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Introduction

Today, companies face a daunting yet crucial task: to generate profits while achieving
established objectives (Edmans, 2021). This is in opposition to the conventional wisdom that
holds that a business's only duty is to maximize profits (Friedman, 1970). There are numerous
reasons for companies to engage in ESG practices and disclosures, including influences from
capital markets, consumer markets, industry competitors, and national policies (Ma, Rosli, Luo
& Dai, 2026; Hong & Rosli, 2024). Research by Baldini et al. (2018) indicates that
characteristics at the national level significantly impact corporate ESG practices. Furthermore,
Ma et al. (2019) study demonstrates that decisions and practices related to corporate social
responsibility are influenced by industry competitors. Investors may allocate more funds to
responsible companies with better sustainability levels for non-financial reasons (Riedl &
Smeets, 2017), and consumers are also more inclined to purchase products from responsible
companies (Albuquerque et al., 2019). Consequently, corporate market behavior is not only
subject to dynamic adjustments from external factors but also reflects dynamic adjustments in
ESG information disclosure.

In Malaysia, these environmental and regulatory pressures are particularly visible within the
automotive sector, with the increasing demand in new energy vehicles (NEVs). The
transportation industry represents a significant source of environmental concern, accounting
for approximately 28% of the nation's total carbon dioxide emissions, with road transportation
contributing 85% of this volume. To address this issue, national policies such as the National
Energy Policy 20222040 and the National Energy Transition Roadmap have established clear
targets, including reaching a 31% renewable energy capacity mix by 2025 and a 45% reduction
in carbon intensity by 2030 (Mohd Noor et. al., 2025). Under institutional pressure, the related
companies are compelled to achieve high ESG performance through sustainable
manufacturing, clean technology investments, and strict supply chain governance. Because of
that, the NEV companies are expected to operate in an environment where ESG compliance is
directly tied to regulatory expectations and long-term market survival.

This study contributes to the achievement of the United Nations Sustainable Development
Goals (SDGs), particularly SDG 7 (Affordable and Clean Energy), SDG 9 (Industry,
Innovation and Infrastructure), SDG 12 (Responsible Consumption and Production), and SDG
13 (Climate Action). Hence, this study is aimed to investigate how ESG performance relates to
the financial outcomes of new energy vehicle (NEV) companies in Malaysia. Given the fast
changing regulatory and market landscape, particularly under the pressure of capital markets
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and environmentally conscious consumers, it is worth examining how these companies adapt
their ESG strategies accordingly.

Literature Review — Concept of Environmental, Social, and Governance.

The concept of Environmental, Social, and Governance, often referred to as ESG, originated
from the broader idea of Corporate Social Responsibility (CSR). It is rooted in ethical thinking
and the principles of responsible investment. While CSR in earlier years focused more on
charitable acts and external community programs, ESG highlights measurable outcomes and
financial relevance. Unlike CSR, ESG places more attention on risks, returns, and long-term
business value that can be linked to environmental or social behavior. It integrates
environmental externalities, resource efficiency, labor and supply chain responsibility,
disclosure quality, and board governance into the firm’s risk—return calculus, thereby creating
a comparable and verifiable set of indicators for valuation, credit assessment, and long-term
value creation. In 2015, the United Nations adopted the 2030 Agenda for Sustainable
Development and articulated the 17 Sustainable Development Goals (SDGs).

As expectations for corporate responsibility from governments and society have grown, capital
market evaluations of a company's value have gradually changed from a focus on short term
profits to a focus on long term growth. Within investment practice, ESG investing incorporates
a company’s performance across environmental, social, and governance pillars into a unified
evaluative framework. Composite and pillar level indicators capture the firm’s capacity for
sustainable operations and medium to long term resilience, attending not only to minimum
compliance (e.g., regulatory risk and controversies) but also to substantive improvement (e.g.,
decarbonization progress, workplace safety, board independence and transparency). In doing
so, ESG establishes a traceable feedback loop among disclosure, internal governance, and
capital allocation. Thus, ESG extends the ethical concerns of CSR while translating them into
a systematized, measurable, and auditable architecture directly connected to corporate value
creation.

