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Abstract: Cross-industry and cross-country evidence from the ESG-firm value literature indicates no 

consensus on the ESG performance impact on corporate financial performance. Stemming from the 

ongoing debate over whether ESG principles enhance or hinder value creation, this study investigates 

the effect of Environmental, Social, and Governance (ESG) performance on firm value through three 

proxies: Tobin's Q (TQ), Price to Book ratio (PB), and Price to Earnings ratio (PE). Using a cross-

country and cross-sectoral comparative approach, the study employs principal component analysis 

and fixed and random effects panel regression techniques to test the hypothesized relationships 

across nine MENA region countries and ten sectors from 2017 to 2022. To the best of the authors’ 

knowledge, this is the first study to examine ESG’s impact on TQ, PB, and PE while offering a 

comparative analysis in the MENA region. Empirical results reveal a significantly positive 

relationship between ESG scores and firm value using TQ and PB ratios, but this relationship is 

insignificant with the PE ratio. This study contributes to the ESG and financial decision-making 

literature, providing insights for investors on portfolio optimization and sustainable investing. The 

findings offer recommendations that further benefit businesses, policymakers, and decision-makers 

in enhancing their understanding of ESG implications. 
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1. Introduction  

In the context of the contemporary wave of sustainability, nations are constantly striving for 

improvement. Consequently, the globe is confronting both opportunities and challenges as a result 

of the accelerated growth of economies, advancement of societies, and rapid industrialization [1]. The 

adoption of sustainability is a dynamic and complex process, where re-evaluating business 

operational procedures and strategic plans to address this persistent challenge has become inevitable. 

Consequently, corporate behavior has recently been referred to as Environmental, Social, and 

Governance (ESG) performance [2,3]. 

ESG has gained increasing popularity over the past decade. Some firms employ sustainability to 

obtain a competitive advantage, while others view it as a standard operation. Nevertheless, ESG 

adoption urges firms to provide additional information to the public and investors. This transparency 

of disclosures and practices could facilitate fair consensus appraisal by analysts and investors [4]. 

Despite the increasing prevalence of activist ESG investing, socially responsible investing concepts, 

and imposed ESG policies, the problem of businesses being hesitant to incorporate ESG principles 

into their business models is still critically persisting [1]. This is a result of the ongoing debate over 

whether ESG principles truly contribute to increasing corporate financial performance or form a 

threat that hinders firm value and growth, which are major concerns for firm managers and investors, 

according to Eldomiaty and Rashwan [5].   
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Cross-industry and cross-country evidence from the ESG-firm value literature suggests that no 

consensus has been reached regarding the impact of ESG on corporate financial performance. In other 

words, does ESG positively influence firm value? Given the divergent results, this debate persists, 

highlighting the necessity for further research to identify the potential scenarios of ESG and to 

investigate the mechanisms that explain whether and to what extent ESG performance influences 

firm value [6, 7]. Specifically, this field of interest has historically been under-researched in the Middle 

East and North Africa (MENA) region [8,9], where empirical studies in emerging economies like the 

MENA region may be significantly impeded by the difficulty of obtaining trustworthy financial and 

ESG data. Accordingly, many ESG-related subjects are still unexplored in this area [10]. 

The PWC 2024 Middle East Report highlights that the number of firms in the MENA region with 

a formal ESG strategy increased from 64% in 2023 to 80% in 2024 [11]. These highly structured 

institutional efforts demonstrate that ESG-related concerns in many firms have developed to the 

point of creating new executive roles to carry out ESG strategies [12]. 

The MENA region confronts unique challenges in terms of ESG implementation. If there is no 

clear vision as to whether ESG is beneficial or detrimental to financial performance, this will only 

exacerbate the current challenges. Challenges include the need for greater stakeholder engagement 

and collaboration, as well as the need to address social and environmental issues such as energy 

efficiency, scarcity of water, and labor rights, according to Khan and Adomaitis [10]. Unfortunately, 

the mission of persuading businesses in the MENA region of the advantages of ESG implementation 

is a major and persistent challenge. Another challenge is the varying levels of ESG adoption and 

application across countries and business sectors, which could have diverse impacts on value 

creation.  

In the pursuit of understanding the true impact of ESG performance on corporate value creation 

amidst the ongoing debate across countries, industries, and measures, this study aims to investigate 

the impact of the ESG Score on firm value through the three proxies of Tobin's Q (TQ), Price to Book 

ratio (PB), and Price to Earnings ratio (PE) in the context of MENA region firms while conducting a 

cross-country and cross-sectoral comparative analysis. The analysis is based on a panel dataset of 51 

firms in 9 MENA region countries (including the 6 Gulf Cooperation Council countries) and 10 

business sectors from 2017 to 2022.  

This comprehensive approach is deeply rooted in the variations of firm value proxies employed 

by previous researchers. Over the course of time, researchers have used various measures of firm 

value, from TQ to price multiples like PB and PE ratios. Researchers have also debated the varying 

characteristics of these proxies in determining market sentiments for firms. Consequently, this 

ongoing discussion underscores the complexities entailed in firm value measurement and 

emphasizes our comprehensive approach in this study. 

This study aspires to contribute to existing literature by addressing the following two research 

questions: 

1. Is there a significant relationship between ESG scores and firm value in the MENA region? 

2. Does the relationship between ESG scores and firm value vary across measures, industries, 

and countries within the MENA region? 

By shedding light on the advancement of ESG MENA region scoring trends and conducting 

comparative empirical cross-country and cross-sector analyses, an enhancement for prior studies 

focusing on a single country or business sector is provided.  

Theoretically, the research goal and contribution set a foundation for future research on 

sustainability regarding its theoretical implications. From a practical perspective, the results of this 

study could expand knowledge regarding the relationship between ESG scores and firm value on a 

firm level across a variety of countries and sectors. This, in turn, is expected to enhance the decision-

making process and improve the understanding of ESG implications by a variety of stakeholders, 

such as investors, regulators, standard-setters, policymakers, decision-makers, and scholars, 

especially in emerging economies. By linking ESG scores to firm value, promising insights into how 

businesses could perceive the financial implications of ESG adoption are obtained. 

Preprints.org (www.preprints.org)  |  NOT PEER-REVIEWED  |  Posted: 19 June 2025 doi:10.20944/preprints202506.1599.v1

© 2025 by the author(s). Distributed under a Creative Commons CC BY license.

file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Desktop/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
https://doi.org/10.20944/preprints202506.1599.v1
http://creativecommons.org/licenses/by/4.0/


 3 of 32 

 

The remainder of this paper is organized as follows. Section 2 reviews the relevant literature and 

proposes hypotheses. Section 3 describes the data and methodology used to test these hypotheses. 

Section 4 discusses the results. Section 5 concludes the study. 

2. Literature Review and Hypothesis Development  

2.1. Literature on Corporate Sustainability Performance and Financial Performance 

Efforts to link Corporate Sustainability Performance (CSP) and Corporate Financial Performance 

(CFP) date back to the 1970s. Moskowitz [13] identified 14 firms as promising financial opportunities 

based on their sustainability performance. He subsequently found that a portfolio of these 14 stocks 

outperformed the NYSE, Dow Jones, and S&P over the following six months. Interestingly, Bragdon 

and Marlin [14] conducted the first empirical test, analyzing profit growth and pollution reduction 

initiatives for 17 paper and pulp firms. The study found that implementing pollution control 

measures could potentially increase earnings. 

In his criticism of Moskowitz's research, Vance [15] highlighted that an investment portfolio 

composed of 22 stocks with the highest sustainability performance ranking would perform 

significantly worse than a portfolio consisting of 22 stocks with the lowest ranking. Afterwards, Hong 

and Kacperczyk [16] concluded that a sin stocks portfolio outperforms a comparable portfolio. On 

the contrary, Lobe and Walkshaeusl [17] created portfolios of sinful equities at global, regional, and 

domestic levels to find no proof that portfolios including sin equities outperformed or 

underperformed the market. This has led to contrasting opinions on whether a company may provide 

value to its shareholders through its sustainability performance. 

