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Abstract

The aim of this study will evaluate the extent to which ESG (Environmental, Social
and Governance) metrics are used in managing Firm Performance, in terms of SGP
(Social and Governance Performance) and FP (Financial Performance) among
publicly listed companies in Malaysia. The study of relationship between ESG and
SGP includes determinants such as industry, size, digital technologies and target-
setting approach. The study of association between SGP and FP includes
profitability and business growth. Further, this study intended to look at the future
commitments and plans of top management in terms of pursuing the 17 UN-SDGs

Goals.

The sample of the data is 781 firm-year observations from year 2019-2020 of 313
firms listed in the Bursa Malaysia. The raw data on determining the SGP for content
analysis purposes were acquired from documentary sources downloaded from the
Bursa Malaysia Website. The financial data in year 2021 were retrieved from the
Thomson Reuters’ DataStream, inclusive of TOTAL ASSETS (TA), RETURN ON
ASSETS (ROA), MARKET TO BOOK VALUE (MTBV). While the leadership statements
in year 2020 which were predominantly made in the voluntarily reports had been
extracted to analyse the language of top management in relation to their
sustainability commitments and plans. Inter-Quartile Range (IQR) had been applied
to determine the range of SGP. Using the stakeholder framework and Goal-Setting
Theory, a number of hypotheses that relate SGP to firm-specific characteristics had
been developed. SPSS had been utilised to analyse the content analysis — SG
scoring data to perform inferential statistics such as One Way ANOVA,
independent-samples t-test, and regression. Further analysis had been performed
using software programme NVivo 8 to explore companies’ commitment and plans

in their leadership statement in regards of pursuing the 17 UN-SDGs.



This study suggested that very majority of companies have yet embraced the full
potential of ESG and very few have set targets for their SGP. The results also
indicated that industry, firm size, digital technologies and target-setting approach
do have significant impacts on the SGP of a company, with the target-setting
approach being the most dominant one. The results further indicated that SGP has
a persistent and significant impact on the profitability and business growth of a
company. Meanwhile, the most dominant SG subject in the leadership statement
is the Product and Services Responsibility (3.8), a mini case study had been
performed to provide the justifications. This subject acts as an important

accelerator for UN-SDG 9, 11, 12, 16.

This study offered implications in several folds. In terms of theoretical implication,
the current study which placed a laser focus on the SG pillar due to the growing
demand aroused by the unprecedented pandemic, would be able to fortify the
findings of the benefits of desired SGP in light of the financial ground, which is
currently a missing gap in most literature reviews. For managerial implication, it
would contribute to the insufficient knowledge on suitable management
approaches for businesses to steer sustainability strategies. In terms of policy
contribution, this study aimed to generate value for policymakers and regulators,
proposing strategies or suggestions in solving the contemporary problem of low
sustainability performance in Malaysia, which in turn realised the objectives of
accomplishing the “Agenda 2030” through its SDG Roadmap and Malaysia Plans.
Some limitations of the current research and suggestions for future research were

discussed at the end of the thesis.

Keywords: ESG Metrics, Social and Governance Performance, Sustainable
Development Goals, Financial Performance, Business Performance, Firm

Determinants
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and eradicate bias in research analysis.

! Intercoder reliability is the unanimous agreement between 2 different researchers agree on the

coding content during the content analysis process, the purpose of it is for data analysis to be
consistent and valid. Intercoder reliability ensures same conclusion when a few researchers code

data



Credibility describes the reliability, plausibility, and trustworthiness of the study
findings (Tracy, 2010). Credibility in quantitative research is achieved by reliability,
replicability, consistency, and accuracy (Golafshani, 2003). | acknowledged that the
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and enhance the credibility of the emerging analysis.
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Chapter 1 Introduction

1.1 Introduction

The notion of sustainability is controversial, with little agreement on what it means
or how it should be implemented for the better welfare of the world and its
inhabitants (Hopwood et al., 2005; Brown & Fraser, 2006; Hahn et al., 2010). The
ways to measure the businesses’ actual commitment in achieving its sustainability
ambitions is inferred from organization’s participation in corporate social
responsibility (CSR) (Veenstra & Ellemers, 2020). Definitions from the European
Commission (2005) state that “Corporate social responsibility (CSR) refers to an
organization's obligation to consider the impact they exert on society. Businesses
should seek to implement a method that integrates social, environmental, ethical,
consumer, and human rights issues into their core operations and strategy to

maintain close partnership with their stakeholders."

Corporate sustainability means a business strategy to fulfil the expectations of
current and future stakeholders by utilising the best business practices (Report of
the United Nations World Commission on Environment and Development, 1987).
Artiach et al. (2010) supported the statement that certain firms have a financial
incentive to engage more in corporate sustainability programmes because it
sustained the firm’s competitive position, and eventually lead to superior long-
term performance. As a result, various research had attempted to disentangle
organisational motives from an accurate assessment of CSR operations. Several
research had identified reporting standards that provide stakeholders
(i.e. investors) with  information on actual organisational sustainability
performance that is unbiased, trustworthy, and predicts organisational value (i.e.
stock returns) (Veenstra & Ellemers, 2020). Growing attention is being paid to
mapping not only businesses' economic and environmental impact, but also their

social impact, as well as their business practises in terms of governance and general



business conduct, in order to monitor the extent to which businesses acknowledge
responsibility for their impact, using the ESG (environmental, social, and

governance) metrics.