ESG embeds sustainable development within an integrated economic—environmental—social
framework and can be viewed as the institutionalized, measurement-oriented evolution of
Corporate Social Responsibility (CSR). Compared to earlier views of corporate social
responsibility, which often focused on charitable giving and involvement with external
communities, ESG adopts a different approach. It attempts to bring external social and
environmental impacts into the company’s core financial thinking. This is done by assessing
specific areas such as carbon output, use of resources, employee safety, supply chain practices,
transparency in reporting, and corporate governance structures. Through this process,
companies can manage both financial goals and social responsibilities more actively. On one
hand, they may contribute to broader benefits like technology innovation, creation of green
jobs, and stronger community support. On the other hand, they can reduce harmful effects such
as pollution, workplace risks, and gaps in information shared with stakeholders. Through
practical tools and clear outcomes, ESG helps turn low carbon goals and green transition
strategies into actions that companies can measure and manage. Rather than staying at the level
of ideas, ESG initiatives often include concrete rules, internal processes, and performance
benchmarks that can be tracked over time.
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Research Problem — Corporate Financial Performance as the Core Challenge in Malaysia’s
NEYV Industry

Corporate financial performance (CFP) represents the most direct and comprehensive indicator
of a firm’s operational effectiveness, strategic success, and long-term sustainability. Regardless
of shifting policy priorities or evolving stakeholder expectations, firms ultimately depend on
stable financial performance to maintain competitiveness, secure financing, and survive market
competition. In Malaysia’s new energy vehicle (NEV) industry, the challenge of sustaining
robust CFP has become increasingly pronounced despite rapid market expansion, strong policy
support, and growing global demand.

While some studies report that ESG enhances financial performance through improved
stakeholder trust, corporate reputation, and access to sustainable financing (Lee & Isa, 2020;
Thomas et al., 2021), others argue that the high costs of ESG implementation and delayed
financial returns may reduce short-term profitability (Wong, 2024; Yip & Lau, 2024). This
issue is particularly relevant to the New Energy Vehicle (NEV) industry, which requires
substantial capital investment in research and development, battery technology, and charging
infrastructure, resulting in high capital costs and long payback periods. Despite the rapid
growth of Malaysia's NEV industry, empirical evidence on the ESG—CFP relationship remains
limited.

At the same time, the gradual withdrawal of government subsidies, the implementation of
market-oriented incentive mechanisms, and intensifying price competition have significantly
altered firms’ cost structures and revenue models. This can be observed from the relatively
modest increase in EV sales despite continuous government support and subsidies. The
situation suggests that, although incentives have contributed to the growth of the EV market,
their impact on accelerating EV adoption remains limited, indicating that other factors such as
affordability, infrastructure readiness, and consumer confidence continue to influence
purchasing decisions.

Year | EV (Units) % Growth
2021 278 N.A

2022 | 2,631 846%

2023 10,159 286%
2024 14,766 45%

2025 | 30,848 109%

Sources: Malaysian Automotive Association (MAA), 2026

According to data from the Malaysian Automotive Association (MAA), the introduction of
government tax incentives in 2022 catalyzed exponential growth in Malaysia’s electric vehicle
(EV) market. Annual EV sales escalated from a meager of 278 units in 2021 to 2,631 units in
2022, subsequently climbing to 10,159 units in 2023 and 14,766 units in 2024. By 2025, sales
surged to 30,848 units, a spike largely attributed to consumers capitalizing on tax exemptions
for completely built-up (CBU) EVs prior to their expiration. Concurrently, the hybrid vehicle
segment demonstrated steady expansion, with sales rising from 7,875 units in 2021 to 38,515
units in 2025, driven by the rollout of budget-friendly models from mass-market
manufacturers.
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However, despite this upward trajectory, the overall sales pattern reveals underlying
inconsistencies in market adoption. Although state-backed subsidies and incentives have
stimulated initial interest, mainstream market acceptance remains constrained. This suggests
that structural barriers—such as prohibitive vehicle costs, inadequate charging infrastructure,
and persistent consumer anxieties—continue to impede the widespread adoption of EVs across
the country.

