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REVEALING THE CONTRIBUTION
OF CORPORATE SUSTAINABILITY
PRACTICES TO FINANCIAL
PERFORMANCE: CASE OF BIST
SUSTAINABILITY 25 INDEX
COMPANIES

Abstract

The purpose of the paper is to study the impact of corporate sustainability practices on
the financial performance of companies included in the BIST Sustainability 25 Index.
To assess the efficiency and quality of corporate sustainability, general (ESG Disclosure
Index) and partial (Environmental Disclosure Index, Social Disclosure Index, and
Corporate Governance Disclosure Index) indices were used, calculated based on con-
tent analysis of sustainability reports. Based on the two given types of indices and four
types of financial performance indicators (return on assets, return on equity, assets
turnover ratio, and Tobin’s Q), two types of regression models (GEN models and PART
models) were built, and eight analytical models were examined. Company size and
leverage were included as control variables in each model. The regression analysis re-
sults were contradictory, partially confirming the conclusions of some scientists and
refuting the findings of others. A study of GEN models revealed that companies im-
plementing more effective general corporate sustainability practices have a significant
positive impact only on return on equity; as for other measures (return on assets, assets
turnover ratio, and Tobin’s Q), an insignificant relationship between them and ESG
Disclosure Index was found. Results of the PART models analysis revealed a significant
positive effect of the Social Disclosure Index on return on equity and assets turnover
ratio and a negative relationship between the Corporate Governance Disclosure Index
and assets turnover ratio. Using control variables for the two types of models showed a
significant negative effect of company size on Tobin’s Q.

Keywords corporate sustainability practices, sustainable reporting,
financial performance, ESG companies, emerging
countries

JEL Classification M41, Q56

INTRODUCTION

The crucial factors influencing the long-term development of the econ-
omy and society are financial performance measures and sustainable
development. While financial performance traditionally measures
growth, profitability, and value creation, sustainable development
covers the economic, social, and environmental aspects of business
operations. In recent years, there has been growing recognition of the
relationship between a company’s financial success and its compliance
with the Sustainable Development Goals (SDGs). As a result, the sus-
tainability literature is replete with studies examining the nature and
impact of sustainability practices on financial performance, especially
for companies in emerging countries.
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Based on the principles of the stakeholder theory, companies are responsible for creating value for
various types of stakeholders, thereby transforming the purpose of the company into practical value
(Valentinov, 2023; Vysochan et al., 2024). This theory emphasizes that businesses should focus on
creating value not only for customers but also for employees, investors, borrowers, suppliers and con-
tractors, governmental agencies, and local communities. However, companies can also use corporate
sustainability practices as a cover for illegal actions against certain groups of stakeholders and as a
camouflage, symbolic, and marketing tool (Gallego-AlvareZ et al., 2010; Nicolo et al., 2023) to imitate
their SDG aspirations.

The importance of sustainable development in companies’ activities goes beyond purely altruistic ac-
tions aimed to improve the world since the implementation of sustainability practices is inextricably
linked to value creation. This position is consistent with residual and integrated approaches to under-
standing the essence of sustainability practices. According to the residual approach, corporate sustain-
ability practices are activities that occur only after the company has made a profit and are a form of
compensation to society for losses after determining the financial results of the activity. An integrated
approach, in contrast, integrates economic, social, environmental, and ethical considerations in the
decision-making process from the outset. This emphasizes the importance of reconciling economic
objectives with social and environmental responsibility and reflects a more holistic view of corporate
sustainability performance and responsibility. In contrast to the residual approach, with an integrated
approach, enterprises use a model of operation that aims to ensure economic development by taking
into account the environmental and social consequences of company activities.

Companies’ achievement of the SDGs through corporate sustainability practices is often seen as an
opportunity to redefine and increase their contribution to sustainable value creation. There are many
benefits for various stakeholder groups, such as increased production efficiency, increased customer
satisfaction, cost reduction, improved market reputation, development of corporate innovation, and in-
creased awareness of sustainability practices. However, in order for companies to reap the full benefits
of implementing corporate sustainability practices, it is important that they are recognized by exter-
nal stakeholders, which leads them to publish sustainability reports. Therefore, sustainability reporting
should be considered as one of the effective corporate stakeholder management tools, which will ensure
the maximization of financial and sustainable performance in both short and long term.

1. LITERATURE REVIEW

ing in company operations (Bulavinova et al,,
2021; Hyk et al., 2023). This should ultimately

Analysis of the impact of corporate sustainability
practices on financial performance has gained sig-
nificant popularity while studying sustainable de-
velopment issues and has become especially rele-
vant with the adoption of SDGs by the UN in 2015.

