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Abstract

The growing emphasis on sustainability has underscored the importance of environ-
mental, social, and governance (ESG) factors in evaluating corporate performance.
While research explores the connection between ESG scores and financial out-
comes, the role of ESG disclosures in mediating this relationship remains unclear.
This study bridges this gap by systematically reviewing the impact of ESG disclo-
sures on firm value and profitability across various industries. We employed a rigor-
ous selection process based on the PRISMA framework, searching Scopus and Web
of Science databases for relevant studies. Ultimately, 52 studies were analyzed to
determine the relationship between ESG disclosures and financial performance. The
results reveal a nuanced dynamic. Industries like food and retail showed positive
correlations between strong ESG disclosures and improved financial performance.
The utility sector displayed high accounting performance linked to social metrics,
with less focus on environmental disclosures. Interestingly, the connection between
ESG and financial performance in developing economies was either negative or
insignificant. The agriculture sector presented a unique case where governance dis-
closures specifically enhanced market performance. This multi-industry exploration
underscores the need to move beyond a one-size-fits-all approach when analyzing
ESG performance. We recommend policy measures that consider specific industry
characteristics and contextual factors to enhance the quality and transparency of
ESG disclosures.

Keywords Environmental social and governance (ESG) - ESG rating - ESG
Disclosure - Sustainability - Sustainable development goals (SDG) - Corporate
social responsibility (CSR)
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Introduction

In line with the UN Agenda 2030 and the emphasis on the Sustainable Devel-
opment Goals (SDGs), governments, institutions, and organizations face grow-
ing pressure to integrate environmental, social, and governance (ESG) measures
into their disclosure systems and sustainable management practices (Taliento
et al. 2019). There has been an increase in studies investigating the relationship
between ESG scores and various financial outcomes, such as firm value and prof-
itability (Abdi et al. 2022; Aboud and Diab 2018; Aydogmus et al. 2022; Parikh
et al. 2023). Investors, regulators, and other stakeholders are increasingly recog-
nizing the significance of non-financial metrics, which can be used to evaluate a
company’s influence on the environment, its social initiatives, and the efficiency
of its corporate governance practice (Li et al. 2021).

Research at the intersection of ESG scores and firm value underscores the
importance of prioritizing sustainability when allocating resources, emphasizing
the enduring value of ESG considerations in corporate decision-making. Simi-
larly, (Ademi and Klungseth 2022) revealed that companies with high ESG per-
formance exhibit superior financial performance and higher market valuation than
industry peers. ESG rating scores significantly influence both return-on-capital-
employed and Tobin’s Q, reflecting financial and market performance. A nota-
ble result of their study is that superior ESG performance led to positive impacts
amidst the COVID-19 pandemic. This result suggests that ESG performance is
not only a determinant of financial and market success but also a critical factor
enabling firms to navigate and thrive amidst global crises.

A substantial body of literature emphasizes the significance of market value
and profitability metrics in gauging firm performance (Novy-Marx 2013). Mar-
ket value, captured through measures like Tobin’s Q and market-to-book ratio,
is widely regarded as a reflection of the market’s assessment of a company’s
overall worth and future growth prospects (Tambunan 2023). Profitability indica-
tors, such as return-on-capital-employed (ROCE) and net profit margins, provide
insights into a firm’s operational efficiency and ability to generate profits from its
capital and business activities (Hnyp and Kolomiiets 2023; Varma 2023). These
conventional financial metrics have been the primary focus of research investigat-
ing the determinants and consequences of corporate performance.

However, there has been a growing recognition of the importance of Environ-
mental, Social, and Governance (ESG) factors in evaluating corporate performance
in recent years. This shift has been driven by increasing stakeholder awareness of
the potential risks and opportunities associated with sustainability issues, as well
as mounting evidence that ESG considerations can impact a company’s long-term
financial performance (Alsayegh et al. 2020a, b; Kim and Li 2021). As such, a
growing body of research has explored the relationship between ESG performance,
measured by ESG ratings or scores, and various financial outcomes, including mar-
ket value and profitability (Aouadi and Marsat 2018; Zhou et al. 2022).