Nevertheless, the market demonstrated remarkable resilience moving into early 2026, defying
fears that the expiration of tax incentives and the implementation of the Budi Madani RON95
fuel subsidy rationalization program would dampen demand. Registration data from the Road
Transport Department Malaysia (JPJ) revealed that 6,239 EVs were registered in January 2026
alone. This secured a 9.18% share of the total industry volume (TIV), a substantial leap from
the 1,691 units and 3.14% market share recorded in January 2025. This robust year-on-year
growth signifies a profound behavioral shift among Malaysian consumers and underscores the
accelerating transition toward automotive electrification.

Despite the rapid expansion of the NEV industry, the effect of ESG performance on corporate
financial performance (CFP) remains unclear and inconsistent. Previous studies have produced
mixed findings regarding the ESG—CFP relationship. Some studies suggest that strong ESG
practices improve profitability, firm value, and investor confidence, while others argue that
ESG implementation increases operational costs and may negatively affect short-term financial
performance. Therefore, the actual financial benefits of ESG practices remain inconclusive,
particularly within emerging economies and high-investment industries such as NEV
manufacturing.

Therefore, this study aims to examine the effect of ESG performance, including environmental,
social, and governance dimensions, on corporate financial performance in the Malaysian New
Energy Vehicle (NEV) industry. This study is important in providing industry-specific evidence
that may assist policymakers, investors, and corporate managers in improving sustainability
strategies and long-term financial performance within Malaysia’s growing green mobility
sector.

Definition Of Corporate Financial Performance

Corporate financial performance refers to the results achieved by a company through the
effective allocation and utilization of resources within a specific period of time. According to
Huang (2017), performance appraisal is a systematic evaluation process adopted by company
to improve labor efficiency and increase revenue. It aims to evaluate employees' work through
specific indicators and motivate employees to better achieve corporate goals. Huang (2017).
This definition emphasizes the goal oriented and systematic nature of performance appraisal.
Corporate performance can be measured using a variety of indicators and methods. In general,
there are many evaluation indicators for corporate finance performance. This table lists the
representative indicators that are commonly used in research papers.
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Table 2.1: Indicators Of Corporate Performance

Aspect Description References
Company Refers to the outcomes achieved by a company through Thien, Asif,
Financial effective resource allocation and utilization over a specific Kweh, Ting
Performance period. (2024)

A systematic evaluation method utilized to improve labor
Definition of efficiency and revenue, assessing employee performance
Performance through specific indicators to motivate goal achievement. This
Appraisal definition emphasizes the goal oriented, systematic nature of
performance appraisals.
Corporate performance can be measured with various indicators
and methods, including profit, revenue, ROE, and ROA, which Sun (2023)
form the core of corporate financial performance metrics.

Financial statement analysis, incorporating multi-dimensional

Huang
(2017)

Quantitative
Indicators

Corpo.r ate indicators, assesses company health and identifies potential Almulhim,

financial . : .. Almubarak,
risks. Financial indicators, such as profit, revenue, ROE, and .

performance . . . o & Aljabr,

Measurement ROA, are essential for evaluating financial stability and (2024)
performance. ’
Corporate financial performance may also include non-financial

Non-Financial metrics like employee satisfaction, customer satisfaction, Qiao &

Indicators market share, and brand value. Such metrics facilitate Wang
communication between managers and employees, contributing (2019)
to improved performance.

Comprehensive Performance assessment models, such as those based on the

EvallI:a tion principal agent framework, analyze the impact of various Lin & Li

Models indicators on corporate financial performance, highlighting the (2010)
interconnected nature of performance indicators.

Employee Employee performance directly influences corporate success,

Impact on underscoring the need for diverse and scientifically grounded Wu (2020)

Performance appraisal methods.

Overall Concept and Measurement of ESG Performance

Environmental, Social, and Governance (ESG) represents a comprehensive framework used to
assess corporate sustainability performance and ethical impact. The environmental dimension
reflects firms” management of ecological risks, emissions, and resource efficiency; the social
dimension captures corporate responsibility toward employees, customers, and communities;
and the governance dimension concerns internal control mechanisms, board structure,
transparency, and shareholder protection (Sladkova et al., 2021; Escrig Olmedo et al., 2019;
Zhao et al., 2018).