To achieve SDGs and ensure their own organi-
zational legitimacy from the perspective of vari-
ous members of society, companies are forced to
implement sustainability initiatives and prac-
tices and publish sustainability reports or simi-
lar means of disclosure (ESG reports, integrated
reports, corporate responsibility reports, etc.).
Such reports should substantiate stakeholders’
expectations regarding the response and resolu-
tion of environmental and social problems aris-

http://dx.doi.org/10.21511/ee.15(1).2024.10

contribute to improving the overall financial per-
formance by reducing the costs of raising capital,
increasing the level of customer satisfaction and
loyalty, improving risk management, and sus-
tainable reputation.

Two directions of scientific research in this area
can be distinguished. Representatives of the first
direction determine the role of companies in
achieving and fulfilling the goals and principles of
sustainable development to ensure their financial
performance. By disclosing SDG achievements in
dedicated reports, companies enable stakeholders
to better understand the value creation process
(Jensen & Berg, 2012). Such studies view sustain-
able development practices as an intermediate link
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to achieving the SDGs and, therefore, focus on
managing this process. Scholars have come to con-
flicting conclusions regarding the impact of indi-
vidual SDGs on different types of financial perfor-
mance measures. Thus, while Ramos et al. (2022)
did not find a relationship between sustainability
goals and company performance, a number of re-
searchers have found a significant relationship be-
tween these two types of variables, although this
relationship is multidirectional (Betti et al., 2018;
Hoepner et al., 2020; Izzo et al., 2020; Vorontsova
et al.,, 2022; Situm et al., 2021).

In general, scholars also note a dearth of empirical
research that identifies and explains the economic
impacts of SDG implementation on financial per-
formance, especially in emerging countries. This
is due to both the understudied nature of SDGs
(Muhmad & Muhamad, 2021) and the difficulty
of making generalizations and assumptions about
the existence of mediated relationships across
different organizational contexts (Grewatsch &
Kleindienst, 2017).

Representatives of the second direction choose
sustainability practices aimed at environmen-
tal and economic health and vitality as the main
object of research and study their direct role in
achieving financial performance. The main way
to identify companies’ sustainability practic-
es is to conduct a qualitative analysis of various
types of additional forms of accounting disclo-
sure. The analysis of similar studies in emerging
countries revealed ambiguous and contradictory
results, which are characterized by both different
strengths and different directions of the influence
of sustainability practices on different types of fi-
nancial performance measures.

Thus, Onder (2018) applied a regression analysis
of the impact of institutional sustainability on the
profitability of 33 Turkish companies listed on
the Istanbul Stock Exchange (ISE) in 2015. The
study found that ROA significantly depends on-
ly on some normatively recorded sustainability
practices. Sustainability practices were assessed
using overall sustainability indicators (OSR) and
subcategory sustainability scores (Governmental,
Environmental, and Commercial). Specifically,
only OSR and Environmental scores were found
to have a statistically significant and positive re-
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lationship. There was also a significant positive ef-
fect of leverage on ROA in the overall and sub-
category models used, although no such effect was
observed for the control variable size.

Dogan and Kevser (2021) examined the perfor-
mance of Turkish banks and found no relation-
ship between financial performance indicators
(ROA and ROE) and sustainability scores based
on a qualitative analysis of sustainability reports
standardized by GRI. Aydogan and Kara (2023)
refuted these findings for 58 Turkish non-bank-
ing companies listed on the ISE from 2015 to 2021.
They found a significant relationship between sus-
tainability practices and ROA.

A. Lunawat and D. Lunawat (2022), sampling
NSE 500 and NSE 100 ESG-listed Indian firms
for 2012-2019, found that conventional (non-ESG)
companies that implement sustainability prac-
tices have better financial performance (ROA and
ROE) and ESG companies only have a positive re-
lationship with ROA. The sustainability practices
of ESG companies positively affect Tobin’s Q, but
for non-ESG companies, such practices do not
play any role in driving market efficiency.

Kilig et al. (2022) analyzed the impact of sustain-
ability indicators on the financial performance of
Turkish companies (ROA, ROE, ROS, and MV/
BV) included in the BIST Sustainability Index.
The study found a significant effect of the moder-
ating variable (SP x SIZE) on ROA and no signifi-
cant relationship between sustainability practices
and other financial performance indicators (ROE,
ROS, and MV/BV).

Abbas et al. (2023) examined the role of sus-
tainability practices in driving financial per-
formance in a sample of 131 IPO-listed compa-
nies in Bursa Malaysia from 2007 to 2017. They
found a positive relationship between social and
environmental practices and corporate finan-
cial performance. Similar findings were also ob-
tained by Fauzi (2022), who found a significant
positive effect of environmental performance
on ROE by studying 64 companies listed on the
Indonesia Stock Exchange from 2016 to 2018.
Similarly, Li et al. (2024) examined panel data
from Chinese-listed companies for 2017-2022.
The study found that overall corporate social re-
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sponsibility performance indicator (CSRCI) and
company size (SIZE) have a significant positive
impact on ROA.