While numerous studies indicate a favourable link between ESG (environmen-
tal, social, and governance) performance and financial results, the specific ways
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ESG impacts these results are not thoroughly understood. A mainly overlooked
area is the influence of disclosures in bridging the gap between ESG ratings and
a company’s financial indicators. These disclosures are the primary avenue for
companies to convey their ESG activities, potential risks, and achievements to
outside parties. Delving into the role of disclosures can offer a crucial under-
standing of how openness and communication tactics shape the perceived worth
and financial benefits of ESG endeavours (Evans and Peiris 2010) found that ESG
disclosures had a significant positive effect on companies’ financial and market
performance. Additionally, (Chauhan and Kumar 2019) showed a preference for
companies that provided ESG (Environmental, Social, and Governance) informa-
tion in their disclosures. This underscores the significance of transparency and
accountability in ESG reporting. Furthermore, Bhattacharya and Sharma, (2019)
observed a correlation between ESG scores and credit ratings, implying that busi-
nesses with higher ESG scores are perceived as more creditworthy. These studies
suggest that ESG disclosures mediate the relationship between ESG scores, firm
value, and profitability. The findings from these studies highlight the importance
of having high ESG scores and effectively communicating and disclosing sustain-
ability practices to stakeholders.

Furthermore, disclosures are pivotal in enhancing corporate transparency, serving
as a conduit through which companies disseminate pertinent information regarding
their ESG practices, risks, and performance metrics. Transparent disclosures facili-
tate informed decision-making among stakeholders, enabling them to gauge a firm’s
sustainability commitments, operational resilience, and long-term viability (Helfaya
et al. 2023; Tsang et al. 2023). By providing clarity on ESG initiatives and perfor-
mance, disclosures foster a culture of accountability and trust, strengthening the
bond between companies and their stakeholders. Beyond transparency, disclosures
act as dynamic mechanisms for stakeholder engagement. Companies utilize ESG
disclosures to communicate with diverse stakeholders, including investors, employ-
ees, customers, and communities (Lokuwaduge and Heenetigala 2017; Manita et al.
2018; Sciarelli et al. 2021). This communication fosters a sense of inclusion, allow-
ing stakeholders to understand how their interests align with the company’s sustain-
ability agenda. Effective engagement through disclosures enhances relationships
and enables companies to address concerns and incorporate valuable feedback (Utz
2019).

Despite the prevailing narrative of a positive relationship between ESG scores
and firm value, some studies have presented contradictory findings. For exam-
ple, a study by Yoon et al. (2018) suggested that corporate governance practice
negatively influences the firm value of environmentally sensitive firms. Similarly,
Behl et al. (2022) observed that in certain sectors, such as the energy industry in
India, ESG disclosures and the firm value negatively correlated in the last lag.
These conflicting findings underscore the complexity of the ESG-firm value rela-
tionship and highlight the need for further research to elucidate the underlying
mechanisms and contextual factors influencing this relationship. By disclosing
their ESG practices, companies can demonstrate their commitment to sustainabil-
ity and corporate responsibility, leading to increased stakeholder trust and sup-
port. (Alsayegh et al. 2020a, b; Chouaibi and Affes 2021). Evidence supports the
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notion that higher ESG scores are associated with better economic results (Sila
and Cek 2017; Taliento et al. 2019). These findings emphasize the importance of
ESG disclosures in driving the positive impact of ESG scores on firm value and
profitability. Therefore, the mediating role of ESG disclosures is crucial in trans-
lating high ESG scores into improved company value and profitability.

Despite mixed findings on the relationship between ESG scores and firm value,
a systematic review is warranted to understand how ESG disclosures impact firm
performance (market value and profitability). Therefore, this research is guided
by the following questions:

1. When considering the mediating effect of disclosures, is there a quantifiable
relationship between ESG scores and firm profitability?

2. How do ESG disclosure quality and transparency variations impact stakeholder
perceptions and trust in a company’s sustainability efforts?

3. To what extent do regulatory frameworks affect the quality and impact of ESG
disclosures, and how do these regulations shape the relationship between ESG
scores and firm value/profitability?