The discussion on the link between CSP and CFP has led to a discussion on the causality 

direction. Waddock and Graves [18] demonstrated a favourable correlation between sustainability 

performance components and financial performance measurements, both as dependent and 

independent variables, proposing that the two aspects have a simultaneous impact and that causation 

is bidirectional. Contrastingly, Scholtens [19] discovered that financial performance typically comes 

before social performance.  

In the recent literature regarding CSP-CFP direction of causality, Lu and Taylor [20] highlight 

that CSP improves CFP in the long run. On the other hand, Tuppura et al. [21] argue that there is no 

conclusive answer to the CSP-CFP relationship in the USA. According to Wang and Gao [22], the 

CSP-CFP causality direction remains unclear—whether high CSP leads to high CFP or whether high 

CFP provides capabilities to improve CSP. This echoes Ullmann's [23] earlier statement, which 

contends that variability in sample size, industrial context, proxies used, and data collection and 

analysis methods contribute to the inconsistent CSP-CFP relationship. 

2.2. Literature on ESG Performance Measurement 

The importance of corporate sustainability has increased among business leaders, policymakers, 

the media, and academics. The inception of ESG can be traced back to investors' realization in the late 

1960s and early 1970s that a firm’s financial performance might be impacted by social and 

environmental factors. To include the environmental, social, and governance aspects of sustainability 

into a unified framework, the term "ESG" was created in the early 2000s [24]. This approach aligned 

with the paradigm shift toward moving beyond simple accounting variables to understanding how 

businesses practically manage their activities. This evolution highlights the growing relevance of ESG 

adoption and raises questions about its true impact on corporate financial performance. 

In both developed and developing nations, the impact of ESG on financial performance has been 

a subject of ongoing debate among practitioners, investors, and researchers. Amel-Zadeh and 

Serafeim [25] assert that ESG covers aspects of businesses that not only address their sustainability 

policies but also demonstrate how well they manage their governance practices and social influence. 

Therefore, ESG is crucial because it encourages businesses to provide more transparent information 

to the public and investors. Gyönyörová et al. [4] further emphasize that businesses are better valued 

by analysts and investors through high transparency regarding their policies and procedures. This 

underscores the need for a comprehensive approach to addressing this debate, as the lack of 
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consensus may arise from variations in the measures examined, as well as differences across countries 

or sectors. 

The first challenge in evaluating ESG implementation, according to Cornell and Damodaran [26], 

is defining what constitutes ESG information and how ESG performance is measured. Several rating 

organizations are attempting to answer such questions. According to Li and Polychronopoulos [27], 

there is a substantial body of literature highlighting disparities in ESG ratings for the same firms. 

Rating organizations differ not only in how they assess each of the multiple ESG elements but also in 

which factors are deemed significant enough to warrant measurement. As a result, scales had to be 

unified, so the ESG scoring systems were introduced [4].  

Several ESG matrices and scoring systems, including Bloomberg and London Stock Exchange 

Group (LSEG) Data & Analytics (formerly Refinitiv® Eikon), have similar elements. According to 

Olsen et al. [28], ESG disclosure enables businesses to consider the majority of stakeholders, address 

investor needs, create credibility, and respond to competitiveness in their industries. Moreover, it 

helps rating organizations develop ESG scores for firms based on their ESG disclosure. Therefore, 

ESG disclosure has been quite popular during the past ten years. While some businesses use 

sustainability to gain a competitive edge, others see it as a routine practice. Ioannou and Serafeim [3] 

note that adopting sustainability is a dynamic and challenging process.  

2.3. Literature on ESG and Firm Value 

Several theories in literature have been associated with the ESG concept. The stakeholder and 

shareholder theories debate whether there is a positive or negative link and are two major critical 

theories widely referred to in this association. Other theories, such as agency theory, signaling theory, 

resource slack theory, good management theory, risk reduction theory, and virtuous cycle theory, 

may be used to articulate the direction of causation once a link between ESG performance and 

financial performance is established. 

According to Friedman [29], the primary objective of a business is to maximize value for 

shareholders while abiding by the law and moral principles. However, this theory has been criticized, 

as managers may pursue personal gain with money saved by not investing for the good of society. 

This argument overlooks Friedman's last point, that businesses should increase profits "without 

deception or fraud." If this is the case, businesses should anticipate a rise in shareholder value from 

increased ESG initiatives, supporting Friedman's theory [30]. Freeman and Mcvea [31], argue that 

previous hypotheses did not account for the changes in the corporate environment. 

To address these issues, the stakeholder theory was developed, where any group or individual 

impacted by or capable of impacting an organization's goals is considered a stakeholder. Ambler and 

Wilson [32] criticized the stakeholder perspective, questioning whether it is feasible to harmonize the 

concerns of all stakeholders, given their varying perspectives on evaluating business success. 

The relationship between ESG and firm value is argued to be mitigated by the agency problem 

[33]. Family enterprises with high ownership concentration, strong corporate governance, and tied 

management face critical agency problems. In developing markets, ownership is typically 

concentrated among families and large institutional shareholders, where controlling shareholders 

may prioritize non-financial activities to preserve corporate reputation and respond to stakeholder 

expectations [34,35]. 

The resource slack theory suggests that firms with strong financial performance have greater 

capacity to invest in sustainability projects, leading to improved corporate financial and sustainability 

performance. While nearly 50 years of research on the link between corporate sustainability 

performance and corporate financial performance exist, most research is attributed to the good 

management theory [36]. Some scholars explain the ESG-firm value relationship in terms of the risk-

reduction mechanism, which impacts firm value [37-39]. Researchers have also proposed the 

theoretical integration of value-creating and value-destroying paradigms [40]. Waddock and Graves 

[18] contend that businesses may modify their corporate culture to accept sustainability spending, 

even when managers' actions are motivated by the "wrong" motives, as it benefits them monetarily, 

thus starting a virtuous cycle. 
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The rationale behind the importance of ESG impact on firm value is that it determines whether 

businesses should bear ESG compliance costs or risk ignoring them. A number of studies have 

explored this relationship, with some authors claiming that ESG promotes firm value [41-47]. 

However, other researchers argue that ESG applications and sustainability programs are costly, 

especially for small and medium-sized enterprises [48-51]. Despite extensive research, there is no 

consensus on how ESG impacts firm value, especially in emerging markets like the MENA region, 

which is the focus of this study. 

Gerged et al. [52] report a positive and significant relationship between ESG scores and ROA, 

though the significance decreased compared to TQ. Buallay [53] introduces a framework for driving 

firm performance in the MENA region through sustainability reporting, revealing mixed impacts on 

operational, financial, and market performance.  He also highlights that managers focus on a 

disclosure strategy that includes non-financial information. Srour [54] observes an insignificant 

positive impact of ESG on ROA but a significant positive impact on TQ in Egypt. Al Amosh et al. [55] 

argue that environmental, social, and overall ESG disclosures positively affect financial performance 

indicators, with governance performance specifically favoring ROA. Aqabna et al. [56] and El Khoury 

et al. [51] present research on sustainability in the MENA region, finding mixed results. Aqabna et al. 

[56] suggest that ESG investments significantly improves ROA and TQ but have no impact on ROE, 

while El Khoury et al. [51] highlight that ESG boosts TQ but does not significantly affect ROA or ROE. 

These findings underscore the mixed results in the MENA region, pointing to the need for further 

comprehensive investigation. 

