ESG performance do not 

show a significant influence on the financial performance of companies in the 

energy and materials sectors listed in Malaysia. This finding contradicts the 

stakeholder principles, which state that effective relationship management with 

stakeholders can result in better financial performance (Bridges & Harrison, 2003; 

Koeswayo et al., 2024). In the Malaysian context, the benefits of social 

performance, such as improved customer loyalty, employee productivity, or 

supplier relationships, may not be directly reflected in financial metrics. 

Nonetheless, these results indicate the potential long-term benefits of social 

performance to a firm's financial sustainability (Ruf et al., 2001). 

This result also contrasts with previous studies, such as Eccles et al. (2014) 

and Shakil et al. (2019), which found a positive correlation between corporate 

social responsibility (CSR) initiatives and financial performance. In their studies, 

CSR is thought to enhance brand reputation, community trust, and stakeholder 

loyalty, which ultimately drives financial performance. However, this study 

supports the findings of Makni et al. (2009) and Kong et al. (2020), which state 
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that the relationship between social and financial performance is often 

insignificant, especially in complex socio-cultural contexts such as in ASEAN 

countries, including Malaysia. Factors such as ethnic diversity, religion, and 

socioeconomic conditions may influence the way stakeholders assess corporate 

social performance so that the impact is not directly reflected in Return on Equity 

(ROE). 

In addition, this lack of a significant relationship may be explained by the 

motives behind firms' involvement in the social pillar of ESG. McWilliams & 

Siegel (2000) mentioned that some companies engage in CSR due to external 

pressure or regulatory compliance rather than for financial purposes alone. 

Barnett & Salomon (2006) even propose that the relationship between social and 

financial performance may be U-shaped, where financial benefits are only seen at 

high levels of social investment. This underscores that social return on 

investment (ROI) needs to be measured not only from financial parameters but 

also non-financial ones, such as brand reputation or stakeholder trust, 

particularly in the energy and materials sector in Malaysia. 

 
Effect of Governance Performance on Financial Performance 

According to the stakeholder theory proposed by Freeman (1984), the 

success of an organization depends heavily on its ability to consider and balance 

the interests of all stakeholders. The results of this study indicate that the 

implementation of ethical and comprehensive corporate governance plays an 

important role in driving financial performance improvement. When companies 

in the energy and raw materials sectors prioritize the well-being of 

stakeholders—such as employees, consumers, suppliers, and communities—this 

can strengthen the company's image, reduce potential risks, and ultimately have 

a positive impact on financial performance. These findings underscore the 

urgency of integrating a stakeholder-based approach into corporate governance 

systems, in line with the growing global awareness of socially responsible and 

ethically grounded business practices. 

The results of this study are in line with previous studies conducted by 

Arora & Sharma (2016) and Achim et al. (2016), which found that the 

implementation of solid corporate governance has a positive relationship with 

financial performance. However, these findings contradict the results of a study 

by Sitompul & Muslih, (2020) which concluded that corporate governance 

performance does not have a significant impact on a company's financial 

performance. 

Empirically, this study extends the literature on the impact of governance 

on firm performance, particularly in the energy and materials sector in Malaysia. 

By revealing a positive and significant relationship, this study confirms that 

effective governance is one of the key drivers of successful financial performance. 

This contribution is relevant both theoretically and practically by providing a 
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foundation for further research, including identifying specific governance 

practices that are most effective in improving corporate financial performance. In 

addition, this study provides empirical evidence that strong governance practices 

can generate financial benefits, providing a strategic foothold for firms to 

integrate governance reforms in their long-term planning. 

 

CONCLUSION 

This study examines the relationship between ESG performance, which 

encompasses environmental, social, and governance aspects, and the financial 

performance of companies in the energy and materials sectors in Malaysia. The 

findings indicate that environmental performance has a significant negative 

impact on financial performance. On the other hand, the social dimension does 

not show a significant direct impact, while corporate governance has a significant 

positive impact on financial performance. This suggests that improving 

environmental and social standards alone is not enough to improve corporate 

performance. Meanwhile, effective governance can be one of the main factors 

that drive the company's financial performance. The implications of this study 

suggest companies strategically plan environmental initiatives to reduce the 

short-term negative impact on financial performance. Meanwhile, social 

initiatives are important to build long-term relationships with stakeholders, even 

though their direct impact on finance is not significant. Furthermore, strong 

governance should be a top priority to improve a company's financial 

performance and competitiveness. This study is limited to certain indicators to 

measure financial performance. Future research can use more financial 

performance indicators and explore how ESG initiatives affect financial 

performance in the long run. Future research is also recommended to consider 

other factors, such as board characteristics, government regulations and financial 

constraints that occur in companies. 
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