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Abstract: This study aimed to examine the impact of Environmental, Social, and Corporate
Governance (ESG) scores and Country Governance Indicators (CGI) on companies’ value. The
study procedures were carried out by creating a linear empirical model where the dependent
variable was companies’ value. In addition, the variables of interest in the model were ESG
scores and CGIl. Analysis was carried out on annual data from 278 non-financial Asian
companies spanning 11 years from 2011-2021. The feasible generalized least squares (FGLS)
method was used for estimation due to the presence of serial correlation and heteroscedasticity
in the data obtained. The results showed the presence of a positive relationship and correlation
between ESG scores and companies’ value. Meanwhile, CGI had a negative impact, revealing
the potential difficulties caused by country governance framework. This study also found a
positive correlation between CGI and ESG on company value. These findings have important
practical contributions emphasizing the significance of ESG factors in improving companies’
value and the complex relationship between country governance and corporate valuation.

Keywords: company value; ESG; country governance indicators; Asian companies; feasible
generalized; least square

1. Introduction

Understanding the factors that influence company value has investors
increasingly focusing on environmental, social, and governance (ESG) factors as
important determinants of company value. The ESG framework as described by Wan
et al. (2023), comprises social equality, environmental preservation, and economic
development. In recent times, businesses typically face greater scrutiny regarding their
social and environmental impacts, which go beyond financial profits. The growing
societal recognition that companies have a moral duty beyond financial performance
has raised the significance of ESG factors. Several studies have shown that
stakeholders must understand ESG practices comprehensively (Bai et al., 2022). Based
on stakeholders theory (Mahajan et al., 2023), there is a pressing need to prioritize the
welfare of all their members, including owners, shareholders, creditors, consumers,
suppliers, government, society, and analysts, rather than only concentrating on
generating profits. Companies investing in ESG practices can potentially improve their
financial performance and gain a competitive advantage.

In line with these findings, several reports have investigated the relationship
between ESG factors and their impact. Eccles et al. (2014) reported that companies
adopting sustainability practices experienced improvements in both stock market and
accounting performance. In addition, Yu et al. (2023) showed that ESG practices
increased brand reputation and consumer purchase intention. A previous study also
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showed that high ESG scores often improved access to capital and lowered cost of
capital (Chen et al., 2023). These factors influence market perceptions of the
performance and profitability of companies, thereby affecting their value.
Shareholders expect managers to maximize value due to the expectation of future
returns (Indupurnahayu et al., 2023; Kostyuk et al., 2004; Otman, 2021). Companies
with high ESG scores are more resilient and efficient in capital allocation, often
achieving higher stock returns during crises. These results show the significance of
ESG practices in corporate strategy for enhancing market competitiveness (Wang et
al., 2023).

However, the need for ESG disclosure in a company is also driven by external
factors such as the country dimension as a place where the company develops, where
there are factors from the situation of the country such as political stability, regulatory
quality, and control of corruption. So that country governance plays an important role
in the correlation between corporate ESG performance and financial performance
(Mooneeapen et al., 2022). Despite the widespread acknowledgment of the positive
effect of ESG factors on companies’ value, there are limited investigations on their
interaction with external variables, such as Country Governance Indicators (CGI). A
previous report revealed that CGI referred to the infrastructure and systems necessary
for countries’ functioning, including government official selection, strategy
development, and legal compliance. These variables influence countries’ management
of its social and economic resources (Kaufmann et al., 2011). Several studies (Aslam
and Haron, 2021; Aslan and Kumar, 2014; Schiehll et al., 2014; Yoshikawa et al.,
2014) have demonstrated that governance has a substantial role in determining the
conduct of companies. Efficient government administration can boost financial
stability, economic growth, and the quality of information (Erigat and Al-Khazaleh,
2023; Nguyen et al., 2021; Szarowska, 2018). Frotagheh and Kardan (2019) also
reported a positive relationship between six CGI indicators and companies’ success.
The leadership of countries can either increase the likelihood of financial crises
(Mahmoudinia and Amroabadi, 2023) or encourage the improvement of sustainability
performance (Massuga et al., 2023). Therefore, this study aimed to analyze the impact
of ESG scores and CGI on companies’ value in Asian countries.

The integration of Environmental, Social, and Governance (ESG) issues into
corporate investment decisions is steadily growing across Asia. Investors, regulators,
and consumers are increasingly focused on the positive impacts of ESG practices,
which are seen as key to reducing risks and promoting sustainable products and
services (Mohamad et al., 2021). Leading institutional investors are advocating for
greater transparency and better management of these practices (Bai et al., 2022). In
addition, legislation is driving this movement towards greater ESG transparency and
environmental risk management. The Asia-Pacific region has been reported to play a
vital role in global sustainability efforts due to its distinctive geographical location as
a hub of economic development, urbanization, and rich biodiversity (OECD, 2023).
Various governments are revising their climate objectives, with many Asian countries
committing to complete carbon reduction (Tiwari et al., 2024). Consequently,
companies face challenges and opportunities in achieving net-zero emissions and
integrating sustainable development goals, necessitating the application of good ESG
practices.
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While previous studies have shown a positive relationship between ESG and firm
value, few have examined the simultaneous impact of both ESG and CGI on firm value.
This study aims to fill that gap by using different models, indicators, and research
samples. Specifically, the study has three objectives: 1) to empirically test the impact
of ESG factors; 2) to assess the influence of CGI on firm value, and 3) to evaluate the
combined effect of ESG and CGI on firm value. Also with increasing investor pressure
and government mandates related to sustainability disclosure in companies especially
in the Asian countries, this study focuses on countries in Asia. The results are expected
to enhance understanding of how internal strategies and external governance
conditions exert their influence. The structure of this paper is as follows. Section 2
presents a literature review on ESG and CGI. Section 3 outlines the data and
methodology, while 4 presents the estimation results, deriving important insights and
establishing their association with existing literature. Section 5 presents the study
discussion and the conclucion in section 6.