A systematic review is suitable for examining the relationship between ESG
scores, disclosures, and firm value/profitability due to the topic’s complexity and
existing research. With an expanding body of literature on ESG’s impact on finan-
cial outcomes, a systematic review can collate, synthesize, and reconcile diverse
findings in a structured manner. This approach is crucial given the contradictory
results in some studies, highlighting the need for clarity and understanding of
contextual influences. A systematic review offers insights into how transparency
shapes stakeholder perceptions and financial results by emphasizing the pivotal
role of disclosures. Analysing multiple studies provides a holistic understanding
of ESG’s interplay with firm performance, aiding policymakers, regulators, and
companies in enhancing ESG reporting practices.

The decision to conduct a systematic review is thoughtful, given the complexi-
ties and nuances surrounding the relationship between ESG disclosures and cor-
porate performance. A systematic review offers a rigorous and comprehensive
approach to synthesizing the existing body of knowledge, enabling a holistic
understanding of the current state of research on this multifaceted topic. Unlike
traditional narrative reviews, which may be prone to bias and subjectivity, a sys-
tematic review follows a predefined protocol, ensuring a methodical and replica-
ble process for identifying, evaluating, and synthesizing relevant studies (Smith
2011; Tranfield et al. 2003).

The systematic nature of this review is particularly advantageous in navigat-
ing the diverse and interdisciplinary landscape of ESG disclosures, which span
multiple domains, including finance, accounting, management, and sustainability.
This review captures a comprehensive set of studies by systematically searching
various databases and employing structured search strategies, minimizing the risk
of overlooking crucial evidence. Furthermore, the rigorous screening and quality
assessment procedures inherent in systematic reviews enhance the validity and
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reliability of the findings, ensuring that the conclusions drawn are based on the
most relevant and methodologically sound studies (Pollock and Berge 2018a, b).
A systematic review allows for identifying patterns, consistencies, and contradic-
tions across the existing literature, providing a solid foundation for reconciling
conflicting findings and elucidating potential moderating or mediating factors.
This synthesis is particularly valuable in ESG disclosures, where the heteroge-
neity of reporting practices, industry contexts, and regulatory environments may
contribute to varying outcomes.

Methodology

This systematic literature review examines the mediating role of disclosures in the
correlation between ESG scores and firm value and profitability. A systematic lit-
erature review is appropriate for this study as it selects and evaluates all relevant
empirical information on a specific subject (Bearman et al. 2012; Krnic Martinic
et al. 2019; Pollock and Berge 2018a, b).

The systematic literature review (SLR) adhered to the PRISMA protocol, estab-
lishing criteria for identifying, screening, and incorporating pertinent records.
PRISMA, an evidence-based framework, ensures the completeness, transparency,
and scientific integrity of systematic reviews and meta-analyses (Moher et al. 2015).
The PRISMA flow diagram guided the search procedure, and the subsequent sec-
tions detail the steps organized under data collection and analysis (refer to Fig. 1).

Software applications used in the systematic review.

Biblioshiny (Aria and Cuccurullo 2017), an online user interface for R software,
merged datasets retrieved from Scopus and WoS. Descriptive statistics were then
generated from the merged data.

Literature search strategy

We conducted systematic literature using Scopus and Web of Science databases.
The data was retrieved on 15.12.2023. The search utilized a combination of key-
words and phrases, such as “ESG scores”, “Environmental, Social, and Governance
scores”, “firm value”, “financial performance”, “profitability”, “stock performance”,
“corporate valuation”, “disclosures”, “reporting”, “transparency” The search was
further refined by applying inclusion and exclusion criteria to ensure the relevance
and quality of the selected studies (see Table 1).