Ibrahim and Wahba [57] highlight the positive and significant relationship between corporate 

sustainability and financial performance, encouraging firms to consider their responsibilities toward 

the community. Eldomiaty et al. [58] report that Corporate Social Responsibility (CSR) is positively 

associated with financial performance, including sales turnover and customer loyalty, suggesting 

that market mechanisms will favor firms excelling in social governance. This view is further 

supported by other researchers [59-62]. 

Aboud and Diab [33] argue that firms should aim for a high ranking in the ESG index, noting a 

stronger relationship between financial success and ESG during political turmoil, supporting the 

view that investors increasingly factor ESG into investment decisions. Abdelfattah and Aboud [63] 

conclude that firms with higher CSR ratings have higher stock returns. Al-Hiyari and Kolsi [64] 

highlight that ESG transparency provides MENA stock market players with value-relevant 

information, helping shareholders make more informed investment decisions. These findings 

highlight how a strong ESG rating can benefit companies, particularly in challenging political 

climates, and stresses the growing importance of ESG transparency for investors 

Elhendawy et al. [65] suggest that managers can enhance a firm’s appeal to investors by 

sponsoring social and environmental initiatives. Bashatweh et al. [66] highlight that in Jordan, banks' 

market value increases with ESG, boosting market share and competitiveness. This finding is further 

supported in Saudi Arabia by Kouaib [67], where ESG has a significant positive impact on investment 

efficiency. Ellili [68] provides evidence from the UAE, showing a favorable association between ESG 

and cost of capital. 

On the other hand, Al-Jalahma et al. [69] suggest that sustainability reporting negatively impacts 

banks’ performance in terms of ROA and ROE, a viewpoint further supported by Janah and Sassi [70] 

in Morocco, where ESG does not significantly improve stock performance. Firmansyah et al. [71] 

contribute to the discussion with insights from Saudi Arabia, concluding that ESG has a significant 

negative impact on TQ, although the negative association between ESG and ROE is insignificant. 

These studies present counterarguments in the ESG-firm value literature, highlighting the mixed 

nature of the evidence. Table A1 in Appendix A provides a chronological summary of the reviewed 

ESG and financial performance literature in the MENA region. 

2.4. Hpothesis Development 

Considering the evidence in the literature regarding the increasing interest of investors in ESG-

compliant firms and firms’ concerns for public image, as well as the lack of consensus on this topic of 
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interest, it could be inferred that the gap in the MENA region exists, persists, and needs to be 

addressed. Accordingly, the following main hypothesis and sub-hypotheses are developed: 

H1: There is a significant impact of ESG score on firm value measures in the MENA region. 

• H1a: There is a significant impact of ESG score on Tobin’s Q (TQ) in the MENA region.  

• H1b: There is a significant impact of ESG score on Price to Book ratio (PB) in the MENA region. 

• H1c: There is a significant impact of ESG score on Price to Earnings ratio (PE) in the MENA region. 

Researchers’ insights regarding the industrial disparities in the relationship between ESG scores 

and financial performance date back to Barney's [72] contention that competitive advantages for 

sustainability are dependent on several interconnected competencies that vary based on industry and 

country regulations. This was further confirmed by Hull and Rothenberg [72]. Thereafter, Hoepner 

and Yu [73] discovered a positive relationship between social and financial performance in limited 

business sectors, notably health care and consumer discretionary. In addition, Baron et al. [74] argued 

that corporate social performance positively affects financial performance in the consumer industry 

sector while it exhibits a negative relationship in the industrial sector. Similarly, Arian et al. [75] 

highlight that while firm ESG performance appears to be associated with improved financial 

performance, this is not consistent across industries.  

The variables, business strategies, and industrial characteristics that could change the 

relationship are still under-researched [76,77]. Further research with a more robust examination of 

diverse industries is needed [78-80]. Therefore, this study contends that earlier studies on the 

relationship's inconsistent and contradictory conclusions may be the result of distinct stakeholder 

groups and expectations among firms operating in different countries and sectors with varying 

characteristics and strategies. Accordingly, the study further proposes the following main hypotheses 

and sub-hypotheses: 

H2: The impact of ESG score on firm value measures differs across countries in the MENA 

region.  

• H2a: The impact of ESG score on Tobin’s Q (TQ) differs across countries in the MENA region. 

• H2b: The impact of ESG score on Price to Book (PB) ratio differs across countries in the MENA region. 

• H2c: The impact of ESG score on Price to Earnings (PE) ratio differs across countries in the MENA 

region. 

H3: The impact of ESG score on firm value measures differs across sectors in the MENA region. 

• H3a: The impact of ESG score on Tobin’s Q (TQ) differs across sectors in the MENA region. 

• H3b: The impact of ESG score on Price to Book (PB) ratio differs across sectors in the MENA region. 

• H3c The impact of ESG score on Price to Earnings (PE) ratio differs across sectors in the MENA region. 

3. Data and Methodology  

3.1. Data 

In this study, ESG scores and financial data were sourced from London Stock Exchange Group 

(LSEG) Data & Analytics. For the country-specific control variables, data for the MENA region, 

including the list of countries, Gross Domestic Product (GDP), as well as the six Worldwide 

Governance Indicators (WGI), were obtained from the World Bank. 

Notably, the COP21 signing of the Paris Agreement, effective November 2016, marked a turning 

point for ESG awareness and disclosures in the MENA region (PWC, 2023). Accordingly, 2017 

became the starting point for the extensively rising ESG scoring trend for the MENA region firms, as 

very little information on ESG scores and disclosures was available prior to that year. This trend could 

be observed in Figure 1, which demonstrates a growing response in disclosing sustainability 
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performance from MENA region firms due to the imposed regulations and increased stakeholder 

awareness. 

 

Figure 1. Number of ESG LSEG Data & Analytics Score observations/year in the MENA region. 

The study sample includes all publicly traded firms with LSEG Data & Analytics ESG scores in 

the MENA region over a 6-year period from 2017 to 2022 in all MENA region countries based on data 

availability. The list of firms with ESG scores is collected each year, alongside the corresponding firm 

value measures. Some exclusions are imposed to ensure dataset reliability based on two selection 

criteria. In line with the previous literature, the first criterion is that firms should be operating in a 

non-banking industry due to the different nature of their working capital structure and the varied 

regulatory constraints imposed by authorities [64]. The availability of full data and variables for the 

firms in the sample during the whole study period is the second criterion. 

This quantitative methodology and sampling technique yield a sample of 306 observations 

across 51 firms in 9 MENA region countries, including the 6 GCC countries of Bahrain, Kuwait, 

Oman, Qatar, Saudi Arabia, and the United Arab Emirates, as well as Egypt, Israel, and Morocco, 

from 10 sectors based on the Global Industry Classification Standard (GICS®) by Morgan Stanley 

Capital International (MSCI) over the period from 2017 to 2022. According to Karimi et al. [81] and 

Kripfganz [82], since the panel data sample includes complete observations for each sample unit 

throughout the study period, it represents a strongly balanced panel data sample that excels at 

establishing trends and highlighting correlations. Table 1 illustrates the classification of the sampled 

firms in the MENA region into their corresponding GICS® sectors.  

Table 1. Descriptive matrix of balanced panel data sample by country, sector, and year. 