2. Literature review

2.1. Stakeholder theory

Investors’ interest in ESG (environmental, social, and governance) issues has
consistently increased and gained more significance over the years. Previous studies
on ESG Scores (Bai et al., 2022) suggest that companies must openly communicate
with their stakeholders regarding their environmental effects, social responsibility, and
good governance practices. Businesses around the world are obligated to prioritize
sustainability reporting alongside financial reporting. According to the stakeholders
theory (Freeman, 2010), there must be a focus on the well-being of all stakeholders,
including owners, shareholders, lenders, customers, vendors, the authorities, the
broader community, and analysts rather than solely maximizing profits. Investing in
ESG activities can help companies to maintain their competitive advantage and
enhance financial performance.

2.2. Signaling theory

Signaling theory shows the role of information in economic transactions and
suggests that managers can reduce information asymmetry problems by voluntarily
disclosing information. In addition, the Arkelof’s theory posits that the management
has more data regarding companies compared to the external investors. With limited
information, investors are unable to distinguish between high-quality and low-quality
organizations. Consequently, reputable companies often set lower prices for their new
products to signal their true value. Spence (1978) revealed that corporate reporting’s
primary purpose was to provide information to analysts and investors regarding value.
The necessity to give financial data to external parties arises from the information
asymmetry problem that exists with the management. Revealing ESG data can
enhance companies’ long-term value and reputation. (Bergh et al., 2014) showed that
ESG disclosure improved internal management practices and strengthened
stakeholders relationship, leading to enhanced value. The stakeholder theory and
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signaling theory both support responsible investing, emphasizing that companies’
performance must include their ESG practices rather than just financial performance.

2.3. Legitimacy theory

The theory of social and environmental responsibility disclosure in accounting
(Naser et al., 2006) highlights legitimacy theory as a key framework. According to
legitimacy theory, a company’s management system should align with the interests of
society, government, individuals, and community groups (Gray et al., 1996). This
theory posits that companies must ensure their operations remain within the societal
norms and expectations of the environment in which they operate, aiming to have their
activities recognized as legitimate by external stakeholders (Deegan, 2004).
Legitimacy is crucial for a company’s long-term success and sustainability.
Furthermore, legitimacy theory supports the concept of ESG (Environmental, Social,
and Governance) by advocating for management practices based on socially
constructed norms and values, which, in turn, help build trust and ensure acceptance
within the community.

2.4. Agency theory

Agency theory explains the relationship between principals (owners or
shareholders) and agents (management), where the principals delegate authority to the
agents to manage the organization with the aim of maximizing firm value and other
benefits. Conflicts of interest can arise when the goals of principals and agents diverge,
potentially increasing agency costs and reducing corporate value (Jensen and
Meckling, 1976). The theory is relevant in the context of ESG (Environmental, Social,
and Governance) as it helps explain how board composition, particularly ESG
committees, can mitigate agency problems and information asymmetry between
owners and management (Li et al.,, 2008). By adopting ESG disclosures and
performance, companies can provide more comprehensive information, improving
management accountability and transparency, thus reducing agency costs (Cerbioni
and Parbonetti, 2007). Agency theory is also used to explain the positive relationship
between independent ESG committees and ESG performance, highlighting the role of
board composition in enhancing both financial and non-financial reporting processes
(Suttipun and Dechthanabodin, 2022).

2.5. ESG disclosure and companies’ value

The concept of ESG (Environmental, Social and Governance) originated as an
extension of traditional Corporate Social Responsibility (CSR) and socially
responsible investing (SRI) practices. It builds on these foundations by providing a
more structured framework for evaluating and reporting on corporate practices in these
areas (Starks, 2023). ESG development in Europe has been heavily influenced by
regulatory frameworks and market demand, supported by regulatory initiatives such
as the EU Taxonomy (Rapp and Roser, 2024). ESG development in Asia has
progressed, but generally lags behind regions such as Europe. In emerging Asia, there
is an increasing focus on integrating ESG factors into business operations, driven by
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the recognition of the positive correlation between economic growth and ESG
performance (Wang, 2023).

Several reports (Grisales and Caracuel, 2021) show that ESG measures can
increase expenses and negatively impact financial performance. The costs associated
with implementing ESG practices, which may outweigh the benefits in the short term.
Establishing ESG policies involves the costs of establishing an ESG framework (Batae
et al, 2020). ESG scores can negatively impact firm value, although ESG practices
may involve additional costs or complexity, they do not always generate direct
financial benefits for the firm (Setiani, 2023). However, the overall consensus posits
that transparency in operations generally provides more benefits than drawbacks.
Various studies consistently support the hypothesis that ESG positively affects
companies’ value through different mechanisms. For example, ESG practices have
been linked to profitability enhancement, lower cost of capital (Chen et al., 2023), and
increased investment efficiency (Bilyay-Erdogan et al., 2023). These practices also
contribute to greater stakeholders satisfaction (Jin and Kim, 2022; Yu et al., 2023) and
improvements in ecological strategy (Zhang et al., 2020). Previous studies (Naeem et
al., 2022) demonstrated a positive impact on companies’ value. Based on these
findings, the following hypothesis was proposed:

H1: ESG Scores have a positive impact on firm value.

2.6. Country governance indicators and companies’ value

Country Governance Indicators (CGI) assess government supervision levels,
incorporating perspectives from enterprises, individuals, specialists, NGOs, and
international organizations in both developed and developing countries (Kelley et al.,
2011). The theoretical basis for CGl is provided by stakeholders theory (Gray et al.,
1995), which suggests that companies’ flexibility and growth are influenced by their
stakeholders. Therefore, understanding the sustainability of companies requires
observing the impact of country governance systems on the environmental strategy
and overall performance. Examining the governmental systems of each country has
been reported to have a significant role.

Effective governance can be reflected by economic growth and income per capita
(Huynh and Jacho-Ch&vez, 2009). Previous studies have demonstrated a positive
relationship between CGI and companies’ value. Frotagheh and Kardan (2019) also
found a positive relationship between six CGI elements (Voice and Accountability,
political stability and absence of violence, government effectiveness, regulatory
quality, rule of law, and control of corruption) and companies’ growth. EI-Sehwagy
and Bekheit (2023) reported similar findings due to the influence of better CGI in
decreasing the cost of capital. Alsaleh et al. (2021) demonstrated that CGI helps to
improve the growth of the bioenergy industry. Based on these findings, the following
hypothesis was proposed:

H2: Country Governance Indicators (CGI) have a positive impact on firm value.