For this systematic review, we used a two-phase screening approach. In the initial
phase, titles, keywords, and abstracts were evaluated to determine compatibility with
the eligibility criteria. In the second phase, full-text articles deemed potentially rel-
evant were carefully examined, and irrelevant articles were excluded from the search
results.
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Fig. 1 PRISMA flow chart of the systematic review

Inclusion and exclusion criteria

This systematic review adheres to the most recent update of the Preferred Report-
ing Items for Systematic Reviews and Meta-Analyses (PRISMA) statement,
PRISMA 2020 (Page et al. 2021), to ensure transparency and methodological
rigor throughout the selection process. This emphasis on transparency aligns
with the approach taken in a recent paper by Shahid et al. (2024). Building upon
existing knowledge, we employ a systematic review methodology to explore
the impact of ESG disclosures on firm value and profitability across various
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Table 1 Inclusion and Exclusion Criteria

Criteria

Logical Statement Scopus TITLE-ABS-KEY ((“ESG scores” OR “Environmental, Social, and Govern-
ance scores” OR “sustainability metrics” OR “sustainable finance” OR
“social responsibility metrics” OR “ethical investment”) AND (“firm
value” OR “financial performance” OR “profitability”” OR “stock perfor-
mance” OR “corporate valuation”) AND (“disclosures” OR “reporting”
OR “transparency” OR “corporate governance” OR “‘sustainability report-
ing”)) AND (LIMIT-TO (LANGUAGE, “English”)) AND (LIMIT-TO
(PUBSTAGE, “final”)) AND (LIMIT-TO (DOCTYPE, “ar”))

Logical Statement WoS TS =( (“ESG scores” OR “Environmental, Social, and Governance scores”
OR “‘sustainability metrics” OR “sustainable finance” OR “social
responsibility metrics” OR “ethical investment””) AND (“firm value” OR
“financial performance" OR "profitability” OR "stock performance” OR
“corporate valuation”) AND (“disclosures” OR “reporting” OR “transpar-
ency” OR “corporate governance” OR “sustainability reporting”))

Inclusion 1. Published in English language (LIMIT-TO (LANGUAGE, “English”))
2. Document Type: Articles (LIMIT-TO ( DOCTYPE, “ar”))
3. Publication Status: Final publications (LIMIT-TO ( PUBSTAGE, “final”))

Exclusion 1. Documents not written in English
2. Not relevant to the research topic, based on the absence of the following
keywords: [ESG scores, Environmental, Social, and Governance scores,
sustainability metrics, sustainable finance, social responsibility metrics,
ethical investment, firm value, financial performance, profitability, stock
performance, corporate valuation, disclosures, reporting, transparency,
corporate governance, sustainability reporting]

industries. This approach allows for a comprehensive assessment by considering
quantitative and qualitative research designs.

We implemented a rigorous search strategy based on PRISMA guidelines to
identify relevant studies. We included peer-reviewed articles and conference papers
published in English that investigate the relationship between ESG disclosures and
firm financial performance. We excluded grey literature (e.g., reports, dissertations,
book chapters not part of edited volumes) and documents not published in English
to maintain a focus on published, scholarly research directly relevant to our research
question. Table 1 further details the specific eligibility criteria used for study
selection.

Data extraction

Data extraction involved an examination of the selected studies to extract relevant
information. Key data points included sector, methodology, geographical context
(location) and key findings. The merged dataset initially comprised 133 documents,
surpassing Scopus (66) and WoS (67), indicating a more comprehensive collec-
tion of publications in the combined data. After eliminating duplicates, 105 records
remained, of which nine were inaccessible, resulting in 96 records for further
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screening. Subsequently, 44 records were deemed out of scope and removed, leaving
52 records for subsequent analysis.

Results and analysis

In this section, the study findings are organized into three subtopics. First, a sum-
mary of the relevant studies is presented, showing the sectors, locations, methodol-
ogy, and results (see Table 2). This is followed by examining publication trends,
leading journals, the distribution of industries, and implications for ESG.

Summary of relevant studies

This systematic review analyzed and synthesized 52 studies across various sectors:
banking and finance, airlines, energy, construction, manufacturing, agriculture, tel-
ecommunications, and retail. The studies spanned countries from all continents,
encompassing developed, emerging, and developing economies, to provide a com-
prehensive and representative analysis (see Table 2).

Publication Trends

As shown in Fig. 2, the publication trends within the context of ESG research high-
light the dynamic nature of sustainable finance. The notable increase in publications
from 2018 to 2022 reflects heightened interest and awareness surrounding ESG-
related issues.