Although ESG has been widely adopted in academic research and investment practice, its
measurement remains fragmented. Different rating agencies rely on heterogeneous indicators,
weighting schemes, and data sources, resulting in substantial divergence in ESG scores for the
same firm. This lack of consistency has been widely discussed as a “comparability problem”
and a “theorization problem,” which complicates the interpretation of ESG performance across
firms and industries (Billio et al., 2021; Eccles et al., 2017). Moreover, limited transparency in
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rating methodologies further constrains investors’ ability to evaluate ESG-related risks and
opportunities (Escrig Olmedo et al., 2019; Sahin et al., 2022).

ESG Performance and Corporate Financial Performance

A substantial body of empirical literature confirms a significant relationship between ESG
performance and corporate financial outcomes. Notably, a comprehensive meta-analysis by
Friede et al. (2015) demonstrates that the business case for ESG investing is empirically well-
founded. Their findings reveal that roughly 90% of analyzed studies report a non-negative
ESG-financial performance relation, with the vast majority indicating explicitly positive
financial returns (Friede et al., 2015).

This consensus has been further corroborated by NYU Stern's extensive meta-analysis of over
1,000 studies published between 2015 and 2020, which found that 58% of corporate-focused
studies reported positive operational metrics (such as ROE, ROA, or stock price
improvements), while only 8% reported negative impacts (Whelan et al., 2021)

Environment Dimension (E)

The environmental dimension reflects firms’ efforts in pollution prevention, emissions
reduction, energy efficiency, and environmentally oriented technological development. In
environmentally sensitive industries, environmental performance plays a critical role in
shaping firms’ risk exposure, operational efficiency, and long-term competitiveness (Shi et all.,
2026; Adjanor-Doku et al., 2025; Ferehoun & Laghzaoui, 2024).

Environmental Performance and Corporate Financial Performance

A growing body of empirical literature supports a positive association between environmental
performance and corporate financial performance. Early studies suggest that proactive
environmental management can reduce operational risks and enhance firm value by improving
efficiency and compliance outcomes. Xue et al. (2019) demonstrate that capital markets place
greater emphasis on firms’ environmental management capabilities than on absolute emission
levels, as effective environmental management mitigates firm-specific risk and uncertainty,
thereby stabilizing financial performance. This finding indicates that investors may perceive
environmental management quality as a signal of superior managerial capability and long-term
strategic orientation.

HI: There is a significant relationship with Environmental Performance and Corporate
Financial Performance.

Social Dimension (S)

The social dimension encompasses firms’ responsibilities toward employees, customers,
suppliers, and communities, including labor practices, workplace safety, and community
engagement. Social performance has increasingly been recognized as a determinant of
stakeholder trust, corporate reputation, and organizational stability (Bofinger et al., 2022;
Cucari et al., 2023).
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Social Performance and Corporate Financial Performance

IJIREV

Existing studies provide substantial evidence that social responsibility initiatives positively
affect corporate financial performance by strengthening stakeholder relationships and
enhancing organizational legitimacy. Social performance, reflected in employee welfare,
community engagement, and customer responsibility, contributes to trust-building among key
stakeholders, which in turn supports firm stability and long-term financial outcomes.

Recent empirical research confirms that firms with stronger social performance tend to achieve
superior financial results. Indriakati and Daga (2022) find that effective social governance
enhances firm value by aligning corporate behavior with stakeholder expectations, thereby
improving financial performance and market valuation. Building on earlier findings such as
Mangantar (2019), more recent studies emphasize that social performance influences financial
outcomes primarily through improved stakeholder cooperation and reduced non-market risks.

H2: There is a significant relationship with Social Performance and Corporate Financial
Performance.

Governance Dimension (G)

The governance dimension focuses on board structure, managerial incentives, internal control
systems, and transparency mechanisms. Governance quality directly influences firms’
decision-making efficiency and resource allocation (De Villiers, Naiker, & van Staden, 2011;
Cucari et al. (2023).

(a) Governance Performance and Corporate Financial Performance

Prior research consistently shows that robust governance practices enhance corporate financial
performance by reducing agency costs, strengthening monitoring effectiveness, and improving
strategic decision-making quality. Effective governance mechanisms align managerial
incentives with shareholder interests, thereby mitigating opportunistic behavior and enhancing
firm value creation.