Country/Sector 2017 2018 2019 2020 2021 2022 Total 

Bahrain 2 2 2 2 2 2 12 

Financials 1 1 1 1 1 1 6 

Industrials 1 1 1 1 1 1 6 

Egypt 6 6 6 6 6 6 36 

Communication Services 2 2 2 2 2 2 12 

Industrials 1 1 1 1 1 1 6 

Materials 2 2 2 2 2 2 12 

Real Estate 1 1 1 1 1 1 6 

Israel 12 12 12 12 12 12 72 

Communication Services 3 3 3 3 3 3 18 

Energy 1 1 1 1 1 1 6 

Healthcare 2 2 2 2 2 2 12 

Industrials 1 1 1 1 1 1 6 

Information Technology 2 2 2 2 2 2 12 

11
19 24 26 26 26 36

53 56 61
78 88
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213
236
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Materials 2 2 2 2 2 2 12 

Real Estate 1 1 1 1 1 1 6 

Kuwait 5 5 5 5 5 5 30 

Communication Services 2 2 2 2 2 2 12 

Industrials 1 1 1 1 1 1 6 

Real Estate 2 2 2 2 2 2 12 

Morocco 2 2 2 2 2 2 12 

Communication Services 1 1 1 1 1 1 6 

Real Estate 1 1 1 1 1 1 6 

Oman 3 3 3 3 3 3 18 

Communication Services 1 1 1 1 1 1 6 

Materials 1 1 1 1 1 1 6 

Utilities 1 1 1 1 1 1 6 

Qatar 8 8 8 8 8 8 48 

Communication Services 2 2 2 2 2 2 12 

Energy 2 2 2 2 2 2 12 

Financials 1 1 1 1 1 1 6 

Industrials 1 1 1 1 1 1 6 

Real Estate 1 1 1 1 1 1 6 

Utilities 1 1 1 1 1 1 6 

Saudi Arabia 9 9 9 9 9 9 54 

Communication Services 2 2 2 2 2 2 12 

Consumer Staples 1 1 1 1 1 1 6 

Financials 1 1 1 1 1 1 6 

Materials 3 3 3 3 3 3 18 

Real Estate 1 1 1 1 1 1 6 

Utilities 1 1 1 1 1 1 6 

United Arab Emirates 4 4 4 4 4 4 24 

Communication Services 2 2 2 2 2 2 12 

Real Estate 2 2 2 2 2 2 12 

Total 51 51 51 51 51 51 306 

3.2. Measurement of Variables 

This study employs the same ESG performance proxy that has been widely used by predecessor 

researchers. Several studies in the MENA region have used the LSEG Data & Analytics (formerly 

Refinitiv® Eikon) ESG scores as their independent variable [52,64,67,83]. 

Regarding firm value measures, TQ is preferred as a proxy by many scholars [50,84-89]. It is a 

market-based performance indicator that compares a firm’s assets to its market value. This ratio is 

commonly used by academics and practitioners to analyse if a company is overvalued or 

undervalued [90-95]. However, some critiques have been directed towards TQ as a proxy for firm 

value. As highlighted in their paper, Butt et al. [96]. shed light on TQ criticism by arguing that TQ 

may provide falsely favourable results for marketing-related research, where marketing academics 

typically use TQ as an indicator of firm value. Additionally, TQ is based on accounting-based data, 

which frequently undervalues intangibles, thereby overstating firms’ success in intangibles such as 

marketing, human resources, and R&D. 
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Price multiples can also be used as proxies for firm value [97-99]. Therefore, recent researchers 

then employed PE and PB ratios as firm value proxies since they capture the market expectations 

relating to both future earnings and the risks associated with those earnings [100-103]. Consequently, 

this study contributes to the literature by considering these three financial measures of firm value. 

Consistent with ESG literature, size and leverage are included as firm-specific control variables 

[52,86,88,89]. The funds received by a firm from outside sources to finance its operations are referred 

to as financial leverage, which is the ratio of total liabilities to total assets. In this study, financial 

leverage is considered a control variable since it is argued that managers frequently reveal more ESG 

information as leverage increases due to increased financial institution scrutiny. Furthermore, firm 

size, which is calculated by the natural log of total assets, is considered a control variable because 

previous research revealed a favorable association between ESG disclosure and size [86,104].  

Regarding the country-specific control variables, this paper controls for Gross Domestic Product 

(GDP) and Country Governance (GOV) to consider the other effects on ESG score [46,53]. The 

description and measurements of the dependent, independent, and control variables employed in 

the empirical models are further illustrated in Table 2. 

Table 2. Variable Measurement. 

3.3. 

Research Model 

Variable Acronym Measure Source 

Dependent:  

Tobin’s Q 

 

 

Price to Book 

ratio 

Price to Earnings 

ratio 

 

TQ 

 

 

 

PB 

 

PE 

 

[Market value of all outstanding 

shares +Book value of debts] / 

Book value of total assets 

                                                                                      

Market price per share / Equity 

book value per share 

Market price per share / 

Earnings per share  

 

LSEG Data & 

Analytics 

Database 

 

LSEG Data & 

Analytics 

Database 

LSEG Data & 

Analytics 

Database 

Independent:    

ESG Score ESG ESG Combined Score LSEG Data & 

Analytics 

Database 

Control: 

Firm-specific:  

   

Firm Size S Natural Logarithm of Total 

Assets  

LSEG Data & 

Analytics 

Database 

Leverage Lev Total Debt / Total Assets   

Country-specific:    

Gross Domestic 

Product 

Governance 

GDP 

 

GOV 

Natural Logarithm of annual 

GDP of Country. 

Governance Index combined by 

PCA analysis. 

The World Bank 

Open Data 

Source 
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This paper employs the following panel regression analysis models to investigate the impact of 

ESG on firm value by incorporating country and sector dummies, following Kaiser [105] and Sharma 

et al. [106], as follows: 

 FVitg = β0 + β1ESGitg+ β2Levitg+ β3Sitg+ β4GDPitg+ β5GOVitg  

            +∑ dCountry + ∑ dSector+ εit                         (1) 

 

The model is divided further into three sub-models based on the firm value proxy as follows: 

                     TQitg = β0 + β1ESGitg  + β2Levitg  + β3Sitg + β4GDPitg  + β5GOVitg  

                                     + ∑ dCountry + ∑ dSector + εit                        (2) 

        PBitg = β0 + β1ESGitg  + β2Levitg  + β3Sitg + β4GDPitg  + β5GOVitg  

                                      + ∑ dCountry + ∑ dSector + εit                      (3) 

                  PEitg = β0 + β1ESGitg  + β2Levitg  + β3Sitg + β4GDPitg  + β5GOVitg  

                                      + ∑ dCountry + ∑ dSector + εit                      (4) 

Where: FV is a continuous variable; the dependent variable is the firm value measured by three 

models (i.e., TQ model, PE model, and PB model). β0 is the constant and β1–5 the slope of the controls 

and independent variables. The independent variable is the ESG score. The firm’s control variables 

are leverage (Lev) and firm size (S), and the country’s control variables are Gross Domestic Product 

(GDP) and governance (GOV). (ε) is a random error, (i) stands for firms, (t) stands for the period, and 

(g) represents the country. The description and measurements of the dependent, independent, and 

control variables employed in the empirical models are further illustrated in Table 4. dCountry 

represents the country dummy variables to control for the country-effects in the models, and dSector 

represents the sector dummy variables to control for the sector-effects in the models. 

To ensure robustness of the models prior to performing regression analyses, sensitivity analysis 

was conducted through the forward stepwise introduction of variables. This method is widely 

established for its ability to systematically evaluate the contribution of different variables to get a 

model outcome and, in that way, to identify substantial predictors while taking into consideration 

the differing potential of the input variables for multicollinearity [107]. This analysis adds variables 

sequentially via statistical selection processes and details how the addition of any given variable 

influences the fit of the research model. 

4. Results and Discussion 

4.1. Descriptive Statistics 

Table 3 presents the descriptive statistics for the sample, showing the distribution of firm-year 

observations by country and sector. The sample composition by country reveals that the highest 

number of firm-year observations is from Israel (72), followed by Saudi Arabia (54). The sample 

composition by sector reveals that most firm-year observations are concentrated in the 

communication services sector (90), followed by the real estate sector (54). 