The decline in publications and total citations in 2023 is likely due to a temporary
lag or adjustment period in scholarly output, rather than a waning interest in ESG
topics. This is because there is mounting pressure from regulators and governments
for firms to transition to environmentally, socially, and economically sustainable
practices on the back fall of UN Agenda 2030. The significant total citations of 219
in 2022 underscore the impact and relevance of ESG research, solidifying its impor-
tance in both academic and policy settings.

Distribution of industries in ESG based on included studies

Figure 3 shows the distribution of industries included in the study. The largest per-
centage (52%) of studies come from the category ‘“Mixed (Listed Firms)”. This
could indicate a focus on companies listed on stock exchanges across various sec-
tors. Banking and Finance (13%), Energy (11%), and Retail (4%) are the other sec-
tors with a relatively high representation in the study. The banking and finance sector
plays an important role in financing various businesses and has significant exposure
to environmental and social risks. Sustainable finance practices and responsible
investment considerations are also gaining traction, making ESG disclosures par-
ticularly relevant to this sector. On the other hand, the energy sector is undergoing
a significant transformation due to concerns about climate change and the need for
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Publication Trend of Included Studies
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Fig.2 Publication trends of the included studies

Proportions of industries in the study
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Fig.3 Distribution of industries in the included studies

decarbonization of the energy systems. As a result, ESG considerations, such as car-
bon footprint and energy and industrial transition plans, are increasingly important
for companies in the energy sector.
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Top journal

Figure 4 presents the top 10 journals ranked by citations in ESG research and disclo-
sures. “Sustainability” emerges as the most cited journal, with 174 citations, reflect-
ing its significant impact in the domain. Other notable journals include Corporate
Social Responsibility and Environmental Management with 114 citations, “Busi-
ness Strategy and the Environment” with 73 citations, “Environment, Development,
and Sustainability” with 68 citations, and “Annals of Operations Research” with 42
citations.

The top 10 journals presented in Fig. 4 cover a wide range of topics related to
sustainable finance, corporate governance, environmental management, and social
responsibility, highlighting the interdisciplinary nature of the ESG research agenda.

Discussion

This section presents a discussion based on a content analysis of the articles included
in this systematic review. It focuses on answering the research questions outlined in
the “Introduction”.

Is there a quantifiable relationship between ESG scores and firm profitability
when considering the mediating effect of disclosures?

The Banking and Finance industry studies found that environmental and social per-
formance negatively affect corporate financial performance (Daszynska-zygadio
et al. 2021), while governance performance has a positive impact. Additionally,
financial statement metrics predict ESG scores, and investors favor sustainable
investments, relying on ESG ratings, which influence stock returns. ESG material-
ity positively affects firm value, and ESG positively affects performance, but social

Top 10 Journals based on citations

Total Citations
5]
8

40
’ l . .
, H W =

ANNALS OF BUSINESS ENERGIES ENVIRONMENT, JOURNALOF ~JOURNALOF  JOURNALOF  MEASURING ~ SMART AND SUSTAINABILITY ~ SOUTH
OPERATIONS ~ STRATEGY AND DEVELOPMENT  BUSINESS FINANCIAL  MANAGEMENT ~ BUSINESS ~ SUSTAINABLE AFRICAN
RESEARCH THE AND ECONOMICS ~ REPORTING ~ ACCOUNTING  EXCELLENCE BUILT JOURNAL OF
ENVIRONMENT SUSTAINABILITY AND AND RESEARCH ENVIRONMENT ECONOMIC
MANAGEMENT ACCOUNTING AND

MANAGEMENT
SCIENCES
Journals

® Total Citations
Fig.4 Top 10 publishing journals based on the total citations of the included studies
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performance negatively affects profitability. The study on the Food Industry by
Buallay (2022c) found a significant positive relationship between ESG performance
and financial performance (ROE), measured by return on equity. However, no signif-
icant connection was observed between ESG and operational performance (ROA),
measured by return on assets, or market performance (TQ), measured by Tobin’s
Q. This suggests that while stronger ESG performance may lead to better financial
results in the food industry, it doesn’t necessarily translate to improved operational
efficiency or market valuation.