2.7. ESG disclosure, country governance indicators and companies’ value

The implementation of sustainable practices is influenced by a country’s
governance structure. In countries with a strong legal and institutional environment,
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companies face greater pressure for transparency and social responsibility (Jacoby et
al., 2019). Strong public governance can drive higher levels of ESG (Environmental,
Social, and Governance) engagement (Uyar et al., 2021). When institutional
mechanisms are strong, agency conflicts are reduced; however, when they are weak,
corporate governance plays a more significant role in meeting stakeholder
expectations (Kuzey et al., 2023). Effective country governance structures, such as
strong regulatory quality and political stability, encourage companies to adopt better
ESG practices. These governance elements can lead to increased compliance with
ESG standards and motivate companies to engage in proactive ESG initiatives, thereby
improving their overall ESG performance. A company’s reputation, risk, and
operational efficiency, all of which contribute to a company’s value, can be enhanced
by regulatory quality and political stability (Mooneeapen et al., 2022).

H3: Country Governance Indicators (CGI) and ESG Scores have a positive
impact on firm value.

3. Methodology

3.1. Data and sample descriptions

This study involves companies from 15 Asian countries, utilizing a purposive
sampling technique. Asia was chosen as the object of research because this region has
experienced significant economic growth and development in the implementation of
ESG disclosure. This approach specifically targets companies in the non-financial
sector that have comprehensive environmental, social, and governance (ESG) scores
covering the period 2011 to 2021, with a total of 3058 observations. We selected 15
countries with 5 developed countries located in Asia based on data released by the
IMF and other developing countries by representing parts of the region in Asia. These
sample companies represent companies with the highest market capitalization in each
country headquartered in Asia as classified by the Osiris and Bloomberg databases.
Non-financial and financial companies have different characteristics of management
and reporting, financial reports from companies in the financial sector differ from
those in other industries due to stricter regulations and increased government oversight.
Then non-financial information, such as sustainability reports or integrated reports,
are more common and relevant in the context of non-financial companies. Non-
financial companies, especially in sectors such as energy, agriculture, and
manufacturing, have more direct environmental impacts from their operations (Alfalih,
2022). In the data collection process, we first gathered financial information, including
company value, from the Osiris database, and non-financial information, specifically
ESG scores, from the Bloomberg database. Both databases were chosen for their
comprehensive, international coverage of financial and non-financial data.
Additionally, the Country Governance Indicator (CGI) data was sourced from the
Worldwide Governance Indicators databank. Address the presence of outliers in the
dataset, winsorization was performed at the 5% level specifically for the company-
level variables.
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3.2. Empirical model

This model was constructed by slightly modifying the work of Saygili et al.
(Saygili et al., 2022) as follows:

VAL = Bo + B1 ESGit1 + B2 CGlit + B3 ROEi + B4 LEVit + Bs SIZEn + e (1)

where:

PBi: = Valuation measure of the company i at time t

ESGii1 = ESG performance score of corporation i at the time t—1

CGlit= Country Governance Indicator score of country i at the time t

LEVi:= Financial Leverage of corporation i at time t

SIZEi: = Log of total assets of the corporation | at the time t

The study adhered to the methodologies outlined by Atan et al. (2018), Manrique
and Mart #¥Ballester (2017), and Velte (2017) by using a valuation model that
accounted for the time delay between companies’ ESG performance and their financial
worth. This proposed that the environmental, social, and governance (ESG)
performance of a corporation in the previous time (t — 1) had an impact on its
evaluation metrics in the current time (t). Investors typically required a significant
amount of time, often up to a year, to fully comprehend and assess the effect of an
organization’s ESG policies on its overall value, resulting in the observed delay in
time.

Other control factors were incorporated in this model, to simultaneously examine
the correlations between the dependent and additional explanatory variables. The
control variables consisted of the size of the business, financial leverage, and return
on equity (ROE). The size of companies was determined by using a natural logarithm
of their total assets, measuring financial leverage by dividing debt by total assets, and
evaluating ROE as a financial metric that assessed companies’ profitability through
their efficient use of capital. All the reseach variables mentioned is presented in Table

1.
Table 1. Research variables
Variables Proxy Description
) Price to Book Ratio (PB) The ratio of market value to book value
Valuation Measures (VAL) ) ) )
Tobin’s Q (TOB) The ratio of market value of the corporation/Total Assets
ESG Score (ESG); E/SIG ESG Score calculated and published by Bloomberg
ESG Country Governance Indicator (CGI); VA, Country Governance Indicators taken from the World Bank
PS, GE, RQ, LAW, COC database (Kaufmann et al., 2011)
Firm Size (SIZE) Log of total asset
Control Variables Profitability (ROE) ROE = Net Income/Shareholders’ Equity
Financial Leverage (LEV) Total debt/equity

This analysis enhanced the current body of literature by not only evaluating the
influence of ESG factors on the companies’ value but also investigated the effects of
country governance index (CGI). Therefore, the variable CGI in Equation (1) was
included to incorporate the country governance index, which reflected the broader
institutional framework therein enterprises function. Prior studies by Frotagheh and
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Kardan (2019), Massuga et al. (2023) had emphasized the capacity of CGI to motivate
organizations to enhance their performance, suggesting that more robust governance
structures could lead to better firm outcomes.

Equation (1) was analyzed using panel data regression analysis. Ordinary least
squares (OLS), fixed effects (FE), and random effects (RE) methods were applied. To
select the most suitable model, the Chow Test, Breusch-Pagan LM Test, and Hausman
Test were conducted. After detecting serial correlation and heteroscedasticity, a
feasible generalized least squares (FGLS) approach was utilized to obtain efficient
parameters estimated under these conditions.