ESG metrics, also known as ESG themes and ESG pillars, is defined as the volumes
of sustainability subject disclosure, according to the three pillars of subject:
Environmental, Social and Governance. ESG ratings supplied by professional rating
agencies are crucial for many research as well as the decision-making of managers
and investors who care about social responsibility (Halbritter & Dorfleitner, 2015).
Veenstra & Ellemers (2020) argued the role of ESG indicators as externally imposed
performance targets is not only applicable for external parties to assess
organisation’s sustainability progress, but it may also impact organisational
strategic aims and ambitions within the organisation. Kempf & Osthoff (2007) and
Statman & Glushkov (2009) presented proof that stocks with high ESG ratings
outperform the market. Fernando et al. (2009) examined how the environmental
activities of corporations impacted various aspects such as a company's market
value or the cost of equity capital. Further, the results of Chava (2014), El Ghoul et
al. (2011) and Goss & Roberts (2011) indicated that firms' involvement in
environmental concerns and, accordingly, CSR reduced the cost of equity and debt

considerably.

The increasingly concern on the social and governance aspect has brought to the
focus of this study, which is on Malaysian firms’ Social and Governance
Performance (SGP) as well as the relationship to Firm Performance (FP). In terms
of this, effective management of SGP is crucial and businesses play a key role in
sustainability management. Stakeholders’ interests and expectations are to be

carefully managed for business going concern.



Despite there are a handful of research studies in mostly developed countries such
as the UK (Moussa et al., 2021), Australia (Lokuwaduge et al., 2020) and the US
(Halbritter & Dorfleitner, 2015) which focussed on ESG performance, but the
variations in different findings of the influence of ESG metrics on firm performance
(in terms of SGP and financial performance) in the West and East are still existed.
Further, there are limited studies that existed to gauge the firm performance in
Malaysian listed companies. Hence, the aim of this study will evaluate the extent
to which ESG metrics are used in managing Firm Performance, in terms of SGP and

FP among publicly listed companies in Malaysia.

1.2 Problem Statement

Due to the fact that ESG rating agencies rely heavily on information provided by
organisations (Diez-Caflamero et al., 2020), it is critical to assess whether corporate
reporting accurately represents organisations' actual performance. In other words,
if there is a match between the strategic (what companies say) and operational
(what organisations do) levels of corporate responsibility. Trucost, a company that
specialised in assessing environmental performance found that firms that
voluntarily disclose more environmental information performed worse (Cho et al.,
2012). Following the pressure exerted by stakeholders on listed companies, there
are getting more mandatory socially responsible actions such as the publication of
sustainability reports in accordance with the Global Reporting Initiative guidelines,
the adoption of the Equator Principles, and the assumption of the United Nations'
Sustainable Development Goals to determine that the companies are socially
responsible. Numerous studies had demonstrated that socially responsible
businesses adhere to better moral standards, more transparent financial reporting
requirements, and less bad news hoarding. Particularly, businesses participated in
CSR initiatives are with the goal to increase revenue (Tucker & Melewar, 2005;
Dowling, 2006; Schuler & Cording, 2006); and enhance operating efficiency (Liang
& Huang, 2013).



Recent studies showed that shortfalls in the social and governance pillar have been
detrimental to companies, specifically electronic manufacturing services (EMS),
gloves and plantation companies, not only from the share performance
perspective, but have resulted in company losing sizable and material contracts as
well as causing damage to management reputation, consistent with the concept of

reputation effect (Argenti & Druckenmiller, 2004).

Some examples can be seen from the increasingly compliance issues in Malaysia.
The lack of labour and heavy reliance on relatively low-skilled workers by many
economically significant industries in Malaysia had caused severe cases of migrant
worker exploitation and human rights violation. There were accusations about Top
Glove factories in Malaysia, with signs of migrant labour exploitation, such as low
pay, excessive overtime, unlawful deductions from employees' earnings,
exorbitant recruiting fees, poor housing standards, and a lack of social distancing
arrangements (Bsci, 2020). All these allegations confirmed Social and Governance
Performance (SGP) failure incorporated under the pillar of Human Rights,

Occupational Health and Safety, Labour Practices and Compliance.

An announcement was made on 13 May 2022 that the US Customs and Borders
Protection (CBP) will set up a working committee in collaboration with the
Malaysian Government to address the issue of alleged forced labour in the country
(Bernama, 2022). Nonetheless, there had been controversies regarding the
effectiveness of this committee to help clean up Malaysia’s questionable
reputation on labour practices. Domestic labour shortages and reliance on low-
skilled workers made the social pillar minefield for these impacted firms. Following
the National agenda for sustainable development, Malaysia adopted the Universal
Declaration of Human Rights in 2012, and Malaysia is one of ten nations whose
national budgets are completely aligned with the SDGs based on UN assessments,

said by Finance Minister Tengku Datuk Seri Zafrul Tengku Abdul Aziz (Ong, 2021).
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This showed that there are strong policies implemented in Malaysia, but there are

more has to be known pertinent to the current state of SGP in Malaysia.

Strengthening the SGP is vital as there are a lot of negative repercussions in terms
of a firm’s value and reputation should there be any SG shortfall. In other words,
the concerns of SGP are largely due to the insufficient knowledges in using suitable
management approaches. Hence, it is essential for businesses to adopt effective
management approaches/determinants to steer their sustainability strategies and
deliver the desired SGP. To tackle the increasingly concern on SGP, a target-setting
approach is advised to drive the purposeful agenda of the organisation. It is
inevitable that the SGP and business value of a corporation will increase with the
aid of digital technology. Not only it will generate a lucrative share price
performance to investors, but it will also empower and foster companies and
leaders in securing sizable and material contracts in addition to fortifying their

management reputation and company goodwill.