Table 3. Distribution of firm-year observations by country and sector. 

Cou

ntry 

GICS Sector 

Fre

que

ncy 

Per

cent

age 

Commun

ication 

Services 

Consu

mer 

Staple

s 

En

er

gy 

Fin

anc

ials 

Hea

lth- 

care 

Ind

ustr

ials 

Informat

ion 

Technolo

gy 

Ma

teri

als 

Rea

l 

Esta

te 

Uti

liti

es 

Bah

rain 0 0 0 6 0 6 0 0 0 0 12 

3.92

% 

Egy

pt 12 0 0 0 0 6 0 12 6 0 36 

11.7

6% 

Isra

el 18 0 6 0 12 6 12 12 6 0 72 

23.5

3% 
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Ku

wai

t 12 0 0 0 0 6 0 0 12 0 30 

9.80

% 

Mor

occ

o 6 0 0 0 0 0 0 0 6 0 12 

3.92

% 

Om

an 6 0 0 0 0 0 0 6 0 6 18 

5.88

% 

Qat

ar 12 0 12 6 0 6 0 0 6 6 48 

15.6

9% 

KS

A 12 6 0 6 0 0 0 18 6 6 54 

17.6

5% 

UA

E 12 0 0 0 0 0 0 0 12 0 24 

7.84

% 

Fre

que

ncy 90 6 18 18 12 30 12 48 54 18 

306 

100.

00% 

Per

cent

age 29.41% 1.96% 

5.8

8

% 

5.88

% 

3.92

% 

9.80

% 3.92% 

15.

69

% 

17.6

5% 

5.8

8% 

Table 4 shows that the average ESG score in the MENA region is 32.08. The highest score was 

86.20 in 2021 for Teva Pharmaceutical Industries Ltd in Israel’s healthcare sector, while the lowest 

was 0.97 in 2017 for Israel Corporation Ltd in the materials sector. The average TQ in the region is 

0.66, with the highest TQ of 4.76 in 2022 for Global Telecom Holding SAE in Egypt’s communication 

services sector, and the lowest of 0.02 in 2020 for Taro Pharmaceutical Industries Ltd in Israel’s 

healthcare sector. The average PB ratio is 2.38, with the highest of 22.57 in 2018 for Bezeq Israeli 

Telecommunication Corp Ltd in Israel’s communication services sector, and the lowest of 0.28 in 2020 

for Douja Promotion Groupe Addoha SA in Morocco’s real estate sector. The average PE ratio is 16.67, 

with a maximum of 479.18 in 2021 for Ooredoo QPSC in Qatar’s communication services sector, and 

a minimum of 0.49 in 2021 for Douja Promotion Groupe Addoha SA in Morocco’s real estate sector. 

Table 4. Descriptive statistics of variables. 

4.2. Correlation Analysis 

Table 5 presents the results of Pearson’s correlation matrix coefficients for all variables. At the 

significance level of 10%, it is noted that the ESG score and firm value proxies of TQ, PB, and PE are 

Variable Obs. Mean Std. Dev. Min. Max. 

TQ 306 0.6556 0.5157 0.0158 4.7592 

PB 306 2.3794 2.5306 0.2848 22.5677 

PE 306 16.6742 30.1914 0.49 479.1809 

ESG 306 32.0766 21.6401 0.973548 86.2006 

Lev 306 0.2709 0.1971 0 1.0237 

S 306 22.37 1.3204 18.6333 25.5862 

GDP 306 26.3853 0.7988 24.2678 27.7341 

GOV 306 0.2018 1.0993 -2.3834 1.504 

Note: The variable definitions are provided in Table 2. 

Preprints.org (www.preprints.org)  |  NOT PEER-REVIEWED  |  Posted: 19 June 2025 doi:10.20944/preprints202506.1599.v1

© 2025 by the author(s). Distributed under a Creative Commons CC BY license.

file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
https://doi.org/10.20944/preprints202506.1599.v1
http://creativecommons.org/licenses/by/4.0/


 12 of 32 

 

strongly linked with each other. Results show that the positive coefficients of ESG of 0.123, 0.199, and 

0.123 are significantly correlated with TQ, PB. and PE ratios, respectively. This proposes initial 

evidence regarding the existence of a significant positive relationship between the ESG score and firm 

value proxies. These correlations provide some preliminary evidence to suggest that the ESG score 

offers informative inferences about MENA region firm value proxies to market participants. 

Table 5. Correlation matrix of variables. 

4.3. Regression Analysis 

Table 6 reports the empirical regression results, where, at significance level of 10%, the ESG 

regression coefficients are positive and significant with both TQ and PB, respectively. However, at 

the same level of significance, the positive regression coefficient of ESG is not statistically significant 

with PE ratio. This implies that, for MENA region firms, a higher ESG score—after controlling for the 

country and sector effects—correlates with higher TQ and PB ratios, and thus, higher firm value. This 

is consistent with the studies previously mentioned, which support the positive viewpoint of this 

relationship in the literature review, indicating that ESG scores are perceived as a crucial variable in 

determining the value of MENA region firms. Since a firm’s capital in the MENA region is typically 

characterized by higher concentrated ownership structures and the predominance of family ties and 

informal relationships [108], the level of information asymmetry between firms’ management and 

outsiders will be higher. Therefore, ESG scores add incremental value-relevant information beyond 

those contained in the financial reports [51,56,109,110]. 

 Table 6. Country and Sector-effects models regression results – MENA region. 

Country and Sector-effects 

Model 

   TQ Model   PB Model PE Model 

Coeff. Coeff. Coeff. 

ESG 0.0078*** 0.0124*** 1.7040 

Lev 0.5395*** 3.7419*** -5.7070 

S -0.2393*** -0.4977*** 20.8110 

GDP 0.0000 -0.0000 -0.0000* 

GOV -0.0771 -0.1158 -64.6993* 

Bahrain -0.3643 -1.8539 -727.5360* 

Egypt -0.1274 -2.0896 -680.5596* 

Israel -0.4182*** 0.5224 -412.2612** 

Kuwait -0.4663** -2.0506 -789.1379** 

Morocco -0.7385*** 1.5933 -806.6479** 

Oman -0.4073* -3.2147** -701.6425* 

  TQ PB PE ESG Lev S GDP GOV 

TQ 1         
 

    

PB 0.0152 1       
 

    

PE -0.0735 0.0622 1     
 

    

ESG 0.1234* 0.1989* 0.1229* 1   
 

    

Lev 0.2601* 0.1593* -0.0605 -0.0825 1 
 

    

S -0.3190* 0.0119 0.089 0.4889* 0.1437* 1     

GDP -0.2611* 0.0798 0.011 0.2458* 0.1040* 0.5390* 1   

GOV -0.1604* 0.1537* 0.1390* 0.2096* 0.0341 0.3060* 0.1884

* 

1 

Note: The variable definitions are provided in Table 2. The superscript * in bold denotes 

significance at 10% level. 
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Qatar 0.2128* -1.6496** -598.4400** 

Saudi Arabia -0.3516* -0.6441 -449.6844** 

Communication Services -0.0800 1.2236** -29.5586 

Consumer Staples -0.5059*** -0.7201 -137.4289 

Energy -0.1402 -1.0717 -26.2245 

Financials -0.7750*** 0.6768 -7.5504 

Health Care -0.4417*** -1.8529* -84.0297 

Industrials -0.4297*** 0.9325 -55.0987 

Information Technology -0.7056*** 1.7338* -38.7935 

Materials -0.3038*** 0.0159 86.2746 

Real Estate -0.2631** -1.4914** -20.81321 

_cons 6.1416*** 12.8269*** 388.7758 

Hausman Test    Random   Random Random 

Adj-R squared 56.46%    34.52%  11.04% 

No. of Obs. 306     306   306 

Note: The variable definitions are provided in Table 2. ***, ** and * in bold denote significance at 1%, 5% and 

10% levels, respectively. 