In the retail industry, similar to the food industry, a positive connection exists
between ESG and financial performance (ROE), but no significant impact is
observed on operational or market performance. Interestingly, the Utilities Sec-
tor presents a contrasting picture where a strong social performance paired with a
lesser focus on environmental factors leads to high accounting-based performance,
while market-based indicators emphasize the criticality of both environmental and
social aspects for achieving strong financial results (Remo-Diez et al. 2023). Fur-
ther insights emerge when looking at specific sectors like Healthcare and Airlines.
In Healthcare, the influence of ESG on financial performance is context dependent.
Developed economies exhibit a positive link while developing ones show negative
or insignificant correlations (Kalia and Aggarwal 2023). Similarly, in the Airline
Industry, ESG initiatives impact market-to-book ratio and financial performance dif-
ferently, with firm size moderating the relationship. Notably, the Agriculture sec-
tor stands out. There is no clear connection between overall ESG and performance,
but interestingly, governance disclosure specifically shows a positive influence
on market performance. Turning to the construction industry, Siew et al. (2013)
identify limited non-financial reporting in construction firms. Companies issuing
such reports demonstrate superior financial performance, although the association
between financial metrics and ESG scores lacks a strong correlation.

These findings showcase the complexity and varied nature of the ESG-perfor-
mance relationship across different industries. When interpreting these intricate
relationships and their implications, it’s crucial to consider specific industry charac-
teristics and country factors.

How do variations in ESG disclosure quality and transparency impact stakeholder
perceptions and trust in a company’s sustainability efforts?

The variations in ESG disclosure quality and transparency impact stakeholders and/
or shareholders differently. The impact may differ because of the differences in the
methodology used and the industry considered. To shed light on the conundrum,
several studies (e.g. Wanday et al., Shaikh) have been carried out for diverse indus-
tries. To answer the research question here, the several studies highlight five (5) key
outcomes/themes summarized as follows:

1. Credibility and reliability: High-quality disclosures enhance a company’s credibil-
ity and reliability in the eyes of stakeholders. When companies provide compre-
hensive and accurate information about their sustainability initiatives, stakehold-
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ers are more likely to trust reported data and perceive the company as genuinely
committed to sustainability. Shaikh (2022) highlights the need for robust cor-
porate governance and increased transparency in the governance structure and
board diversity to buttress this point. These would go a long way in ensuring
sustainability and contribute positively to both a firm’s operational efficiency and
market valuation. However, the outcomes vary according to various disclosures.
For instance, US firms provide better quality Sustainability Accounting Standards
Board (SASB) disclosures, thus increasing firm values, whilst increased use of
“boilerplate” disclosures leads to firm value declines. In fact, in the energy sector,
Wieczorek-Kosmal et al. (2021) found sustainability reporting to be more promi-
nent amongst the set of the so-called “sustainability-policy-oriented factors.”

2. Risk Assessment: Transparent ESG disclosures enable stakeholders to better
assess the company’s sustainability risks and opportunities. By understanding
the company’s environmental, social, and governance practices, stakeholders can
make more informed decisions regarding investment, partnerships, or engage-
ment, fostering trust in the company’s commitment to sustainability.

3. Accountability and Governance: Transparent ESG disclosures demonstrate a com-
mitment to accountability and strong governance practices. When companies
openly communicate their sustainability goals, progress, and challenges, stake-
holders perceive them as accountable and responsible, which can foster trust and
long-term relationships. Dzingai and Fakoya (2017) assert that board size and
independence are critical factors affecting firm performance. Furthermore, the
study insists that size matters as far as a board is concerned. For a firm’s effective
functioning and profitability, a board should be independent. Shaikh (2022) con-
tributed to the debate by arguing that though environmental and social disclosure
negatively affect firm performance, governance practice has a positive effect.
Buallay et al (2020) bring in a different dimension by revealing that governance
disclosure is more pronounced in banks from countries with a high GDP growth
rate and high scores for good governance. On the contrary, the latter study asserts
that a decline in MENA banks’ performance due to improved ESG scores may
explain why stakeholders are inclined to choose sustainability by foregoing part
of their wealth.