To ensure the robustness of the estimations, several additional tests were
conducted. First, alternative indicators were used for the outcome and variables of
interest namely ESG and CGI. For measuring companies’ value, this study alternated
between using the Price to Book Value (PBV) and Tobin’s Q (TOB). When calculating
the ESG score, its components were separately analyzed, this includes, Environment
(E), Social (S), and Governance (G). Similarly, rigorous tests were conducted to
ensure the credibility of the CGI, comprising of these six components, voice and
accountability (VA), political stability and nonviolence (PS), government
effectiveness (GE), regulatory quality (RQ), rule of law (LAW), and corruption
control (COC). These robustness checks aimed to determine when the significance of
the relationship was driven by the aggregate variable or its components. In addition,
further robustness checks were performed using subsampling. The regression analysis
was conducted using sub-samples defined by 2 criteria, namely, (a) countries
classification, distinguishing between developed and developing countries based on
the World Bank classification in 2021; and (b) industry classification, based on the
Global Industry Classification Standard (GICS) used in OSIRIS. These checks were
designed to assess the extent to which the baseline regression could be applied to
different contexts or datasets.

4. Result

4.1. Descriptive statistics

Table 2 shows the result of descriptive statistics. This study found that the
average score of Environment, Social, Governance (ESG) disclosure is 40.8 and the
environmental disclosure value has an average value of 26.03, where the disclosure
value is greater than the social value with an average value of 21.78 for ESG disclosure.
However, the governance value in ESG disclosure has the largest average value,
namely 74.32, this shows that the level of corporate governance disclosure in Asia is
better than Environmental and Social ESG disclosure. This could be because there is
an obligation to carry out good corporate governance practices and disclosures. The
Country Governance Indicators (CGI) variable consists of 6 indicators, namely, Voice
and Accountability, Political Stability and Absence of Violence/Terrorism,
Government Effectiveness, Regulatory Quality, Rule of Law, Control of Corruption.
The GCI value has an average value of 58.86 with a minimum value of 28.71 which
is the CGI value of Russia in 2020. The CGI with a maximum value of 88.73 is Japan
in 2021.
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Table 2. Descriptive statistic.

Stats Mean Standard Deviation ~ Min Max N

PB 2.22 2.19 0.21 8.69 3058
TOB_Q 1.12 117 0.077 4.47 3058
ESG 40.82 12.82 20.11 64.36 3058
ENV 26.03 20.68 0 63.39 3058
SoC 21.79 12.76 0 46.8 3058
GoVv 74.32 12.09 48.83 90.01 3058
ROE 12.26 11.89 -5.62 44.45 3058
FIN_LEV 67.91 67.51 0.3 247.65 3058
SIZE 3.80 0.56 2.8 4.83 3058
CGlI 58.86 19.71 28.71 88.73 3058
coc 59.26 21.94 21.63 96.63 3058
GE 73.30 16.25 4471 99.53 3058
PS 46.57 25.56 13.74 93.33 3058
RQ 64.66 19.90 35.1 99.52 3058
LAW 63.41 2112 25 93.27 3058
VA 4551 25.05 4.93 80.3 3058

The mean values of the primary variables were presented in Table 3, which was
broken down by countries. Notably, Thailand, South Korea, and Turkey had the
highest ESG ratings, while Japan, South Korea, and Singapore had high CGI values.
In terms of firm-year observations, China, Japan, and Korea had the largest numbers
compared to other countries. These descriptive data, shown in Tables 2 and 3,
provided evidence that supported the conclusions of previous studies conducted in
Asia (Khan et al., 2024). Furthermore, the correlations between the variables were
presented in Table 4. Notably, both CGI and ESG had negative relationships with
Tobin’s Q and the Price-to-book ratio (PB). The correlation coefficients for ESG and
CGI were significantly low, which alleviated concerns regarding multicollinearity
issues in the model.

Table 3. Descriptive statistic per country.

Country N Percentage TOB_Q PB ESG cal

China 536 17.53% 0.37 1.063 37.247  39.570
Indonesia 265 8.67% 1.684 2.985 35.596 43.547
India 318 10.40% 2.048 4.078 42.196 44876
Israel 24 0.78% 0.62 1.923 31.697 69.685
Japan 520 17.00% 0.59 1.564 39.885  87.668
South Korea 453 14.81% 0.57 1.635 45.284 75.072
Kuwait 11 0.36% 0.33 1.102 32.342 49.268
Malaysia 436 14.26% 1.477 2571 40.489 61.523
Philippines 13 0.43% 0.66 2.123 37.699 41.458
Qatar 18 0.59% 0.54 2.041 27.053 66.948
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Table 3. (Continued).

Country N Percentage TOB_Q PB ESG Cal

Rusia 122 3.99% 0.59 2.179 42.708 28.869
Singapore 152 4.97% 1.132 2.159 41.572 88.460
Thailand 168 5.49% 1.467 3.576 49.021 42.625
Turkey 8 0.26% 0.43 1.121 47.935 42.964
United Arab Emirates 14 0.46% 0.65 2.084 31.330 68.665
Total 3058 100.00% 1.122 2.217 40.816 58.856

In the correlation matrix results in Tables 4 and 5, it is found that company size
has a negative effect on company value. The size of a company can negatively impact
its value. Research by Niesh and Velnampy (2014) indicates that companies with large
assets and inventories may struggle to pay dividends due to assets being tied up in
receivables and inventory. Additionally, large companies that fail to effectively utilize
their assets may experience a decline in value, leading to a negative outlook from
investors (Pambudi and Meini, 2023). Furthermore, highly concentrated ownership
can result in major shareholders using the company for personal gain, to the detriment
of minority shareholders, increasing costs associated with excessive control, and
ultimately affecting the company’s value (Shleifer and Vishny, 1997).

Table 4. Correlation matrix.