Businesses need financial motivations to satisfy their shareholders expectations,
as consistent with the stakeholder theory which contends that SG investment
creates positive financial advantages through managing stakeholders (Artiach et
al., 2010). The apparent inconsistencies in previous findings examining on the
association between the SGP and financial performance had brought to the
following objectives: Assessing the impact of SGP on profitability and business

growth of a company in order to advance the knowledge in this area of research.

Other than examining whether improved financial performance serves as a
repercussion of high SGP, this study focused on the commitments and plans of top
management to invest in sustainability programmes, in terms of pursuing the 17
UN-SDGs Goals. There are currently very few literature reviews on the leadership

aspiration towards SGP. In doing so, this thesis further contributed to the ongoing



research debate about the top management’s future commitments and plans in

regards to the SDGs’ realisation.

All these previous research gaps had been identified, and hence correlated to the
aim of this study, which is to investigate the Firm Level Determinants which would
maximise the SGP and FP, by operationalizing the ESG Metrics, in order to
effectively close these gaps. This study revealed the current SGP in the Malaysia
context, identified the determinants in associated with increased SGP, the impact
of SGP on profitability and business growth of the company. This study also

disclosed the leadership’s statements in pursing the 17 UN-SDGs Goals.

1.3 Research Questions
The performance of sustainability efforts in Malaysia and the drivers of it had been

guestioned.

These issues lead to the first research question (RQ1) which is to evaluate the
current state of SGP within the Malaysia context, in view of the publicly listed
companies on Bursa Malaysia. This RQl examined which levels of SGP that
Malaysia public listed companies fall in, in the year of 2020. The aim of this RQ1 is
to provide significance contribution to the public in terms of portraying the SG
scoring performance using content analysis which does not currently existed to
gauge the SGP in Malaysian listed companies, based on the ESG metrics. Moreover,
RQ1 intended to provide contribution to external stakeholders (i.e. investors) to

determine whether the company is an appealing and worthy investment to them.

There are insufficient knowledges using suitable management approaches/
determinants pertinent for businesses to steer their sustainability strategies and
performance, which leads to the second research question (RQ2). There are fertile
ground of SGP drivers currently existed but it is uncertain that which driver is the
most dominant and effective. If a company's stakeholder environment influences
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its investment in sustainability, then variations in Corporate Social Performance
(CSP) among firms imply variations in the drivers related to the scope and
significance of the firm's stakeholder demands (Artiach et al., 2010). This question
delved into the impact of the important drivers of industry, firm size, digital
technologies and target-setting approach on the SGP. This objective aimed to
cultivate public’s interest and motivation to prioritise the certain effective
management approach, due to the nature of limited resources within an

organisation.

As there are inconsistent studies on the benefits of desired SGP in light of the
financial ground, this followed with the third research question (RQ3) — (i) whether
desired SGP will bring an impact to the profitability of a company. Due to the fact
that profitability performance has lag effect over the years, this study also studied
on (ii) whether desired SGP will bring an impact to the business growth of a
company. This question is crucial as businesses need financial motivations to
satisfy their shareholders expectations, as consistent with the stakeholder theory.
The paybacks of companies in terms of boosted SGP and lucrative financial
performance within an organisation were examined, in favour of strengthening

management reputation and goodwill.

As mentioned by Cramer (2011), leadership’s role is important in catalysing the
shift towards sustainability. Leaders’ commitment is concerned by the public as
they set the strategic direction of an organisation. Such commitments are
important for stakeholders as it ensures that sustainability is implemented within
an organisation. This had lead to the last research question (RQ4) which looked
into the future commitments and plans of top management in terms of pursuing
the 17 SDGs. The findings looked into the number of companies expressed
attention in a given SG subject, top management’s commitments and plans, and

the justifications. This is also important in determining which subject acted as an



important accelerator for a particular UN-SDGs. In doing so, this thesis contributed
to the ongoing research debate about the top management’s future commitments

and plans in regards to the SDGs’ realisation.

1.4 Research Objectives
The aim of this study is to fortify studies on Malaysian firms on ESG (SGP) as well

as the relationship to Firm Performance, by applying stakeholder theory and goal-

setting theory.

Therefore, the following objectives were established;
1. To identify the current state of SGP in Malaysia.
2. To determine whether industry, company size, digital technology, target-
setting approach & covid-19 have an impact on SGP.
3. To examine whether SGP have an impact on the profitability and business
growth of a company.
4. To examine commitment and plan of the companies in terms of pursuing

the 17 SDGs.

1.5 Significance of the Study
In terms of theoretical contribution, the findings will fortify the existing knowledge

in the domain, allowing further research development at ease.

Theoretically relevant research contributes to, develops, and analyses disciplinary
knowledge, and it is "intellectually implicative for the academic community" (Trac
y, 1995). At its most fundamental, theoretical contribution is by investigating how
existing ideas or concepts make sense in a new and distinct setting. The study's
conclusions are significant for the current discussion over the benefits of corporate
sustainability performance, specifically SGP. When it comes to the matter of SGP,
many of the other researches revolve around the environmental pillar as Fernando
et al. (2009) study mentioned that firms’ environmental efforts could influence

various aspects of an organisation such as a company’s market value or cost of
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equity capital. However, the current study placed a laser focus on the SG pillar due
to the growing demand aroused by the pandemic, examining the determinants
associated with the leading SGP and the leadership’s commitments towards UN-
SDGs achievement. The shift of focus towards SGP allows for a more in-depth
examination of the factors that drive the decision-making on factors in
sustainability principles, and hence give better insight into the anticipated financial
consequences of SG investments. This would be able to contribute to the
insufficient knowledges on suitable management approaches and theories to steer
sustainability strategies and fortify the inconsistent studies on the benefits of
desired SGP in light of the financial ground, which is currently a missing gap in most

literature reviews.