The incorporation of county and sector dummies points to further evidence of the influence 

various countries and sectors may have on the significance and direction of the relationship between 

ESG score and firm value. Regarding country effects, first, the dCountry slope coefficients of ESG for 

TQ indicate that the impact of ESG is significant compared to the base category (United Arab 

Emirates); however negatively, in Israel, Kuwait, Morocco, Oman, and Saudi Arabia. These results 

suggest that high ESG performance and disclosures, reflected in high ESG scores, do not outweigh 

their costs in these countries. For Bahrain and Egypt, no statistical evidence is strong enough to 

highlight the existence of a significant relationship. However, statistical evidence points to the 

existence of significant positive ESG-TQ in Qatar. Second, the dCountry slope coefficients of ESG for 

PB indicate that the impact of ESG is negatively significant, only for Oman and Qatar. Moreover, no 

statistical evidence is significant to indicate the existence of an ESG-PB relationship in the other 

countries. 

Regarding sector effects, first, the dSector slope coefficients of ESG for TQ indicate that the 

impact of ESG is significant compared to the base category (utilities), however negatively, in 

consumer staples, financials, healthcare, industrials, information technology, materials, and real 

estate sectors. For the other sectors (communication services and energy), no statistical evidence is 

strong enough to highlight the existence of a significant relationship between ESG and TQ ratio. 

Second, the dSector slope coefficients of ESG for PB indicate that the impact of ESG is negatively 

significant only for healthcare and real estate sectors. However, it points to a significant positive 

relationship in the communication services and information technology sectors. Furthermore, no 

statistical evidence is significant to indicate the existence of the ESG-PB relationship in the other 

MENA region sectors in the sample understudy. 

Third, the dCountry and dSector slope coefficient results for the PE model are not regarded in 

the analysis of findings since the model empirical results do not point to a significant relationship 

between ESG and PE ratio in the MENA region, as highlighted in some literature [111-113]. The PE 

ratio reflects investors’ market perception of a firm’s future earnings potential. Thus, lower PE ratios 

for high ESG scores indicate that investors have negative sentiments regarding the future 

performance of the firm and are paying less for each dollar of earnings [113]. 

Interestingly, both Qatar and the information technology sector exhibit a changing behavior 

between the direction of significant ESG-TQ relationship and ESG-PB relationship, where Qatar 

shows a negative influence of ESG on TQ, however it changes to be positive with respect to PB. 

Similarly, the information technology sector shows a negative impact of ESG on TQ; however, it 
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changes to be positive with respect to PB. In addition, the countries of Israel, Kuwait, Morocco, and 

Saudi Arabia and the sectors of consumer staples, financials, industrials, and materials all exhibit a 

diminishing ESG impact on PB firm value proxy despite showing a significant impact when proxied 

by TQ. This provides supportive evidence for the hypothesis that the ESG impact on firm value differs 

depending on the firm value proxy used, even for the same sample unit. 

Consequently, the regression results provide sufficient evidence regarding the empirical 

hypotheses testing of ESG-firm value country and sector-effects models by failing to reject H1a, H1b, 

H2a, H2b, H3a, and H3b while rejecting H1c, H2c, and H3c. In line with previous literature, mixed 

results and contradicting conclusions have been reached regarding the impact of the ESG score on 

firm value as measured by various indicators, including TQ, PB, and PE ratios. Such disparities in 

direction and significance of ESG-firm value effects using different proxies for TQ, PB, and PE models, 

even with respect to the results of the same country and sector, add to the advocating literature of 

the mixed viewpoint, as highlighted by previous researchers [49,51,53,54, 56, 89,114,115]. 

4.4. Discussion 

The findings of this study are supported by the Institutional Difference Hypotheses, where the 

institutional, cultural, and regulatory differences across countries as well as the institutional 

weaknesses in emerging markets affect the relationship between corporate sustainability 

performance and financial performance. In developing markets, firms tend to focus on capital 

accumulation rather than ESG investment. Such firms in developing markets are not subject to the 

same government pressures for ESG as those operating in developed economies [114]. 

In emerging markets like the MENA region, the positive impact of ESG on firm value decreases, 

and the excessive expenditure on ESG adoption and expensive ESG activities in such developing 

nations may serve as an explanation for this. Another explanation could be that the impact of ESG 

practices and scores does not often reflect in the short term, but they have a long-term orientation 

[115]. 

This could be further explained by the Enterprise Risk Management paradigm in the argument 

of Chairani and Siregar [116], where different risk management approaches among firms may cause 

ESG impact on firm value to fluctuate. Moreover, limited investor competency, changing investor 

preferences, market misvaluation, and ESG disclosure complexity are to blame for the negative 

correlation between ESG scores and firm value in emerging markets. Although ESG companies have 

outperformed the market in developed countries, this does not apply to developing countries 

[70,102]. 

The concept of ESG is relatively new in the MENA region, with few nations having developed 

any policies or regulations. With the assistance of NGOs and stock exchange authorities, the most 

notable attempts to encourage firms to move in that direction have been made during the past eight 

years. Nonetheless, there have been some initiatives in the area to raise the profile of sustainability. 

Notably, the UN Sustainable Stock Exchanges Initiative (SSE) is the significant driver behind ESG 

transparency and sustainability [117-120]. 

The disparities across MENA region sectors regarding ESG impact on value creation are justified 

by firms demonstrating varying ESG responsibilities by engaging in procedures that achieve a 

broader contextual, environmental, social, and governance agenda beyond legal frameworks 

[121].However, the importance of particular activities is determined by their application context, 

where these activities may differ in terms of impacting financial performance [121,122].Consequently, 

for instance, issues that are crucial to stakeholders in the energy sector may not be of utmost 

importance to those in the healthcare sector. In addition, the relationship between sustainability 

performance and financial performance is contingent upon the kind of commodities offered to 

customers [123]. 

Accordingly, each sector benefits/loses from ESG to different extents. Some of them are immune 

to ESG scores; for example: the energy sector is not sensitive to ESG across all firm value measures. 

The consumer staples, financial, industrials, and materials sectors are sensitive towards ESG only 

when measured by TQ. For information technology, real estate, communication services, and 

healthcare sectors, the direction and significance of ESG impact fluctuates across measures. Therefore, 

Preprints.org (www.preprints.org)  |  NOT PEER-REVIEWED  |  Posted: 19 June 2025 doi:10.20944/preprints202506.1599.v1

© 2025 by the author(s). Distributed under a Creative Commons CC BY license.

file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript%20WOT.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
file:///C:/Users/nardin.ehab/Downloads/Sustainability%20Manuscript.docx
https://doi.org/10.20944/preprints202506.1599.v1
http://creativecommons.org/licenses/by/4.0/


 15 of 32 

 

based on these findings, it is noted that there exists a contingency perspective on the effect of ESG 

scores on firm value, which can be observed by statistically significant differentiated results across 

the analysed countries and sectors. Indeed, results range from local to international levels, short-term 

to long-term, and voluntary to fully mandated [124]. 

Lastly, it is important to recall that imperfect markets might affect the valuation in the case of 

ESG scores. Since there may be wide variations in the relationship between created value and cost, 

the market for ESG initiatives is highly imperfect. With reference to Table 6, some MENA region 

countries exhibit immune behaviour against ESG across all proxies (i.e., Bahrain and Egypt). Israel, 

Kuwait, Morocco, and Saudi Arabia are sensitive towards ESG only when measured by TQ. Oman 

and Qatar exhibit fluctuating significance and direction of ESG impact across measures. These 

arguments lead to the conclusion that the primary valuation issue is market incompleteness [125]. It 

is suggested that there might be more possible variations arising from the arguments among the 

specific market nature across various countries. 