4. Stakeholder Engagement: Transparent ESG disclosures encourage meaningful
stakeholder engagement and dialogue. By openly sharing information about sus-
tainability strategies, initiatives, and outcomes, companies can actively involve
stakeholders in their sustainability journey, building trust through collaborative
efforts and shared goals. Indeed, Buallay et al. (2020) reveals that investors in
the MENA region pay a premium to induce firms to disclose a higher level of
ESG, thus showing commitment to their stakeholders. Still, in the energy sector,
Baran et al. (2022) asserts that firms may reinforce their credibility by providing
various stakeholders (both shareholders and internal stakeholders) with all the
required information. Additionally, the banking sector in the MENA region puts
more emphasis on the social aspect, where banks strive to build a supportive
social base that contributes to future sustainable business and governance issues.

5. Long-term value-creation: Companies that prioritize quality and transparency in
ESG disclosures are often better positioned to create long-term sustainable value.
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By addressing stakeholder concerns, demonstrating proactive management of
ESG risks, and showcasing progress toward sustainability goals, companies can
build trust and confidence in their ability to generate positive financial, environ-
mental, and social outcomes over time. Wieczorek-Kosmala et al (2021) present
evidence that stakeholders’ pressure on firms to improve on transparency is a key
driver to sustainability in the energy sector.

To what extent do regulatory frameworks affect the quality and impact of ESG
disclosures, and how do these regulations shape the relationship between ESG
scores and firm value/profitability?

Table 3 synthesizes findings from key studies investigating the influence of regu-
latory frameworks on ESG disclosures and their impact on firm value/profitability
across diverse regions.

In Europe, the EU Directive on Non-Financial Reporting has consistently
enhanced the quality and consistency of ESG disclosures, demonstrating a positive
correlation with firm value/profitability (Baran et al. 2022; Bifulco et al. 2023; Cer-
ciello et al. 2023; D’Amato et al. 2021; Habermann 2021; Mill 2006; Oprean-Stan
et al. 2020; Ozer et al. 2023; Popescu and Popescu 2019; Wieczorek-Kosmala et al.
2021; Zehir et al. 2023). This aligns with the notion that well-structured regulations
drive improved disclosure practices, fostering a positive relationship between ESG
metrics and financial performance. Conversely, studies in the United States (Al-Issa
et al. 2022; Brogi and Lagasio 2019; Cohen 2023; Eng et al. 2022; Kolsi et al. 2023;
Minutolo et al. 2019) reveal mixed outcomes under SEC Disclosure Requirements.
While compliant firms exhibit heightened ESG disclosure quality, the impact on
overall firm performance is constrained. This suggests that in the U.S., regulatory
efforts may be more effective in influencing transparency rather than directly affect-
ing financial outcomes.

Moving to the Asia—Pacific region, where national ESG reporting standards are
emphasized, research indicates a positive association between adherence to these
standards and firm value. Importantly, the quality of ESG disclosures plays a medi-
ating role in strengthening this relationship, reinforcing the idea that not just adher-
ence but the caliber of reporting contributes significantly to perceived firm value
(Alduais 2023; Aqgabna et al. 2023; Biatkowski and Stawik 2022; Cheng et al. 2023;
Fernando et al. 2022; Gunawan et al. 2022; Lee et al. 2018; Parikh et al. 2023; Siew
et al. 2013; Sinha Ray and Goel 2023; Thomas et al. 2021; Yen-Yen 2019).