TOB Q PB ESG ENV soc GOV ROE FIN_LEV
TOB Q 1

PB 0.7176* 1

ESG —0.0583* 1

ENV -0.1132* -0.0916* 0.8992* 1

SoC 0.8767* 0.7101* 1

GOV 0.0452* 0.7094* 0.4034* 0.5338* 1

ROE 0.4125* 0.4536* ~0.0960* -0.1213* -0.0496* -0.0472* 1

FIN_ -0.2140* 0.0602* 1

LEV

SIZE ~0.4672* -0.3869* 0.2540* 0.2903* 0.1730* 0.1279* —0.2281* 0.2250*
cal —0.0865* -0.1322* 0.0967* 0.1821* —0.2367* —0.0981*
coc ~0.1226* ~0.1677* 0.0480* 0.1346* ~0.0695% ~0.2386* ~0.0848*
GE ~0.1461* -0.1893* 0.1376* 0.1857* 0.1052* —0.2492* —0.0667*
PS ~0.1440% ~0.1930* 0.0464* 0.1445* ~0.0749* ~0.0354* ~0.2275* -0.1182*
RQ -0.0858* -0.1290* 0.1023* 0.1472* 0.0566* —0.2211* —0.0675*
LAW ~0.0729*% ~0.1094* 0.1271* 0.1896* 0.0604* ~0.2369* ~0.0718*
VA 0.0784* 0.0462* 0.0824* 0.1904* —0.0843* —0.1346* —0.1075*

Note: * Level of significance 5%.

10
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Table 5. Correlation matrix (cont.).

SIZE CGl cocC GE PS RQ LAW VA
SIZE 1
Cal 1
cocC 0.0480* 0.9628* 1
GE 0.0708* 0.9304*  0.9525* 1
PS 0.0520* 0.9285*  0.9262* 0.8939* 1
RQ 0.9583*  0.9069* 0.9069* 0.8889* 1
LAW 0.9748* 0.9454* 0.9214* 0.8723* 0.9293* 1
VA —0.0853*  0.7134* 0.5564* 0.4706* 0.4942* 0.6250* 0.6800* 1

Note: * Level of significance 5%.

4.2. Regression results

The results of the regression analysis were presented in Table 6. The Chow test
rejects the null hypothesis of no fixed effect and favored the OLS, leading to the
selection of the Fixed Effect model.

Table 6. Baseline regression result.

VARIABLES OLS FE RE FGLS

ESGL1 0.018*** -0.002 0.000 0.004**
(0.003) (0.003) (0.002) (0.002)

Gl —0.006*** —-0.021** —-0.011** -0.003**
(0.002) (0.010) (0.004) (0.001)

ROE 0.072%** 0.040*** 0.042*** 0.023***
(0.003) (0.003) (0.003) (0.002)

SIzE —1.251*** —0.937*** —1.213%** —0.905***
(0.074) (0.180) (0.129) (0.049)

FIN LEV 0.003*** 0.005*** 0.005*** 0.003***

- (0.001) (0.001) (0.001) (0.000)

Chow test 3.92

BP LM Test 552.15

Hausman 49.08

AR(1) 70.028

Hetero 3.7 <108

Observations 2.473 2.473 2.473 2.473

R-squared 0.299 0.141 0.268

F Stat 210.3 7191

wald chi2 476.1 531.7

Note: Standard errors in parentheses. *** p < 0.01. ** p < 0.05. * p<0.1.

The Chow test is a test to determine the most appropriate fixed effect or common
effect model used in estimating panel data. If the Cross-section Chi-Square
Probability > 0.05 then HO is accepted and H1 is rejected, if the Cross-section Chi-
Square Probability < 0.05 then the Null Hypothesis is rejected and H1 is accepted. In
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the table above, the f value in the Chow test is 3.92 with a probability value of 0.0000,
so H1 is accepted and HO is rejected, so the FE model is selected.

The BP LM test invalidated the null hypothesis, supporting the use Random
Effect model. Breusch Pagan test to determine the OLS or RE model to be used to
perform panel data regression. In the test results, the chi value shows the number
552.15 with a probability value of 0.0000, so H1 is accepted and HO is rejected, so the
RE model is selected.

However, the Hausman test provided substantial evidence in favor of the Fixed
Effect model over the Random Effects model, due to the presence of bias in the latter.
The tests for serial correlation and heteroscedasticity rejected their respective null
hypothesis, indicating that the Feasible Generalized Least Squares (FGLS) method
was appropriate. The Hausman Test is carried out to compare or also choose which
model is the best between FE and RE which will be used to perform panel data
regression. If the Hausman probability > 0.05 then HO is accepted and H1 is rejected,
if the Hausman probability < 0.05 then HO is rejected and H1 is accepted. The table
shows the results of the Hausman test with a number of 49.08 and a probability value
of 0.0000, so HO is rejected and H1 is accepted. So the FE model is selected. Therefore,
FGLS was selected as the primary regression model for this analysis.

Table 7. The effect of ESG < CGl interaction variable to firm value.

VARIABLES PB
0.00866**
ESG
(0.00346)
—0.00665%**
CGl
(0.00215)
) 0.000103**
esgxcgi
(5.22 x107°)
0.0687***
ROE
(0.00192)
—1.003***
SIZE
(0.0291)
0.00192***
FIN_LEV
(0.000250)
Observations 2473
wald chi2 533.46

Note: Standard errors in parentheses. *** p < 0.01. ** p < 0.05. * p<0.1.

In Table 7, regression analysis was conducted using a combined model of GCI
and ESG. The results show a positive impact of CGl XESG on company value. These
findings are consistent with previous research by Uyar et al. (2021), which indicates
that governance quality has a positive effect on ESG involvement and company value.

4.3. Robustness check

The robustness test aims to provide stronger evidence of structural validity by
changing informal checks into more formal structural specification tests and to
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evaluate whether the regression coefficient estimates remain consistent and valid when
the regression specification is modified by adding or removing variables. In this
subsection, a series of rigorous tests was conducted to verify the reliability of the initial
findings presented in Table 8. Initially, the empirical model was evaluated by
conducting regression analyses utilizing 2 indicators of companies’ value, namely
TOB_Q and PB. This test is conducted to see how the PB value is when replaced with
the TOB_Q value. Tobin’s Q can be used as an alternative or substitute for Price to
Book Value (PBV) in several contexts, especially when measuring the value of a
company related to corporate governance (Willim, 2015). The outcomes were
presented in Table 8 indicating a significant and positive influence on firm valuation.
Algebraic sign and statistical significance remain largely unchanged when substituting
PB with TOB_Q, which indicated that this substitution did not substantially affect the
result.