4.5. Robustness Test 

Robustness tests were applied to the regression results by expanding the analyses from the 

MENA region to the MENAT region. This approach is crucial for validating the robustness of the 

study findings because it demonstrates whether conclusions drawn from the initial analyses hold 

true across a larger and more diverse set of data [126]. Further adding to the rigor of the overall 

hypotheses conclusions was the incorporation of Turkey, indicating that the relations between ESG 

scores and proxies of firm values are generally stable and generalizable across a broader regional 

context. Including Turkey not only enhances sample representativeness but also allows for a more 

comprehensive investigation of the relationships between ESG scores and firm value proxies, thereby 

increasing the generalizability of the findings across different economic and cultural contexts.  

The empirical results of the MENAT region, exhibited in Table 7, indicate that integrating Turkey 

into the analyses did not alter any of the core hypotheses regarding the impact of ESG scores on firm 

value, which differs across different proxies, countries, and sectors. Turkey exhibits a variety of 

unique market features, including economic dynamics, regulatory environment specifics, and culture 

[127]. These variations are likely to induce minor differences in the significance and direction of some 

variables and country/sector dummies. Ultimately, model robustness and resilience are proven since 

the main hypotheses hold despite these modifications. This confirms that while Turkey adds 

complexity, it does not alter the relationship being investigated. 

Table 7. Country and Sector-effects models regression results – MENAT region. 

Country and Sector-effects 

Model 

TQ Model PB Model  PE Model 

Coeff.   Coeff.  Coeff. 

ESG 0.0076*** 0.0179** 0.1665 

Lev 0.5527*** 2.2905*** -10.5101 

S -0.2406*** -0.3161** -0.3074 

GDP -0.0000 -0.0000 -0.0000** 

GOV 0.0177 -0.1607 0.5002* 

Bahrain -0.2867 -1.5004 -1.6640* 

Egypt 0.1697 -1.5380* -2.5646* 

Israel -0.4028*** 1.5348*** 4.8244* 

Kuwait -0.3051** -1.9941** -2.5579 

Morocco -0.5096*** 1.3242 0.6195 

Oman -0.2950* -2.2246** -8.0952 

Qatar 0.2075* -0.0734 13.4540 

Saudi Arabia -0.2044 0.2042 19.4343 
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5. 

Conclusions  

The association between sustainability performance and financial performance has attracted 

many scholars, who report inconclusive results. The reasons for these mixed results could be 

attributed to the complex nature of ESG activities, embedded country-specific legal origin, cultural, 

social, and economic institutional environment, industry characteristics, investor perception, and the 

associated costs as well as benefits of such activities. As a result, data discrepancies based on 

geographical locations and business characteristics lead to inconsistent conclusions in both 

developed and developing countries across the literature [8,9]. Research concerning ESG 

performance, as it relates to firm value, has provided mixed results in developed countries. The same 

is true for developing nations. Therefore, the primary motivation for this study is to provide empirical 

evidence that could convince firms not only to adopt ESG but also to have high ESG ranks. 

Based on the data availability of LSEG Data & Analytics publicly traded non-financial firms in 

the MENA region from 2017 to 2022, a sample of 51 firms in 9 countries and 10 business sectors is 

employed to investigate the impact of ESG scores on firm value through the three proxies of Tobin’s 

Q (TQ), Price to Book ratio (PB), and Price to Earnings ratio (PE). Regression analysis reveals mixed 

findings as the results vary based on the used proxy, where the ESG-firm value relationship is found 

to be significantly positive using TQ and PB ratios. However, when the PE ratio is integrated into the 

analysis, no significant relationship is yielded. Empirical results demonstrate that there are 

differences in the impact of ESG on firm value across measures, countries, and sectors.  

This study has implications for both theory and practice. Theoretically, this study expands the 

ESG-firm value literature by investigating the ESG-firm value relationship on a firm-level across a 

variety of MENA region countries and sectors using various proxies. Empirical findings also 

contribute to the enrichment of ESG and financial decision-making literature, where they could raise 

investors’ awareness in terms of portfolio optimization and sustainable investing.  

Practically, results are beneficial to stakeholders such as investors, regulators, policymakers, and 

scholars in improving their understanding of ESG implications and advantages. It also provides 

insights on how firms might benefit from the initiatives to promote ESG by linking ESG to financial 

performance. This study proposes that managers need to carefully choose ESG goals because their 

success depends on the country and industry contexts. Firms should maximize their efforts to find 

cost-efficient ways of ESG incorporation into value chains. Firms should also accept sustainability as 

a strategic priority prior to implementing ESG practices. Once sustainability has been elevated to a 

strategic priority, firms can begin to implement ESG practices with some confidence that this will not 

only yield ESG performance improvements but also improved organizational performance in the 

long term [115,128]. 

Turkey -0.2238 -0.9552 13.6696 

Communication Services -0.0888 1.2379** 2.9223 

Consumer Discretionary -0.7940*** 2.0334** -7.2375 

Consumer Staples -0.6042*** 0.9185 11.0320 

Energy -0.1263 -1.2114 -1.3212 

Financials -0.7486*** 0.1529 -15.9205 

Health Care -0.4211*** -2.2459** -10.0477 

Industrials -0.3181*** 1.1247 -1.2852 

Information Technology -0.6844*** 1.3751 21.0526 

Materials -0.3092*** 0.2607 -2.5793 

Real Estate -0.2573** -0.2137 -4.6320 

_cons 6.0633*** 8.5074** 25.8415 

Hausman Test   Random    Random  Random 

Adj-Rsquared   53.86%     31.00%   10.72% 

No. of Obs. 372       372    372 
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The findings also offer insights for market regulators in emerging economies on the 

advancement of ESG adoption, where regulators are central in shaping the ESG adoption landscape. 

This study pinpoints the need for strong regulatory structures that encourage firms to adopt 

sustainable practices. The regulators are in a position to enact policies that promote transparency and 

accountability, with the expectation that companies will comply with the formalized standards. In 

conclusion, effective regulation would allow competition among firms to spur improvement in ESG 

application. Of primary relevance are extensive insights from this study for countries with emerging 

economies, where regulatory frameworks are not fully developed, and thus it becomes important to 

establish clear guidelines to induce ESG practices. 

For standard setters, it does stress the importance of enhancing the ESG regulations at the 

country level. Standard setters can work out comprehensive guidelines by discovering the key 

drivers of ESG performance, which are the ones to help companies adopt ESG factors in their business 

models. The study outcomes indicate that connecting ESG criteria to financial performance metrics 

can motivate firms to prioritise sustainability goals. This alignment should not only increase ESG 

rating credibility but also the firms are provided with an incentive to regard ESG as a competitive 

advantage instead of a compliance issue. In this regard, standard setters have the option to either 

improve the existing frameworks or create new ones that are more applicable to the challenges faced 

by the firms in the developing markets. 

Similar to sustainability research conducted in emerging economies, a major limitation is the 

small sample size, which hinders the generalizability of findings. This could be justified by ESG 

disclosure deficiency and, accordingly, scores for firms, which reduce the sample size. The study 

period has been reduced to 6 years for the same reason. Another limitation is the quantity rather than 

the quality of ESG disclosure, where the results of this study may not necessarily provide the “true” 

motivation for firms to disclose sustainability activities. 

 Future studies may consider capturing performance related to each ESG pillar, gathering wide 

sample data to better separate industries and geographic regions in cross-national contexts, and 

examining the financial performance before and after ESG adoption. Consequently, it is advised to 

continue the regression analysis to forecast the ESG-firm value relationship, particularly by 

examining investors' understanding of ESG in a comprehensive approach. Lastly, the theme of long-

term and short-term investors can also be tackled since they may have distinct investment goals that 

influence firm valuation. Incorporating and investigating their goals alongside their ESG motives for 

incorporating or not incorporating ESG criteria might shed new insights. 
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Table A1. ESG and Financial Performance Literature Summary for the MENA Region. 
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Eikon 

Scores. 