Early evidence by Bachiller et al. (2014) documents a positive relationship between board
effectiveness and corporate financial performance, underscoring governance as a core
determinant of firm value. More recent studies reinforce this conclusion by emphasizing the
role of governance quality in stabilizing financial outcomes under complex and uncertain
environments. The research by Mahrani and Soewarno (2018) shows that corporate governance
practices have a significant positive effect on financial performance. Alareeni and Hamdan
(2020) demonstrate that firms with stronger governance structures exhibit superior financial
performance due to improved transparency, accountability, and investor confidence.

H3: There is a significant relationship with Governance Performance and Corporate Financial
Performance.

Stakeholder Theory
Stakeholder Theory is a key theoretical framework in management that examines the

relationship between a company and its stakeholders. Stakeholders are anyone or any group
that has an effect on or is affected by a company's decisions and how well it does. This includes
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shareholders, employees, customers, suppliers, communities, and governments. The theory
stresses that businesses shouldn't just look out for the interests of their shareholders. To achieve
long term sustainable growth, they should also think about the needs and wants of all
stakeholders.

The main idea behind stakeholder theory is that a company's success depends on having good
relationships with all of its stakeholders. Freeman (1984) was the first to suggest this theory.
He said that a company's goal should be to make value for all stakeholders, not just the
shareholders' wealth. This perspective prompts corporations to evaluate more extensive social
and environmental considerations in their decision-making processes, consequently enhancing
their overall performance.

Second, stakeholder theory is very similar to corporate social responsibility (CSR), and it is
also very similar to the company's ESG activities. By meeting their social responsibilities,
businesses meet the needs of their stakeholders, which improves their reputation and makes
them more competitive. Research indicates that positive social responsibility practices can
enhance a company's financial performance by elevating customer satisfaction and fostering
employee loyalty. Lee (2023) examined the impact of corporate philanthropy on financial
performance through its influence on stakeholder responses, highlighting the significance of
stakeholder interactions for corporate success.

Also, stakeholder theory stresses the need for openness and sharing of information. Companies
build stakeholder trust by giving clear information, which lowers the risks that come from
having different amounts of information. Wright (2011) said that researchers should think about
the needs of all possible stakeholders when doing management research to make sure that the
research is useful and important. This openness not only helps build good relationships with
stakeholders, but it also makes the company look better overall.

Stakeholder theory has also been used in corporate governance and strategic management.
Dmytriyev et al. (2021) examined the correlation between stakeholder theory and corporate
social responsibility, highlighting their interplay in management practices. A good governance
structure can help businesses better understand and meet the needs of their stakeholders, which
can lead to better financial results.

Stakeholder theory, on the other hand, focuses on how the relationship between businesses and
stakeholders affects their financial performance. Research indicates that proactive stakeholder
management can bolster the reputation of organizations, thereby enhancing their financial
performance (Martinez et al., 2017). For instance, businesses make more money by having
good relationships with customers and happy employees, which directly affects how much
money they make.

Environmental, social, and governance (ESG) performance is seen as a key measure of how
socially responsible a company is. Chouaibi et al. (2021) said that good ESG practices can help
companies do well financially because they can make stakeholders more trusting and
supportive. For instance, a company's efforts to protect the environment can not only lower the
chances of getting into legal trouble, but they can also bring in investors who care about
sustainable development.
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Stakeholder theory is also closely linked to how businesses are run. Bachiller et al. (2014)
discovered a substantial positive correlation between the board of directors' effectiveness and
the company's financial performance. Good corporate governance can help the company do
better overall by better meeting the needs of its stakeholders. This shows that improving the
structure of corporate governance not only lowers agency costs, but also increases stakeholder
involvement and happiness.

Stakeholder theory also stresses the need for openness and sharing of information. Alareeni
and Hamdan (2020) said that businesses can build trust with stakeholders by giving them clear
information, which lowers the risks that come with information asymmetry. This openness not
only helps the company build good relationships with its stakeholders, but it also makes the
company look better and do better financially.

Lastly, the use of stakeholder theory in emerging markets is getting more and more attention.
Perdana (2023) examined how firms can enhance their financial performance by proactively
engaging in their social responsibilities within emerging markets, as this is perceived as a
dedication to future growth by the organization. This signaling mechanism is especially
important in emerging markets because investors usually have to deal with more risks related
to information asymmetry.