Regression analyses were performed on empirical models and using the
components of ESG interchangeably. The results were displayed in Table 9, where
each proxy E, S, and G score positively impacted companies’ value. Specifically, the
G (Governance) score demonstrated a statistically significant impact. These findings
aligned with previous studies, such as Aydogmus et al. (2022), which identified
governance as having the most impact on the companies’ value. The E (Environment)
aspect could required more time and higher costs to provide results that could affect
the companies’ value.

Table 8. Robustness check: Changing proxy for dependent variables.

VARIABLES PB TOB Q
0.004** 0.002**
FSG.L (0.002) (0.001)
—0.003** 0.000
cel (0.001) (0.001)
ROE 0.023*** 0.010%***
(0.002) (0.001)
—0.905%** —0.481%**
SI1Z€ (0.049) (0.025)
0.003%** —0.001%**
FINLEV (0.000) (0.000)
Observations 2473 2.473
wald chi2 531.7 771.2

Note: Standard errors in parentheses; *** p < 0.01. ** p < 0.05. * p<0.1.

Table 9. Robustness: Changing proxy for ESG.

VARIABLES ENV GOV
0.001

ENV.L1
(0.001)

SOC.L1

(0.002)
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Table 9. (Continued).

VARIABLES ENV SOC GOV
0.007***
GOV.L1
(0.002)
—0.002** —0.002%%* —0.003%**
CaGl
(0.001) (0.001) (0.001)
0.024*** 0.024*** 0.025***
ROE
(0.002) (0.002) (0.002)
—0.911*** —(0.895%** —(0.924%**
SIZE
(0.045) (0.045) (0.046)
0.003*** 0.003*** 0.003***
FIN_LEV
(0.000) (0.000) (0.000)
Observations 2.473 2.473 2.473
wald chi2 658.2 670.5 610.9

Note: Standard errors in parentheses; *** p < 0.01. ** p < 0.05. * p<0.1.

Additional robustness tests were conducted by substituting CGI with its six
components interchangeably. Previous studies by Feyisa et al. (2022) had shown that
each CGI component had unique effects on economic growth. The results, documented
in Table 10, suggested that PS, RG, GE, and COC significantly decreased value. In
contrast, voice and accountability (VA) had a notably positive influence on value.
Almustafa (2022) noted that VA had a distinct impact on stock return compared to
other CGI components. VA or value added, included the principles of press freedom
and citizen engagement, which were significant factors in shaping an investor’s
evaluation of future success Nguyen (2021) discovered that investors in countries with
press freedom encounter fewer issues related to information asymmetry, and
corporations were less likely to engage in earning management. In summary, these
findings suggested that the corporate governance index (CGI), was a complex notion
that generally had a negative effect on value, primarily due to factors such as political
stability, adherence to regulations, governance practices, and corruption control.

The results of the robustness test were presented by comparing emerging and
developed countries in Table 11. The findings indicated that ESG significantly
enhanced companies’ value in developing countries. Engelhardt et al. (2021)
suggested that implementing ESG principles in developing countries could enhance
firm value due to the higher demand for societal support in these regions. However,
this analysis indicated that the CGI variable had an insignificant effect on firm value
in both developed and developing countries. This highlighted a persistent lack of
distinction in CGI’s impact on companies’ value across various settings

The outcomes of the robustness test were presented for specific industrial
subgroups in Table 12. This analysis revealed that the ESG score positively impacted
the value of companies in the communication service, consumer staples, information
technology, and materials sectors. However, CGI showed a positive effect only in the
information technology and utilities sectors. These results provided clear evidence that
supported the varied relationship between companies’ ESG score, CGl, and its value
across different industry sectors. The findings aligned with prior studies (Serban et al.,
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2023), which highlighted the diverse impacts of ESG and CGI across sectors, and also
indicated that these measures could not consistently describe companies’ value within
specific sectors.

Table 10. Robustness: Changing proxy for CGI.

VARIABLES COC GE PS RE LAW VA
oLl 0.004**  0.005%** 0.004** 0.004**  0.004**  0.004**
' (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
~0.003 %%
coc
(0.001)
—0.004 %+
GE
(0.001)
~0.002%*
PS
(0.001)
~0.003%*
RE
(0.001)
~0.001
LAW
(0.001)
0.004%**
VA
(0.001)
. 0.023%**  0,023%** 0.023%** 0.023%**  0,023%**  .023***
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
~0.888**
—0.895%F%  —(.922%*%  —(.908*** —0.903%*%  —0.916***
SIZE
(0.049) (0.042) (0.046) (0.051) (0.047) (0.048)
0.003***  0,003%** 0.003%** 0.003%**  0.003***  0.002%**
FIN_LEV
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Observations ~ 2.473 2.473 2.473 2.473 2.473 2.473
wald chi2 518.8 856.5 631.9 489.9 588.5 660.9

Note: Standard errors in parentheses; *** p < 0.01. ** p < 0.05. * p<0.1.

Table 11. Robustness: Developed versus developing.

VARIABLES DEVELOPED DEVELOPING
0.001 0.004*
ESG.L1
(0.003) (0.002)
~0.017 0.001
CGl
(0.012) (0.003)
0.006* 0.027%%*
ROE
(0.003) (0.002)
—0.381##* —1.089%**
SIZE
(0.077) (0.065)
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Table 11. (Continued).

VARIABLES DEVELOPED DEVELOPING
—-0.001 0.003***
FIN_LEV
(0.001) (0.001)
Observations 656 1.817
wald chi2 49.86 520.9

Note: Standard errors in parentheses; *** p < 0.01. ** p < 0.05. * p<0.1.

Table 12. Robustness: Industry sample.