Firm 

Value: 

Stock 

Price per 

Share. 

There is a 

positive 

relationshi

p between 

ESG 

performan

ce and 

MENA 

firm 

valuation. 

ESG 

transparen

cy 

provides 

Positive 
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MENA 

stock 

market 

players 

with 

value-

relevant 

informatio

n which 

leads to 

more 

effective 

investmen

t decisions 

and 

reduces 

the cost of 

capital. 

Otaify [61] 

Journal of 

Financial 

and 

Commercia

l Studies. 

Environmental, Social, and 

Governance (ESG) Investing 

Risk and Return Analysis of 

Egyptian Sustainable Equity 

Index. 

Egypt 

(2007- 

2020) 

 

 

ESG Risk 

Premium: 

Risk 

Exposure 

of ESG 

Index to 

EGX30 

Index. 

Financial 

Performa

nce: 

abnormal 

return 

achieved 

by ESG 

index 

than the 

EGX30 

index. 

 

 

ESG 

activities 

should be 

integrated 

into 

business 

practices 

by firms 

listed on 

the 

Egyptian 

stock 

exchange 

due to 

their 

significant 

role in 

enhancing 

firm value. 

Positive 
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Bashatwe

h et al. [66] 

Internation

al 

Conference 

on Business 

and 

Technology

. 

Does Environmental, Social, 

and Governance (ESG) 

Disclosure Add Firm Value? 

Evidence from Sharia-

Compliant Banks in Jordan. 

Jordan 

(2013- 

2019) 

ESG 

Disclosur

e: Annual 

reports, 

CSR 

reports, 

and 

sustainabi

lity 

reports. 

Bank 

Value: 

ROA, 

ROI, EPS, 

and MBR.  

A higher 

ESG 

disclosure 

level is 

important 

for 

increasing 

the value 

of the 

institution 

for 

investors 

and other 

stakeholde

rs. 

Positive 

Buallay 

[53]  

Sustainabil

ity 

reporting 

in the 

MENA 

region. 

Toward sustainability 

reporting in the MENA 

region: the effects on sector’s 

performance. 

11 

MENA 

Countr

ies 

(2008-

2017) 

 

ESG: The 

Bloomber

g ESG 

Score. 

Firm 

Operation

al 

Performa

nce: ROA. 

Firm 

Financial 

Performa

nce: ROE. 

Firm 

Market 

Performa

nce: 

Tobin’s Q. 

The 

impact of 

Sustainabi

lity 

Reporting 

on firm 

performan

ce (ROA), 

(ROE) and 

(TQ) is 

mixed in 

the MENA 

region. 

Mixed 

Hamdy et 

al. [62] 

The 

Scientific 

Journal of 

Business 

and 

Investigating the Impact of 

Sustainability on Corporate 

Profitability: Evidence from 

Egypt. 

Egypt 

(2017) 

CSR: 

S&P/EGX 

ESG  

composite 

score. 

 

ESG has a 

significant 

positive 

impact on 

investor 

behavior. 

High ESG 

Positive 
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Environme

ntal 

Studies. 

Corporate 

Profitabili

ty: ROE, 

ROA, and 

Return on 

Invested 

Capital 

(ROIC). 

firms are 

rewarded 

with high 

CSP. 

Janah and 

Sassi [70] 

African 

Scientific 

Journal 

The role of ESG factors in 

mitigating crisis effects on 

Moroccan public companies’ 

financial performance. 

Morocc

o 

(2022) 

Event 

Study. 

While ESG 

companies 

have 

outperfor

med the 

market in 

developed 

countries, 

this does 

not 

necessaril

y apply to 

developin

g 

countries. 

Mixed 

Kouaib 

[67] 

Sustainabil

ity. 

Corporate Sustainability 

Disclosure and Investment 

Efficiency: The Saudi 

Arabian Context. 

Saudi 

Arabia 

(2014- 

2021) 

ESG: 

Thomson 

Reuters 

ESG score. 

Financial 

Performa

nce: 

Investme

nt 

Efficiency. 

ESG has a 

significant 

positive 

impact on 

firms' 

investmen

t 

efficiency, 

promoting 

overall 

firm value. 

Positive 

Srour [54] 

Commerce 

and 

Finance. 

The impact of 

Environmental, Social, 

Governance (ESG) 

disclosure on firm value and 

Financial Performance: 

Evidence from Egypt during 

Covid 19. 

Egypt 

(2018- 

2021) 

ESG: 

S&P/EGX 

ESG index 

ranking. 

Firm 

Value: 

ESG has 

an 

insignifica

nt positive 

impact on 

ROA and a 

significant 

Mixed 
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ROA and 

Tobin’s Q. 

positive 

impact on 

Tobin’s Q 

Al Amosh 

et al. [55]  

Corporate 

Governanc

e: The 

Internation

al Journal 

of Business 

in Society 

Environmental, social and 

governance impact on 

financial performance: 

evidence from the Levant 

countries. 

4 

Levant 

Countr

ies 

(2012-

2019) 

 

ESG: 

Annual 

Reports 

Content 

Analysis 

Financial 

Performa

nce: 

Tobin’s Q, 

ROA, and 

ROE. 

ESG 

collective 

performan

ce 

maximizes 

financial 

performan

ce, while 

the 

governanc

e 

performan

ce 

influences 

ROA only. 

Mixed 

Aqabna et 

al. [56]  

Sustainabil

ity 

Firm Performance, 

Corporate Social 

Responsibility, and the 

Impact of Earnings 

Management during 

COVID-19: Evidence from 

MENA Region. 

9 

MENA 

Countr

ies 

(2007-

2021) 

 

ESG: 

Refinitiv® 

Eikon 

ESG 

Score. 

Operation

al 

Performa

nce: ROA. 

Financial 

Performa

nce: ROE. 

Market 

Performa

nce: 

Tobin’s Q. 

ESG has a 

significant 

positive 

impact on 

ROA and 

Tobin’s Q, 

however, 

an 

insignifica

nt impact 

on ROE. 

Mixed 

El Khoury 

et al. [51]  

Journal of 

Sustainable 

ESG and financial 

performance of banks in the 

MENAT region: concavity–

convexity patterns. 

10 

MENA

T 

Countr

ies 

ESG: 

Refinitiv® 

Eikon 

ESG 

Score. 

The 

magnitud

e of ESG 

investmen

t is not 

impacting 

Mixed 
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Finance & 

Investment  

(2007-

2019) 

 

 

 

 

Firm 

Operation

al 

Performa

nce: ROA. 

Firm 

Financial 

Performa

nce: ROE. 

Firm 

Market 

Performa

nce: 

Tobin’s Q. 

anymore 

the 

accountin

g 

performan

ce in 

MENAT 

while it 

still 

positively 

affects 

market 

performan

ce. 

Firmansya

h et al. [71] 

Cogent 

Economics 

& Finance 

Investigating the effect of 

ESG disclosure on firm 

performance: The case of 

Saudi Arabian listed firms. 

Saudi 

Arabia 

(2010- 

2020) 

ESG: The 

Bloomber

g ESG 

Score. 

Market-

based 

Performa

nce: 

Tobin’s Q. 

Accountin

g-based 

Performa

nce: ROE 

ESG has a 

significant 

negative 

impact on 

Tobin’s Q, 

however, 

an 

insignifica

nt 

negative 

associatio

n exists 

between 

ESG and 

ROE. 

Negativ

e 
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