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ABSTRAK

Studi ini menganalisis dampak kinerja Environmental, Social dan Governance (ESG)
terhadap PDB per kapita di 19 negara G20 dari tahun 2005 hingga 2024. Menggunakan
Hipotesis Porter dan Model ertumbuhan Solow sebagai landasan teoretis, diterapkan
Model Fixed Effect dengan control variabel makroekonomi. Hasil menunjukkan bahwa
skor lingkungan memiliki dampak positif terhadap PDB per kapita, menunjukkan
bahwa praktik yang bertanggung jawab secara lingkungan mendukung inovasi dan
produktivitas jangka panjang. Di sisi lain, skor sosial menunjukkan hubungan negatif,
mengimplikasikan adanya trade-off jangka pendek antara kinerja tanggung jawab
sosial dan output ekonomi. Skor tata kelola tidak berpengaruh, menunjukkan hubungan
yang terbatas terhadap PDB per kapita selama periode studi. Hasil menyoroti dampak
ekonomi yang beragam dari ESG. Rekomendasi kebijakan meliputi mendorong inovasi
hijau, menyelaraskan inisiatif sosial dengan tujuan pertumbuhan jangka panjang, dan
memperkuat kerangka kerja tata kelola. Penelitian masa depan sebaiknya
mengeksplorasi hubungan kausal dan dinamika sektor secara spesifik.

Kata Kunci: ESG, PDB per Kapita, Pertumbuhan Ekonomi, Porter Hypothesis
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ABSTRACT
This study analyzes the impact of Environmental, Social, and Governance (ESG)
performance on GDP per capita in 19 G20 countries from 2005 to 2024. Using the
Porter Hypothesis and Solow Growth Model as theoretical foundations, a Fixed Effect
Model with macroeconomic controls is applied. Results indicate that environmental
scores have positive effect towards GDP per capita, suggesting that environmentally
responsible practices support innovation and long-term productivity. In contrast, social
scores show a negative relationship, implying short-term trade-offs between social
responsibility initiatives and economic output. Governance scores are statistically
insignificant, indicating limited direct influence on GDP per capita during the study
period. Results highlight ESG’s varied economic effects. Policy recommendations
include fostering green innovation, aligning social initiatives with long-term growth
objectives, and strengthening governance frameworks. Future research should explore
causal relationships and sector-specific dynamics.
Keywords: ESG, GDP per Capita, Economic Growth, Porter Hypothesis

xiil



CHAPTER 1
INTRODUCTION
A. Background

In recent years, the integration of Environmental, Social, and Governance
(ESG) considerations into economic activity and decision making has received
considerable traction within the global economic landscape. Between 2010 and
2021, there was a notable rise in the proportion of S&P 500 companies issuing ESG
reports, soaring from 35% to 86%. Furthermore, following the adoption of voluntary
standards, there was an 11% boost in the quantity of pertinent information disclosed
(Rouen et al., 2022). This expanding interest reflects a shift in measuring corporate
performance, where traditional financial metrics are no longer perceived as the sole
determinants of success. Instead, a holistic approach that encompasses the wider
impacts of business endeavours, whether it be societal and environmental, has
emerged as a pivotal consideration for investors, policymakers, and stakeholders
alike.

The increase of ESG considerations in finance is emblematic of a broader
societal awakening to the interconnectedness between economic prosperity,
environmental sustainability, and social equity (Leach et al., 2018). With an
increasing awareness of the long-term risks posed by climate change, social
inequalities, and corporate malfeasance, investors are increasingly scrutinizing
companies' ESG practices as indicators of resilience and long-term viability. This

trend is underscored by the abundance of ESG rating agencies, sustainability



indices, and reporting standards, reflecting a growing consensus within the financial
community regarding the importance of ESG factors.

ESG practices encompass a spectrum of activities aimed at fostering
sustainable development, ethical conduct, and stakeholder engagement (De Lucia et
al., 2020). From promoting diversity in the laborforce and reducing carbon
emissions to enhancing corporate governance structures, ESG initiatives are
predicated on the notion that businesses have a broader responsibility beyond
maximizing shareholder value. By integrating ESG considerations into their
operations, firms can mitigate risks, enhance brand reputation, and unlock new
sources of value creation. Moreover, ESG practices are increasingly shown to driver
innovation and competitiveness, positioning firms at the vanguard of a rapidly
evolving global economy.