In terms of managerial contribution, this study aims to generate value to
businesses, proposing an argument case for these organisations to enhance the
incorporation of SG principles in their strategic management, and to provide
suggestions to organisations in solving the current problems/challenges as
explained in 1.2. The paybacks of companies who aspire to quantify their future
targets and employing digital technologies had been examined, in terms of
boosted SGP and lucrative financial performance, to the extent of fortifying
management reputation and goodwill. The outcomes of this study will support the
notion that some types of organisations have incentives to engage more
extensively in corporate sustainability programmes since it retained
firms' competitive position (Artiach et al., 2010). This would be able to contribute
to the insufficient knowledges using suitable management approaches pertinent
for businesses to steer their sustainability strategies and provide motivations for

businesses in light of the desired SGP’s impact on the financial ground.

Furthermore, this study is heuristically relevant since fascinating techniques and
objectives stimulate readers' curiosity and willingness to pursue new findings
(Abbott, 2004). The level of heuristic importance can be increased by making
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several suggestions for more studies and addressing all relevant options beyond
the scope of this thesis. For instance, this study explores the determinants in
affecting the organization’s sustainability performance and its impact on the
profitability and business growth. Clearly, this would be able to create societal
value to put an emphasis on sustainability engagement, which serves as a major
contribution in evaluating the relationship between researchers and the
communities (Ellis, 2007). The practical significance of this study is also emphasized,
since the heuristic research influences a wide range of audiences, including
policymakers and the general public, to participate in aiding the organization's

engagement in sustainable practises.

Whilst in terms of policy contribution, this study aims to generate value for
policymakers and regulators, proposing strategies or suggestions to regulators in
solving the contemporary problem of low sustainability performance in Malaysia.
Should the Government of Malaysia steps in to provide more funds and subsidies
to small & medium companies in realising the objectives in accomplishing the
“Agenda 2030” through its SDG Roadmap and Malaysia Plans had also been studied.
There must be strong support and close cooperation from the society, particularly
companies to make the SDGs come true, alongside with various comprehensive
efforts made by the government for the realisation of SDGs. Moreover, the
development of Content Analysis of SGP Scoring Data of publicly listed companies
on Bursa Main Market which does not currently existed, is a plethora contribution

to the policy makers as the benchmark for future monitoring purpose.

1.6 Definitions of Key Terms
This section intends to look at the ESG key terms that will be highlighted in this

study.
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ESG metrics, also known as ESG themes and ESG pillars, is defined as the volumes
of sustainability subject disclosure, according to the three pillars of subject:

Environmental, Social and Governance). In this study, SG will be emphasized.

III

“Social” performance refers to how a corporation treats its clients, the community,
and its employees by being responsible in the development of its products and
services. Despite the fact that all of these factors benefit the company, the value
of this information for financial stakeholders makes an indirect impact on the
profitability and business growth of the company (Esteban-Sanchez et al., 2017).
The term "Governance" refers to how power is exercised and how choices are

made in an organisation to ensure that the management acts in the best interests

of its shareholders in the long run.

However, in the course of this study, sustainability is considered in the framework
of Economy, Environmental, and Social (EES), with "Governance" recognised as
one of the fundamental pillars that underlie the emphasis on "Social" performance.
This benchmark is based on the comprehensive sustainability reporting guidelines
issued by the Bursa Malaysia Securities Berhad (2018). The main reason of
incorporating “Governance” and “Social” pillar is because listed issuers must
provide disclosures on the governance structure in place to address social risks and
opportunities ("sustainability matters") in the Sustainability Statement, as
according to the (Bursa Malaysia Securities Berhad, Practice Note 9, Paragraph 6.2
(a)). Additionally, corporate governance is another important part that assures
compliance, responsibility, and transparency, of where it is shown in subject 3.10
Compliance (social)?. It is shown that the importance of “Governance” on
management exercised their power and made decision that pursue the long-term

shareholders’ interests. In this case, subject 3.10 Compliance (social) is taken as an

2 |t describes an organization's level of adherence to the laws and guidelines that govern its
operations, as well as the efforts made to analyse the anticipated impact of its actions.
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example, the management has the obligation to govern the organisation (strict
processes to avoid any monetary fines of non-compliance) so that the stakeholders’
interests will be assured and protected. Appendix A includes more detail on
particular areas of disclosure for each subject. ESG metrics have also known as
performance indicator for each theme listed in Bursa Malaysia Guideline. These
metrics are used extensively in this study for the purpose of building the Content

Analysis template.

This thesis also discuss corporate social responsibility (CSR) as a domain that
includes Social and Governance performance, based on the ESG metrics, similar in
Gillan et al. (2021). CSR is considered as the activities performed by organization,
and ESG is used as a benchmark to gauge their performance, the foregoing
performance is specifically in the Social and Governance pillar. Accordingly, this
thesis examined the Social and Governance Performance (SGP) based on the ESG

metrics.

The term UN-SDGs which is widely mentioned in RO4 refers to the United Nations
Sustainable Development Objectives, also known as Agenda 2030, which is a set of
17 global goals and 169 targets that encompass the three elements of sustainable
development which are economic growth, social inclusion, and environmental
preservation.

Firm level Determinants, sometimes known as management approaches or drivers,
is referring to the factors that affect the SGP, inclusive of industry, firm size, digital

technologies and target-setting approach.