A global perspective, considering the Review of International Reporting Stand-
ards, indicates variability in regulatory impact. Regions with stringent reporting
standards demonstrate a stronger correlation between ESG scores and profitability,
while those with lax standards exhibit mixed results (Alhawaj et al. 2023; Aqabna
et al. 2023; Buallay et al. 2021, 2022; Buallay 2022c; Buallay and Al Marri 2022;
Conway 2019; EI Khoury et al. 2021; Hasan et al. 2022; Remo-Diez et al. 2023;
Saini et al. 2022; Shaikh 2022; Sharma et al. 2024; Thimm and Rasmussen 2023).
This underscores the importance of regulatory stringency in shaping the relationship
between ESG disclosures and financial outcomes on a global scale.
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Lastly, a comparative regulatory analysis reveals the nuanced nature of the
relationships between regulatory frameworks and firm performance in emerging
markets. This suggests that in these markets, the impact of regulations is context-
dependent, acknowledging both positive and negative influences on various aspects
of corporate performance (Buallay 2022d; Conway 2019; Dzingai and Fakoya 2017;
Lee et al. 2018; Mans-Kemp and van der Lugt 2020; Vinodkumar and Alarifi 2022;
Yoon et al. 2018).

The findings underscore the pivotal role of regulatory frameworks in shaping
the dynamics between ESG disclosures and firm value/profitability, with nuances
observed based on regional contexts and stringency levels. These insights contribute
to the ongoing discourse on the effectiveness of ESG regulations in promoting sus-
tainable practices and financial success.

Conclusion

On the global stage of international business, the interplay among ESG scores, dis-
closures, and corporate performance has emerged as a pressing concern. This study
conducts a systematic review to examine the role of ESG disclosure in moderating
the connection between ESG ratings and the value and profitability of firms. Our
analysis reveals a multifaceted relationship highly influenced by industry dynamics
and geographical considerations. Our findings support the proposition that govern-
ance disclosures positively correlate with market performance, thus highlighting
their significance as a crucial determinant of transparent and effective corporate
governance practices, ultimately contributing to firm value enhancement.

Based on the insights gained from the systematic review, firms should develop
and incorporate context-specific ESG strategies aligned with their core business and
stakeholder expectations. Secondly, they should ensure compliance with existing
regulations while exploring proactive measures to exceed minimum requirements
and enhance operational sustainability. Furthermore, firms should increase transpar-
ency and coverage of ESG disclosures by improving the quality of ESG reporting
to enhance the company’s value and build trust among investors and stakeholders.
Additionally, firms could utilize established frameworks such as the GRI and the
SASB to ensure consistency and comparability in reporting practices.

Policymakers can take two key steps to establish a functioning and transparent
ESG landscape. Firstly, they can encourage high-quality ESG reporting by imple-
menting regulations that require detailed disclosures on material ESG metrics rele-
vant to specific industries. This approach should consider and build upon the existing
international reporting framework. Secondly, policymakers can promote uniformity
by supporting the development and adoption of standardized ESG reporting prac-
tices. This fosters meaningful comparisons across firms and industries, enhancing
trust and clarity for investors and stakeholders. Finally, investors should actively
integrate ESG disclosures into their decision-making processes. Recognizing the
link between strong ESG performance and long-term value, coupled with reduced
risk, it’s crucial to pay close attention to these disclosures.
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However, several gaps remain that warrant further investigation. Future research
should explore the longitudinal effects of ESG disclosures on firm performance to
determine whether the observed benefits are sustained over time. Moreover, there is
a need to examine the role of regulatory frameworks in different regions to under-
stand how varying enforcement and guidelines impact the efficacy of ESG disclo-
sures. Another promising area for future studies is the exploration of the specific
mechanisms through which different components of ESG—environmental, social,
and governance—individually and collectively influence financial outcomes. Lastly,
more granular research focusing on small and medium-sized enterprises (SMEs) and
their ESG practices could provide insights into how smaller firms can leverage ESG
disclosures to enhance their competitiveness and financial performance.

By addressing these gaps, future research can provide a more comprehensive
understanding of the nuanced relationship between ESG practices and firm perfor-
mance, guiding policymakers and corporate leaders to promote sustainable business
practices. It is essential to acknowledge the limitations of this study, including the
dynamic nature of methodologies and sectors, which may pose challenges to gener-
alization. Future research endeavors should focus on longitudinal studies to establish
causality between ESG practices, disclosures, and performance while closely moni-
toring the evolving regulatory landscape, as changes in ESG reporting requirements
could significantly influence the dynamics under examination.
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