The adoption of ESG practices can bring benefits for firms, ranging from
cost savings and operational efficiencies to enhanced access to capital and improved
employee morale. By embracing sustainable business practices, companies can
mitigate regulatory risks, attract socially responsible investors, and bolster long-
term shareholder value. Moreover, ESG integration can serve as a catalyst for
organizational change, fostering a culture of transparency, accountability, and
ethical leadership. However, the extent to which ESG considerations can be turned
into tangible financial outcomes remains a subject of debate, necessitating rigorous

empirical analysis to elucidate the causal mechanisms underlying this relationship.



Beyond the firm level, the ramifications of ESG practices extend to the
macroeconomic domain, with profound implications for national competitiveness,
economic growth, and societal well-being (Chen, 2023; Skare & Golja, 2014; J.
Wang et al., 2023; Zhou et al., 2020). By promoting sustainable development and
social inclusion, countries can cultivate a conducive environment for innovation,
entrepreneurship, and human capital formation. Moreover, some studies find that
involving ESG factors within financial institutions’ policies makes financial
systems more sustainable (Ziolo et al., 2019). From a socio-economic perspective,
countries that prioritize ESG goals are likely to experience higher levels of social
cohesion, public health, and quality of life, thereby fostering resilient and inclusive
societies (Li et al., 2021).

While the literature on ESG and firm-level performance is flourishing,
relatively few studies have systematically examined the macroeconomic
implications of ESG practices at the country level (Skouloudis et al., 2016; Zhou et
al., 2020). This research seeks to address this gap by providing a comprehensive
analysis of the relationship between ESG and macroeconomic growth. By
employing a panel regression of data from 19 countries with large and growing
economies in the G20 during 2005 - 2024, this study aims to explore the channels
through which ESG practices influence key macroeconomic indicators, including
GDP growth, income inequality, and human development. Moreover, by

incorporating cross-country comparisons and timeseries analyses, this research aims



to provide actionable insights for policymakers, investors, and other stakeholders
seeking to grow towards a more sustainable and socialized global economy.

To finish, the integration of ESG considerations into financial decision-
making shows a big shift in how we conceptualize and evaluate corporate
performance. By transcending traditional notions of profit maximization and
embracing a stakeholder-centric approach, ESG practices hold the potential to
reshape the economic landscape and foster sustainable development at both the firm
and country levels. Through rigorous empirical analysis and interdisciplinary
collaboration, this research seeks to contribute to a deeper understanding of the
nexus between ESG factors and macroeconomic performance, thereby informing
evidence-based policy interventions and investment strategies with the goals of a
more equitable and sustainable future.

B. Research Questions

Departing from the background above, several questions can be formulated
as follows:

1. Does Firm-level environmental performance affect GDP per Capita of G20

Countries?

2. Does Firm-level social performance affect GDP per Capita of G20

Countries?

3. Does Firm-level governance performance affect GDP per Capita of G20

Countries?



C. Research Objectives

Based on the formulation of the problem above several objectives that can

be obtained include:

1.

To analyze whether Firm-level environmental performance affects GDP per
Capita of G20 Countries?

To analyze whether Firm-level social performance affects GDP per Capita
of G20 Countries?

To analyze whether Firm-level governance performance affects GDP per

Capita of G20 Countries?

D. Significance of Study

The benefits of this research include:

1.

For researchers, it is hoped that the results of this study can add to relatively
scarce the collection of research on ESG performance and its impact on the
economy.

For the government, it is hoped that the results of this research can provide
additional information for the government in creating and implementing
correct regulations on sustainable economic growth through ESG.

For academics, it is hoped that the results of this study can be used as a

reference in conducting further research on sustainable economics.



CHAPTER V
CONCLUSION

A. Conclusion

This study set out to investigate the influence of firm-level Environmental, Social,
and Governance (ESG) performance on macroeconomic growth, specifically GDP
per capita, across 19 G20 countries over the period 2005-2024. The motivation
behind this research stems from the increasing relevance of ESG practices in
shaping both financial performance and economic policy. Despite the growing
interest in ESG, there remains a limited understanding of how firm-level ESG
engagement translates into broader economic outcomes. The analysis in this study
is grounded in the Porter Hypothesis, which suggests that well-structured
sustainability practices can foster innovation and enhance competitiveness.
Additionally, the Solow Growth Model serves as a theoretical underpinning, with
ESG indicators conceptualized as complementary inputs alongside capital
accumulation, labor, and productivity.