1.7 Organisation of Chapters

The entire thesis is organized as follows. Chapter 1 will provide a brief introduction
of the problems and motivation in writing this thesis, along with the purpose,
objectives and contribution of this study. Some key terms are also mentioned here

to provide a better understanding and smooth readings for the readers. Chapter 2

12



will discuss the literature review inclusive of management theories and approaches
being used. Some background literature reviews have been done and provided
under this chapter. In addition, the association between management approaches
(i.e. Industry, Firm size, Digital Technologies and Target-Setting Approach) and SGP
is reviewed. This chapter provides a more in-depth grasp of current challenges and
empirical evidence, allowing hypotheses to be developed and discussed in the
following chapter. Chapter 3 intends to describe the research methodology and
sample selection proposed for this empirical research. This chapter will explain the
research instrument being used, the measurement of proxies for variables and the
data collection methods. The purpose of this chapter aims to familiarize readers
with the data analytical tools and variables that will be used. Chapter 4 introduces
the data analysis, findings and results. The descriptive statistics and inferential
statistics will be shown here, any data abnormality and assumption of tests will be
stated under this chapter. This chapter intend to utilize different types of analysis
to tackle the different research questions stated in 1.3. The output obtained will
be provided here, and the extensive interpretation will be stated in the next
chapter. Chapter 5 will be the main discussion and conclusion, provided with some
recommendation. This chapter aims to provide readers a holistic view of the entire
research and prove that it provides theoretical, managerial and policy significance

towards the sustainability area.
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Chapter 2 Literature Reviews

2.1 Introduction

This section will gives a brief introduction of the ESG metrics, and how often that
it is viewed in the context of EES pillar, namely Economy, Environmental and
Social. The detailed definition of each pillar will be explained. Moreover, the
significant role of ESG in light of investors’ perspectives and the differentiation
between SDGs and ESGs had been mentioned here. CSR performance based on
the ESG metrics had also been taken into account to discuss the value to firms in
alleviating the negative impacts of bad news. The evidences of negative
repercussions in terms of a firm’s value and reputation should there be any ESG
shortfalls also shown here to fortify the stated assumptions. The following
section will introduce the theoretical theories which gave a guidance in
structuring the following section - the effective management approaches and
financial incentives to steer businesses’ sustainability strategies and deliver the
desired SGP. These includes the discussion of industry, firm size, digital
technologies, and target-setting approach, profitability, business growth and the
top management’s future commitments and plans in terms of pursuing the 17

UN-SDGs.

Corporate social responsibility (CSR) acts as credibility and trust bridge building
between all the stakeholders or interest groups because the definition of it refers
to the activities performed by a company that is beyond the company’s interests
and required law, by voluntarily contributing to the local communities in terms of
the social good (Aminia & Bienstock, 2014). To determine the firm’s social
performance, ESG is used as a benchmark to gauge their SGP. It is well known that
ESG indicators are commonly utilised in the financial sector to help investors make
investment decisions based on business behaviour. In this study, however,
sustainability is considered in the framework of EES (Economy, Environmental, and

Social), with "Governance" recognised as one of the fundamental pillars that
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underlie the emphasis on "Social" performance. Furthermore, the Listing
Requirements, the Malaysian Code on Corporate Governance 2017 and the
Corporate Governance Guide, already include detailed and extensive disclosure
requirements for corporate governance. As previously stated, the focus of this

study will be on SG, which falls under the ESG pillar.

According to the GRI Standards, Economic evaluates the impacts of an organisation
on the economic circumstances of its stakeholders and economic systems on the
local, national, and global front. It does not place much emphasis on the
organization's financial status. Environmental refers to the influence of an
organisation on living and non-living natural systems, such as land, air, water, and
ecosystems. While it is true that not all industries caused significant environmental
pollution, corrective environmental improvement actions can be taken in order to
significantly reduce costs associated with electricity, water, fuel, and paper usages
(Jeucken, 2010). Moreover, “social” performance refers to how a corporation
treats its customers, the community, and its employees by being responsible in the
development of its products and services. Despite the fact that all of these factors
benefited the company, the value of this information for financial stakeholders
makes an indirect impact on the profitability and business growth of the company
(Esteban-Sanchez et al., 2017). The term "governance" refers to how power is
exercised and how choices are made within an organisation to ensure that the
management acts in the best interests of its shareholders over the long run.
Additionally, a crucial aspect of CSR that ensures accountability, compliance, and
openness is corporate governance. Responsible governance therefore entails
minimising the agency's issues with financial stakeholders (Hill & Jones, 1992),
which is anticipated to have an immediate effect on the profitability and business

growth of the company.
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The emphasis of this study will be on the financial stakeholders' pressure. Not only
shareholders, but also potential investors and analysts, are increasingly demanding
for ESG information in order to better appraise the company's shares and,
eventually, make better investment decisions or offer investment
recommendations (Amel-Zadeh & Serafeim, 2018). Analysts on the buy and sell
sides would have to emphasise a specific company's ESG performance, especially
because large institutions like the Employees Provident Fund (EPF) wants ESG
factors to be incorporated alongside standard financial metrics. This new
information is an important tool to mitigate the uncertainties and dangers that the

financial stakeholders might encountered (Miralles-Quirds et al., 2019).

According to RHB Research analyst Alan Lim, ESG themes will play a larger role in
the future as there are increasingly awareness from the investors’ side (Shankar,
2020). ESG criteria can be used to define the business model and the strategic
direction of the business, hence creating a company that shareholders and
stakeholders would want to invest in. Every business sector or company can
customize ESG adoption that supports unique strategies tailored to their specific
goals in terms of what is relevant to their business model or the economic

environment they operate in.

An ESG perspective makes the SDGs tangible for business. SDGs and ESGs are
mostly differentiated by the element of materiality for business — ESG issues may
differ across different business sectors, but they are interrelated in contributing to
the sustainability. It is critical to use ESG as performance measurements when
assessing how well CSR activities are incorporated within an organization's

business structure and operations by incorporating SDGs into its core strategy.