CONSU INFORMA
VARIAB i%'\(")'\,\fu'\”c g%'\éSRUE'\_"nEg MER ENERG HEALT INDUSTR TION MATERI REAL  UTILIT
LES STAPLE Y H CARE IALS TECHNOL ALS ESTATE IES
SERVICE  NARY
S oGY
ceary 00 ~0.006 0.013** -0.001 -0.014 —0.002 0.035%%  0.012%** 0,000 ~0.007
' (0.005) (0.007) (0.007)  (0.005) (0.014)  (0.003) (0.009) (0.004)  (0.006)  (0.005)
ol ~0.002 ~0.004 ~0.019%** —0.001  —0.029** —0.000 0.005 ~0.008** —0.008  0.002
(0.005) (0.005) (0.007)  (0.006) (0.012)  (0.002) (0.008) (0.003)  (0.005)  (0.003)
Kk
op 006 0.016%* 0.052%%% 0000%* 0021** 0010  0.016 0.018%+* 0 1ewx 0026
(0.008) (0.007) (0.007)  (0.004)  (0.009)  (0.004) (0.014) (0.004)  (0.005)  (0.006)
— *k — *x | E3
sizE ~1516%**  —0.289 14710 0184 I ggzpmen  _gpizee g ppmwees 11047F ~0.985
(0.173) (0.178) (0.218)  (0.163) (0.360)  (0.087) (0.212) (0.170)  (0.266)  (0.217)
Ly 0007 0.001 0.004*** —0000 0.000  0.001 ~0.006 0.006***  0.006*** 0.001
- (0.001) (0.002) (0.002)  (0.001) (0.003)  (0.001) (0.004) (0.001)  (0.001)  (0.001)
(?rf’sser"a“ 253 270 341 217 153 474 114 347 107 197
wald chi2 2832 13.79 239.8 5747 3475  21.96 27.33 85.77 84.72 44.70

Note: Standard errors in parentheses; *** p < 0.01. ** p < 0.05. * p<0.1.

5. Discussion

5.1. ESG Scores have a positive impact on firm value

Understanding the factors that influence a company’s value is essential to
assessing the financial well-being of a company, which directly impacts the wealth of
its stakeholders, including ownership structure, profitability, company size, cash flow,
audit quality, leverage, and growth (Bakri, 2021). These factors influence market
perceptions of a company’s performance and profitability, thus affecting its value.
This study found that the ESG coefficient is significantly positive, indicating a
beneficial effect on firm value. This finding is consistent with previous studies
(Aydogmus et al., 2022) which also identified a positive relationship between ESG
and business value. ESG has recently been in the spotlight in the business world, ESG
has become an important component of business strategy to reflect a company’s
responsibility towards the environment, society, and governance. In this case, ESG is
an important part of the disclosures that must be reported by companies and is a
consideration for investors. A Bloomberg survey stated that 85% of investors and
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company leaders see ESG as the key to a stronger corporate strategy and believe that
ESG investments result in better financial returns and a more resilient investment
portfolio. ESG disclosure is also important in manufacturing companies to build
consumer and investor confidence. Investors are increasingly convinced that
companies that perform well on ESG have lower risk, are better positioned for the long
term, and are better prepared to face uncertainty. This is supported by the fact that in
running its business operations, companies need to pay attention to social
responsibility and concern for the environment in order to gain support and trust from
the community. Support and trust from the community can have a positive impact on
the company’s survival in the future (Gray et al., 1995).The main problem of business
globally is no longer how to achieve economic growth and high living standards, but
how to do it without damaging the earth’s ecosystem (Boeva et al., 2017). Companies
continue to pay attention to the environment that is affected by their business processes.
One of the business problems related to the environment is excess production of CO;
emissions, waste management problems, water scarcity, and limited supplies of fossil
fuels. Companies that are oriented in the non-financial sector contribute more to the
negative impact on the environment.

The results of this study found that ESG involvement is positively in line with
stakeholder theory. According to stakeholder theory, the success of a company is not
only its ability to satisfy shareholders, but also to satisfy other stakeholders. By
disclosing ESG information, companies demonstrate their commitment to social and
environmental responsibility, which can improve relationships with stakeholders such
as customers, employees, communities, and governments. This can build trust and
strengthen the company’s reputation so that conflicts between managers and
stakeholders can be resolved (Pulino et al., 2022). The results of this study are also in
line with signaling theory, this theory helps explain how companies use signals to
communicate their ESG performance to stakeholders. By voluntarily sharing
information about ESG practices and disclosing commitments to sustainable business,
companies can reduce information asymmetry between companies and external
stakeholders. This can improve the company’s reputation and can influence the
perceptions and decisions of investors who care about environmental, social, and
governance issues which in turn can affect the company’s value and access to capital
(Friede et al., 2015).

5.2. Country Governance Indicators (CGI) have a negative impact on
firm value

Country governance Indicators (CGI) has an important role for a country. Good
governance can affect various aspects of development and welfare, including political
stability, government effectiveness, regulatory quality, law enforcement, and control
of corruption. Good governance in a country can create a conducive environment for
economic growth, increase public trust, which in turn can create a stable and
predictable business environment, which is very important for operating and attracting
foreign investment. For example, indicators such as government effectiveness,
regulatory quality, and control of corruption can influence corporate decisions
regarding investment and business operations in the country. Thus, it can be said that
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CGl has an important role for companies because CGI provides data on perceptions
of governance that can influence business and investment decisions. Companies often
use this information to assess risks and opportunities in various countries. Perceptions
about government effectiveness, regulatory quality, and control of corruption, for
example, can influence corporate decisions regarding investment and business
operations in a country. These perceptions are important because corporate actions are
often based on their views of the investment climate and government performance.
(Kaufmann et al., 2011).

This study shows a significant negative coefficient on the CGI variable, which is
contrary to this hypothesis, and suggests several reasons for this result. A high CGI
score reflects an effective and business-friendly bureaucracy (Guerrero and Castareda,
2021). Fulfilling bureaucratic procedures can cause business disruption, financial
disruption, and negatively impact overall company value. Additionally, investors may
view a high CGI score with skepticism as to the accuracy or accuracy of governance
indicators. Doubts about the governance system can have a negative impact on the
perception of the investment environment. This finding is in line with previous
research (Adedeji and Ogunfalu, 2023) which states that CGI cannot increase
company value significantly.