In short, stakeholder theory is a useful way to think about how a business interacts with its
stakeholders. This theory supports the idea that engaging with a wide range of stakeholders
through ESG is necessary for long term success and social legitimacy in the highly watched
NEV industry. Companies can improve their financial performance and long-term sustainable
development by managing their stakeholders better, being more open, and meeting their social
responsibilities. From a stakeholder perspective, innovation emerges as a strategic response to
stakeholder expectations related to environmental performance, product safety, and
technological advancement, particularly in the NEV industry. In the new energy vehicle
industry, on the other hand, stakeholders include consumers, governments, environmental
protection groups, supply chain partners, and others. The needs of all these groups often clash.
Stakeholder theory primarily derives from the context of conventional industries, whereas the
new energy vehicle sector frequently encounters a more intricate stakeholder ecology. Current
theories inadequately address the dynamic and mutable stakeholder relationships in emerging
industries and fail to effectively direct companies in resource allocation for competition and
collaboration. So, businesses can create a dynamic framework for managing stakeholders that
will help them deal with the many different interests of the new energy vehicle industry.
Moreover, research ought to investigate the equilibrium between immediate financial outcomes
and enduring ESG objectives within technology driven sectors. The addition of this dynamic
framework will make stakeholder theory even more useful in real life, especially when it comes
to helping new industries grow in a way that is good for the environment.

Conceptual Framework

Based on an extensive review of the literature, this study proposes a conceptual framework to
explain the influence of ESG performance to Corporate Financial Performance in Malaysia’
New Electric Vehicles (NEV). The framework positions Corporate Financial Performance as
the dependent variable and identifies four key antecedents: ESG Performance, Environmental
Performance, Social Performance and Governance Performance. These variables are grounded
using stakeholders’ theory. The framework proposes direct relationships between each
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independent variable and Corporate Financial Performance, represented by four hypotheses
(H1-H4). Specifically, ESG Performance (H1), Environmental Performance (H2), Social
Performance (H3), and Governance Performance (H4) are hypothesised to have significant
effects on Corporate Financial Performance in Malaysia NEV Industry. By integrating these
determinants within a single framework, the model provides a comprehensive explanation of
influence ESG Performance with Corporate Financial Performance and offers a structured basis
for future empirical investigation. Based on the literature, the following framework has been
developed.

Environmental Performance

Social Performance . .
| ———————— | Corporate Financial Performance

/

Figure 1: Conceptual Framework

Governance Performance

Conclusion

In conclusion, Environmental, Social, and Governance (ESG) performance has become a
definitive benchmark for determining business competitiveness and long-term viability,
particularly within Malaysia’s New Energy Vehicle (NEV) sector. As the momentum toward
eco-friendly transportation and corporate sustainability accelerates, NEV enterprises are
increasingly expected to embed ESG principles into their core strategic and operational
frameworks. This conceptual paper has analyzed the channels through which ESG excellence
can optimize corporate financial performance, highlighting the roles of enhanced operational
efficiency, strengthened corporate reputation, heightened stakeholder trust, and elevated
investor confidence.

Consequently, proactive ESG engagement is projected to yield positive returns across key
financial indicators, including corporate profitability, return on assets (ROA), return on equity
(ROE), and overall market value. Grounded in stakeholder theories, the proposed conceptual
framework provides a structured understanding of how distinct ESG dimensions interact with
financial outcomes. Furthermore, this paper has contextualized these dynamics by highlighting
sector-specific hurdles, such as sustainability reporting complexities, technological adaptation,
regulatory compliance, and the high capital costs associated with green innovations. Through
these insights, this study expands the current body of literature by clarifying the strategic
intersection of sustainability and financial success in a developing market context.

Moving forward, empirical investigations are highly recommended to statistically validate this
conceptual framework. Future research should also explore potential mediating or moderating
variables that may influence these relationships. Ultimately, empirical validation of these
dynamics will provide actionable insights for corporate executives, investors, and
policymakers, thereby driving the adoption of sustainable, efficient, and resilient business
practices across the industry.
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