The next session will present the SGP in the Malaysia Context.
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2.2 Malaysia Context

As far as the financial performance of firms are concerned in relation to SGP which
is measured by the ESG metrics, the SGP in Malaysia needs to be investigated
rigorously. As Malaysia is a rapidly emerging economy, it should be aware of its
companies’” ESG compliance and commitments in order to sustain business
longevity. The introduction of the FTSE4Good Bursa Malaysia Index in 2014, as well
as the adoption of the Sustainable Development Goals (SDGs) in January 2016,
resulted in an increase in ESG disclosures, highlighting their objectives of reducing
information asymmetry, improving transparency, and providing non-financial
voluntary disclosures that are beneficial for investors’ decision-making. This shows
that the use of social practices is steadily increased within the Malaysia context,
leading to the motivation of this study - to examine the relationship of SGP (ESG)

and FP using a sample of Malaysian listed firms.

However, even if organizations aim to achieve satisfactory SGP, it might not be
feasible for small and medium firms (Ren et al., 2020) due to limited resources.
This is profound in Malaysia where the size of majority firms is mainly ranging from
small to medium-sized and hence lacking the ability to execute mandatory SG
disclosures. Furthermore, disclosure of social issues in Malaysia is merely voluntary.
Therefore, the SGP in Malaysia, based on the ESG disclosure was apparently poor
and low (Said et al., 2013). However, in 2016, sustainability reporting has been
made mandatory for all public listed companies under Bursa Malaysia. Bursa
required listed firms to disclose narrative statements of the management of
material economic, environmental, and social risk and opportunities in their annual
report. This will clearly improved the SGP in Malaysia, as benchmarked by the ESG

metrics.

As previously mentioned in Problem Statement, Social and Governance (SG)

violation issues can be generally found among economically important sectors in
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Malaysia, which is mainly due to the domestic labour shortages and high reliance
on relatively low-skilled workers. The social pillar has been detrimental to several
manufacturing companies and their social performance has been highlighted. Top
Glove (TG) which is one of the largest manufacturer companies of medical gloves

had been taken as an example for compliance issues.

Apparently, allegations have been levelled against Top Glove factory in Malaysia,
which is the world's largest manufacturer of medical gloves and has purportedly
seen a 366% increase in quarterly revenues because the increased PPE demand
during the COVID-19 epidemic. A Channel 4 investigation revealed evidence of
migrant worker exploitation in June 2020, including low pay, excessive overtime,
unlawful deductions from workers' earnings, exorbitant recruiting costs, terrible
living circumstances, and a lack of social distancing arrangements (Bsci, 2020). Top
Glove has previously been linked to migrant worker exploitation, as well as charges
of forced labour, passport seizure, unlawful withholding of wages, and restricted
freedom of movement. All of these charges demonstrated SGP failure in the areas
of Human Rights, Occupational Health and Safety, Labour Practices, and

Compliance.

Despite the fact that Top Glove's stock price has clearly benefited from the Covid-
19 epidemic, rising by more than 350% in a few months from RM1.55 to RM25.30.
However, its stock price has dropped drastically due to lingering news about the
development and commercialization of Covid-19 vaccines, as well as a worker
housing issue that forced the temporary shutdown of its operations. The stock has
decreased by 26.77% since its October 19 closing price of RM9.60. Furthermore,
onJuly 15, 2020, the US Customs and Border Protection (CBP) imposed a detention
order against Top Glove's subsidiaries to prohibit the importation of goods from
firms suspected of utilising forced labour, leading the company to lose significant

and major contracts. Despite keeping its "add" call for Top Glove, CGS-CIMB has
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reduced its target price (TP) by 11% to RM8.90 per share from RM10 earlier. This
reduction is based on a reduced price-to-earnings (PE) ratio of 16 times for
calendar year 2022 (CY22) as opposed to 17 times earlier (Shankar, 2020). All of
these evidences demonstrated the detrimental consequences of an ESG shortfall

in terms of a firm's value and reputation.

Fortunately, Top Glove has been complying with “positive outcomes of audits”
conducted by SMETA, as evident by the "A rating" received from BSCI (2020) BSCI
that its labour practices do really meet international standards. It is undeniable
that previous efforts put in place to perform socially responsible actions have
helped the firm in alleviating the impacts of bad rumours. Such findings are
consistent with the insurance effect of CSR (Bhattacharya & Sen, 2004; Tucker &

Melewar, 2005; Schnietz & Epstein, 2005).

It is proven that in the Top Glove case that destruction in SGP will lead to many
undesirable consequences, however, CSR performance based on the ESG metrics
acts as an insurance mechanism (Klein & Dawar, 2004); despite the fact that it does
not immediately boost business profitability, CSR possesses high potential to bring
value to firms as it can mitigate the negative impacts of bad news. According to
Kim et al. (2012), CSR enterprises have greater financial disclosure, more financial
reporting transparency, and higher accounting information quality (Gelb &
Strawser, 2001). Furthermore, referring to the stakeholder theory in Freeman
(1984), managers can enhance firm value by increasing CSR involvement, partly

due to their responsibility in maximizing shareholder value.
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2.3 Theory

This section intends to review theories applied to support the purpose of this study
“by operationalizing ESG metrics in terms of SGP to prove that it eventually
strengthen FP”. The first one is Goal-Setting Theory (Veenstra & Ellemers, 2020)
which narrates that with clear goals set on SGP, companies are to achieve goals led
by a clear direction, and following with Stakeholder Theory (Artiach et al., 2010)
which supports that good SGP provides attractive financial advantages through

managing stakeholders.