The empirical analysis, conducted using a Fixed Effect Model, produced mixed
findings. First, the environmental component (LN ENV) was found to have a
positive and statistically significant effect on GDP per capita. This result supports
the idea that environmentally responsible business practices, such as energy
efficiency, pollution reduction, and resource management, can contribute
positively to economic performance, likely by enhancing innovation and long-term

productivity (Ambec et al., 2013; Lyeonov et al., 2019; Porter & van der Linde,
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1995). Second, the social component (LN _SOC) demonstrated a negative and
statistically significant relationship with GDP per capita. This outcome contradicts
initial expectations and highlights a possible short-term trade-off between
investing in socially responsible initiatives (such as fair labor practices, diversity
programs, or community engagement) and economic output (Becchetti et al., 2005;
T. Wang & Bansal, 2012). While such initiatives may lead to long-term benefits,
they may also impose near-term costs that dampen growth in the short run. Lastly,
the governance component (LN _GOV) was shown to have no statistically
significant effect on GDP per capita, suggesting that corporate governance
mechanisms, at least as measured in ESG frameworks, do not exert a direct or
immediate influence on national economic performance. This may be due to the
delayed nature of governance reforms or the disconnect between firm-level
governance practices and broader institutional quality.

B. Policy Implications

These findings carry several implications for policy. First, the positive relationship
between environmental performance and economic growth provides empirical
support for the integration of green policies at both the corporate and national
levels. Policymakers can leverage this insight to promote environmental
innovation through incentives or regulatory frameworks. Second, the observed
negative impact of social ESG components on GDP per capita highlights the
importance of aligning social investments with long-term development strategies.

Governments may need to provide complementary policies, such as education,
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labor protections, and institutional support, that mitigate short-term costs and
enhance the economic value of social responsibility efforts. Third, the absence of
a significant impact from governance scores points to the need for further
alignment between firm-level governance indicators and broader institutional
reforms. Enhancing regulatory quality, rule of law, and anti-corruption measures
at the national level could help strengthen the economic relevance of governance
practices.

These findings also open important avenues for future research. Longitudinal
studies could provide deeper insights into the delayed effects of ESG performance,
particularly in relation to governance. Causality tests, such as instrumental variable
or Granger causality approaches, may help clarify the directionality of the
relationships observed. Furthermore, disaggregated or sector-specific analyses
may reveal industry-level nuances in ESG performance and economic impact.
Finally, future studies might also consider evaluating ESG’s influence on
alternative development metrics beyond GDP per capita, such as income
inequality, human development, or environmental resilience.

In sum, this research contributes to the evolving discourse on ESG by empirically
examining its macroeconomic implications. While ESG is increasingly embedded
in corporate and policy agendas, this study underscores that its relationship with
economic growth is multifaceted and context dependent. A nuanced and evidence-
based approach is therefore essential for integrating ESG principles into

sustainable development strategies.
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C. Limitations and Suggestions

Future studies could expand the sample beyond G20 countries to include emerging
and developing economies, allowing for a more comprehensive comparison of
ESG-GDP relationships across different economic contexts. Incorporating
alternative ESG data sources or firm-level metrics could help capture sectoral
variations and improve measurement accuracy. Additionally, adopting dynamic
panel models or time-lagged variables may provide deeper insights into the short-
term and long-term effects of ESG performance on economic growth. Adopting a
dynamic panel model like GMM may also help explain for the inflated R squared
value found in this research through observing specific moments within the
regression. Future research could also integrate non-linear modeling approaches to
explore potential threshold effects or diminishing returns in ESG’s contribution to
GDP per capita.

Addressing the issue of causality through methods such as instrumental variable
regression or Granger causality tests could strengthen the robustness of findings.
Lastly, expanding the set of control variables to include innovation, education
quality, and environmental policy stringency may yield a more nuanced
understanding of the mechanisms linking ESG dimensions to macroeconomic

performance.
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