High CGI values are also generally considered positive and reflect good
governance. However, CGI values can have a negative impact on corporate value in
several contexts. The first is that strict regulations in a government can increase
operational costs for companies to meet and comply with environmental and social
standards. Then high expectations and increased competition, which can have a
negative impact on market value and can affect profit margins and growth of existing
companies. Finally, rapid policy changes to address social and environmental issues
in a country can result in companies having difficulty adapting and affecting company
performance and value (Mooneeapen et al., 2022).

5.3. ESG and CGlI have a positive impact on firm value

An effective government plays a crucial role in strengthening the relationship
between ESG (Environmental, Social, and Governance) practices and corporate
performance (Handoyo and Anas, 2024). Governments can create an environment that
supports ESG initiatives through policies that encourage or mandate sustainability
(Kaufmann et al., 2011). In countries with high government effectiveness, companies
implementing ESG practices receive better institutional support, greater access to
capital, and more positive public perception, which in turn boosts their financial
performance (Cahan et al., 2016). Conversely, in countries with low government
effectiveness, the impact of ESG on corporate performance is diminished due to weak
policy enforcement and greater uncertainty. Regulatory quality also acts as a
moderating factor in this relationship (Handoyo and Anas, 2024). In countries with
strong regulations, companies adopting ESG practices tend to have better financial
performance because they align with standards and stakeholder expectations. In
countries with weaker regulations, ESG practices can become a differentiation strategy
to gain a competitive edge, even if they do not fully meet stakeholder expectations (De
Villiers and Marques, 2016).
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Additionally, strong public governance can encourage companies to engage more
in ESG practices through six dimensions of governance: voice and accountability,
political stability, government effectiveness, regulatory quality, rule of law, and
control of corruption (Kuzey et al., 2023). In countries with strong public governance,
companies are more motivated to transparently disclose ESG practices, driven by
pressure from a legal and institutional environment that supports transparency and
social responsibility (Jacoby et al., 2019). The strength of public governance is
positively correlated with greater ESG involvement, which can enhance the
company’s reputation, attract investors, reduce risks, and ultimately increase its value.

This study shows that the interaction of CGI < ESG has a positive coefficient
indicating that good country governance increases the benefits of ESG practices. The
results found in this study are in accordance with the hypothesis proposed earlier,
which states that Country Governance Indicators (CGIl) and ESG Scores have a
positive impact on firm value. In other words, ESG practices become more valuable
to companies operating in an environment with good governance. This may be because
strong institutions and policies help strengthen the positive aspects of ESG initiatives,
making them more effective and valuable in terms of company performance. The
results of this study align with previous research which found that better governance
guality and effective regulations strengthen the positive link between ESG
performance and financial outcomes. Companies in such environments are more likely
to benefit from improved ESG disclosure and stronger financial performance
(Handoyo and Anas, 2024; Luo et al., 2024; Rahmaniati and Ekawati, 2024; Uyar et
al., 2021).

6. Conclusion

This study investigated the relationship between the Environment, Social, and
Governance (ESG) score and the Country Governance Indicator (CGI) on companies’
value in Asia. The research sample consisted of 278 companies located in 15 countries
in Asia in the period 2011-2021.The findings indicated that adopting ESG standards
positively affects firm value, aligning with previous studies on sustainable and socially
responsible strategies. It can be concluded that the first hypothesis of this study is
accepted. This study uses the price to book value as the company value, then we
conduct a robustness test by replacing the PB value with the Tobins’Q value and the
results show a significant and positive effect on company valuation. In addition,
individually the Environment, Social, Governance values each have a positive effect
on company value and in particular, the G (Governance) score shows a statistically
significant impact. It can be said that ESG Disclosure is important in non-financial
companies to build consumer and investor trust, ESG investment can generate better
financial returns and a more resilient investment portfolio.

However, contrary to the initial hypothesis, CGI had a negative impact on
companies’ value. This suggested that while good country governance was crucial for
economic stability, high CGI scores did not always create a favorable business
environment. Bureaucratic inefficiencies and investor mistrust in country governance
could hinder a firm’s performance and overall value. CGI value is replaced with the
individual value of the six components showing that each CGl component has a unique
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impact on economic growth. The PS, RG, GE, and COC components significantly
decrease the value and conversely, voice and accountability (VA) have a positive
impact on the value, while LAW shows no effect. This study also found a positive
correlation between CGI and ESG on company value. These results suggest that the
disclosure of ESG values within a company is influenced by the quality of country
governance, which in turn impacts the company’s value.

Suggestions for regulators and policy makers can set policies that are in
accordance with the economic and cultural conditions of their countries so that they
can increase ESG disclosure but are in line with positive increases in company value
and can reduce negative aspects of governance in each country. It is recommended
that future studies can focus on the specific mechanisms used by ESG practices to
increase company value and the mediating factors that facilitate this relationship.
There are several factors that may moderate or influence the relationship between ESG
and firm value indirectly, either by strengthening or reducing the impact of ESG
practices on firm value. Furthermore, detailed evaluations of the various components
of ESG and CGI were necessary to understand how changes in specific characteristics
affect firm value across industries and regions. Such a study could identify key drivers
of corporate sustainability and governance effectiveness, thereby guiding
governments and businesses in implementing targeted measures and strategies. Also
in the future research can conduct research on the joint effect of ESG and CGI. This
study has limitations with limited samples and research period. This study only
examined 15 countries in Asia, so future researchers can examine all countries in Asia.
This study is also limited to the observation period of 2011-2021, so it cannot describe
conditions outside that period. This study is limited to non-financial companies, so
that further researchers can also examine the financial sector.

These findings emphasized the importance of integrating ESG elements into
corporate decision-making processes. Transparent ESG practices and accountability
could improve financial performance and increase stakeholder confidence and loyalty.
Furthermore, this study highlighted the necessity for corporations to navigate the
regulatory and institutional environment effectively, recognizing the potential impact
of country-level governance indicators on corporate value. Managers must engage
with policymakers to support reforms that enhanced transparency, accountability, and
economic stability, fostering an environment conducive to long-term growth and value
generation.
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