2.3.1 Goal-Setting Theory

The Goal-Setting Theory is a comprehensive philosophy of human motivation and
success. This theory defines the influence of what is sought (i.e., goal orientation)
and why (i.e., behavioural control) on the priorities individuals establish and the
efforts they engage in reaching specified objectives (Veenstra & Ellemers, 2020).
The main purpose of setting goals is to increase performance as benchmarked by
the Goal-Setting Theory. Locke & Latham (2002) created goal-setting theory over
35 years of study to affect, predict, and explain performance on organisational
tasks through goals. Their main conclusion was that setting high and explicit goals
boosted performance, tenacity, and motivation when compared to ambiguous

goals (Locke & Latham, 1990).

It is proven that setting precise goals help organization to achieve better
performance and maintain competitive position. First, goals have a selective role
in that they guide people to prioritise important activities in the expense of
alternative distractions. Second, goals have an energising role by regulating effort
and promoting that sufficient energy is expended in achieving established goals.
Third, objectives drive individuals to persist with a task over time and effectively
overcome obstacles that comes along the way (Locke & Latham, 2002). On the

contrary, some interesting counter findings can be found in Hopfner & Keith (2021)
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in where the author highlighted the potential detrimental effects on intrapersonal

and self-related factors for goal-missed individuals.

ESG indicators can provide businesses with tools and inspiration by pinpointing
specific topics and targets to focus on. This is vital due to the fact that these
indicators make businesses understand and clear about the outcomes that are
considered important as well as expectations from external stakeholders. In this
way, they shape business goals by providing a direction for the activities in which
they invest in and pay attention to (Tenbrunsel et al., 2000). As a result, the nature
and content of ESG ratings and benchmarks have the ability to act as a compass,
showing not just where the organisations stand, but also where they should be
headed and what they should not disregard. However, if various stakeholders have
competing interests, organisations may go in completely different ways, hence
making goal congruence more difficult which is not desirable (Veenstra & Ellemers,

2020).

In sum, by applying the Goal-Setting theory, this thesis will highlight the
importance with clear goals set on SGP, companies are to achieve goals led by a
clear direction. The evidence of how these objectives are defined have implication
for which organisation should put in more efforts to attend and prioritise on
sustainability initiatives, to the extend of strengthening their SGP to outperform
other companies. While the data was gathered in the social domain, it
demonstrated how the creation of precise performance objectives may help
companies and the individuals who work in them focus and strive toward these

goals.
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2.3.2 Stakeholder Theory

According to the stakeholder theory, stakeholders ultimately govern a firm's access
to finite resources, and enterprises must manage their relationships with
important stakeholders to guarantee that such access is secured (Roberts, 1992).
Stakeholders are anyone who can affect or is influenced by the company's activities
and procedures. Customers, employees, shareholders, governments, societies,

and suppliers are all examples of stakeholders.

The advent of considering the demands of the firm's broader stakeholders is also
proven from a socially responsible investor, who often uses a social responsibility
screen or evaluation process as part of their investment decision-making process,
exemplifies this trend toward company’s policies towards business risk and
sustainability management. In addition, there is rising evidence of direct pressures

on firms to engage in a more socially responsible manner.

Prior research indicates that investing in corporate social responsibility
programmes provides a number of benefits. Recent research has revealed
association between corporate social responsibility and competitive advantage
(Porter & Kramer, 2006). The prominence of global issues such as human rights
violation has raised public awareness on business's impact on society as a whole,
resulting in a trend toward the broader concept of the 'stakeholder society' (Tirole,
2001). Stakeholders in a company are defined generically as "any group or
individual who may affect or is influenced by the attainment of the firm's objectives”
(Freeman, 1984). The present collection of ESG ratings and benchmarks provided
not only establish a standard by which external stakeholders may monitor and
assess the performance of enterprises.

In sum, this thesis will highlight the incentives of SGP towards generating positive
financial benefits by managing stakeholders, based on the Stakeholder theory. The

evidence of determining the suitable management approaches defined have
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implication for which organisation should put in more efforts to attend and
prioritise on sustainability initiatives. According to the stakeholder theory
proposed by Freeman (1984), managers can increase business value by engaging

ESG as part of their obligation to maximise shareholder value.

2.4 Determinants of Firm Performance

2.4.1 Industry

Despite the controversies on the drivers of SGP, it is still uncertain whether the
type of industry to which a firm belongs has a substantial impact on the firm’s
SGP. When companies align their SGP decisions with the interests to legitimate
stakeholders’ interests, they in turn maximise the shared value simultaneously.
The industry in which a company operates is a crucial factor in determining which

ESG initiatives to pursue.

According to Caputo et al. (2019), ESG reporting is significantly tied to the industry
in which a company operates. This implies that a set of common regulations for
enterprises operating in diverse sectors may be necessary, as companies are
influenced differently by external sectorial events as well as negative effects in the
related sector (Broadstock et al.,, 2020). The majority of academic papers
discovered that the type of industries has a substantial impact on sustainability

activities (Reverte, 2009; Melo & Garrido-Morgado, 2012).

COWEN et al. (1987); Adams et al. (1995); ADAMS et al. (1998); Freedman (1988)
discovered that specific disclosure areas are related to industry sectors. COWEN et
al. (1987) concluded that the industry explains community disclosures, whereas
Adams et al. (1995) and ADAMS et al. (1998) concluded that the industry explains
employee disclosures. Caputo et al. (2019) study where the type of sector was
shown to be substantially linked with Sustainability Reporting (SR). This is due to
varying degrees of exposure to societal, stakeholder, and present and future

regulatory constraints (Kim & Lee, 2020). Industry affiliation determines SP of the
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companies (Chiu & Wang, 2014). Further studies such as Vormedal & Ruud (2009)
who discovered a relationship between sector affiliations and the level of SR,
claiming the fact that the type of industry is shown to be statistically significant

when it comes to explaining the level of social disclosure.

While Matakanye et al. (2021) studies give a contradictory view that the type of
industry has no significant effect in establishing a company's ESG rating. It has been
debatable to determine the recognisable relationship between social disclosures

with the measures of industry affiliation (Gray et al., 2001). This follows that:

H1: There is a significant positive relationship between industry and SGP

2.4.2 Firmsize

Firm size is a determinant of SGP (Artiach et al., 2010) and it is commonly used as
the important firm characteristic. Although firm size matters in empirical corporate
finance, the existing literature is vague on the rationale for selecting a certain
measure of firm size, and limited literature provides a full review of the sensitivity
of empirical results in corporate finance to different measures of firm size (Dang &

Li, 2015).

Firm Size is important to determine the SGP because there will be a significant
different result if comparing both small and large firms. Larger firms have better
financial capability to engage in sustainability initiatives. In order to establish more
sustainability programmes or to ensure compliance, it requires financial sources
such as monetary compensation to raise awareness among the public. For example,
companies are responsible to invest in employees’ equipment, infrastructures and
workplace to ensure that the occupational safety and health of employees is
protected. It is undeniable that companies have to implement safety hazards, risk

management and prevention control which would involved human workforce in
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planning. As a result, monetary compensation is needed to reimbursed the
workforce. Budget constraint issue might constraint the smaller firm to implement

the sustainability efforts in the long run.

On the contrary, when it comes to establishing sustainability programmes, large
firms are also better positioned to benefit from economies of scale (Artiach et al.,
2010). Hence, it is vital to prove this statement in order to seek for more financial

subsidies from the relevant parties.

This is also supported by (Wu et al., 2006) that the excellence of a company’s
performance is derived from the robust synergy between an array of human and
financial resources (i.e. size), which could eventually contribute to the stellar SGP

of a company. This follows with the second hypothesis:

H2: There is a significant positive relationship between firm size and SGP

2.4.3 Digital Technologies

Technology shapes industry structures, creates competitive advantages, and has
the potential to change the rules of competition. Furthermore, technology is
integrated into nearly every function within an organisation, covering
manufacturing, purchasing, distribution, accounting, and marketing. In other
words, IT application is an essential component of a company's strategy, affecting
many aspects of the business (Edwards, 2001). IT serves as a source of competitive
advantage (Weill & Woodham, 2002), by having a shared customer database (Weill
& Aral, 2003), reducing marketing effort on new business initiatives (Weill & Aral,
2004), analysing customer needs so that better decisions can be made while taking
customer needs into account (Weill & Aral, 2006), as well as promoting better

interaction between companies and their customers. Therefore, when companies
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perform well in fulfilling product and services responsibility, it is expected that they

make sensible investment in digital technology. Hence, it is expected that:

H3: There is a significant positive relationship between Digital Technology and SGP

2.4.4 Target-Setting Approach

Targets are defined as specified performance targets that must be met within a
particular timeframe. For the purpose of this study, target may be either hard or
soft targets (Haffar & Searcy, 2018). Hard targets are measurable targets with
clear-cut underlying quantification and an intended target timeframe. For example,
Chin Teck Plantation Berhad Malaysia pledge to improve their health and safety
practices and strive for zero workplace accidents by 2021 (Chin Teck Plantation

Berhad, Annual Report 2020, p. 48).

In this case, it is shown that the target is quantified and has a specific timeframe in
order to justify accountability. However, there are times when target
guantification can be difficult, for example, it is hard to set a baseline target for
contribution to community welfare and to measure whether the organization’s
engagement in CSR is successful, hence no firm is accountable for the target

guantification (Moussa et al., 2021).

Hard targets can be categorised as either absolute targets (numerically, such as
Guocoland Malaysia Berhad envisages to maintain zero workplace fatalities
(Guocoland Malaysia Berhad, Annual Report 2020, p. 55) or as intensity targets
(percentage, such as Sime Darby Property aims to incorporate 30% women’s
participation on the BOD (Sime Darby Property, Annual Report 2020, part 2, p. 162).
Furthermore, each target should have a timeframe to attain the required result, as
a lack of timeframes demotivates firms (Rietbergen & Blok, 2010). For example,

FGV targets to achieve 100% Traceability to Plantation for external indirect
26



suppliers by 2021 (FGV Holdings Berhad, Annual Integrated Report 2020, part 2, p.
111). Although this target is well stated and quantifiable, butit lacks a

clear timetable.

On the contrary, "Soft" targets are more qualitative, without specific
quantifications and are not time-bound. For example, OSK Holdings Berhad
planned its goal to ‘ensure equal and fair opportunities for all talents’ (OSK
Holdings Berhad, Sustainability Report 2020, p.14). Even though this target is
clearly defined, it is not practical to measure the overall equality and fairness

among the employees.

As explained in the accounting literature Jones & Slack (2013) and Maas (2018)
reports that compared to hard targets, soft targets are less organised, have less
objective, and are more prone to firm biases, making them less accurate and
reliable. This is also used to measure whether the publicly listed companies
employed target-setting approach in their SG engagements. Companies that score
a 5in any subjects imply that they employed target setting approach. Hence, it is

assumed that:

H4: There is a significant positive relationship between Hard-Target-Setting and

SGP

2.5 Profitability and