Dincer et al. (2023) examined the impact of sus-
tainability reports on financial performance mea-
sures (ROA and Tobin’s Q) of 46 Turkish compa-
nies listed on the ISE for 2016-2020. They found a
significant positive effect on ROA and its absence
in relation to Tobin’s Q. It was also found that
company size significantly negatively affects ROA
and Tobin’s Q. This is contrary to the findings of
Soriya and Rastogi (2023), who, analyzing 93 in-
tegrated annual reports of Indian companies for
2017-2020, found a positive significant relation-
ship between size and sustainability practice score.

Xu and Zhu (2024) assessed the impact of the ESG
score on corporate financial performance by sam-
pling Chinese companies (A-share listed compa-
nies in Shanghai and Shenzhen) for 2009-2021.
They identified a positive significant relationship
between the ESG score and ROA and ROS. At the
same time, the negative role of leverage and size
as control variables for ROA and ROE has been
established. Aydogan and Kara (2023) and Soriya
and Rastogi (2023) discovered the negative effect
of leverage when analyzing the impact of sustain-
ability practices on ROA.

The analysis of works on the impact of corpo-
rate sustainability practices on the financial per-
formance of companies in emerging countries
(China, India, Indonesia, Malaysia, and Turkey)
revealed mixed results. Some researchers have
found a significant positive impact of sustain-
ability practices on different types of financial
performance measures (Onder, 2018; A. Lunawat
& D. Lunawat, 2022; Abbas et al., 2023; Dincer et
al., 2023; Aydogan & Kara, 2023; Xu & Zhu, 2024).
Others have found a negative significant effect
(Dincer et al., 2023), and a separate group of sci-
entists completely denied the fact that any com-
pany initiatives related to achieving SDGs are
significantly related to the financial performance
of companies (Dogan & Kevser, 2021; Kilig et al.,
2022; Soriya & Rastogi, 2023).

The literature review confirms the complexity

and multifaceted relationship between corporate
sustainability practices and the financial perfor-
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mance of companies from emerging countries. To
determine the deep essence and features of such
relationships, there is a need for research on the
example of those companies that most actively im-
plement sustainability practices in their activities.

Thus, the purpose of the paper is to analyze the
impact of corporate sustainability practices on the
financial performance of companies included in
the BIST Sustainability 25 Index.

2. METHODS

The activities of companies included in the BIST
Sustainability 25 Index (The Borsa Istanbul
Sustainability 25 Index) were studied to deter-
mine the level of influence of corporate sustain-
ability practices on financial performance. The
BIST Sustainability 25 Index includes 25 compa-
nies from various economic sectors listed on the
Istanbul Stock Exchange (ISE) that best integrate
the principles of sustainable development and cor-
porate social responsibility in their activities. To
study this effect, regression data analysis was used,
particularly the least squares method, using the
Gretl software package.

The information base of the study was the financial
statements on the performance of companies in-
cluded in the BIST Sustainability 25 Index for 2022,
their sustainability reports, and other financial in-
formation presented on the companies” websites and
posted on the Public Disclosure Platform (KAP), a
special information resource, which discloses infor-
mation about companies listed on the Istanbul Stock
Exchange (ISE). Therefore, complete information
was obtained on 22 Turkish companies included in
the BIST Sustainability 25 Index for the period of
2022. The main reason for excluding a number of en-
terprises from the study population was the lack of
access to their sustainability reports despite the re-
quirement for their mandatory publication.

Based on the research architecture, this study
formed two groups of dependent variables char-
acterizing the financial performance of the BIST
Sustainability Index 25 companies. The first
group includes accounting-based measures cal-
culated based on the use of accounting (internal)
data, and the second group includes market-based
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measures determined based on stock exchange
indicators (external data). Financial performance
is proposed to be considered based on the use of
the three most common accounting-based indi-
cators used by scientists when conducting similar
studies — return on assets (ROA), return on equi-
ty (ROE), and assets turnover ratio (ATR) (Onder,
2018; Lehenchuk et al., 2023). To characterize fi-
nancial performance based on market indicators,
Tobin’s Q is employed, which is used by Pham et
al. (2021) and Friske et al. (2022).

To establish the role of corporate sustainability
practices in achieving financial performance, four
indices (ESGDI, EDI, SDI, and CGDI) were used,
calculated based on the content analysis of BIST
Sustainability 25 companies’ sustainability re-
ports. The studies by A. Lunawat and D. Lunawat
(2022) and Soriya and Rastogi (2023) were used
as a theoretical basis for calculating these indices.
These four indices are used as independent vari-
ables to characterize the quality of corporate sus-
tainability practices based on their level of disclo-
sure in sustainability reports.

The ESG Disclosure Index (ESGDI) is a broad
index determined based on a company’s level of
disclosure in its sustainability report. An appro-
priate score (3; 2; 1; 0) is carried out to determine
the overall level of disclosure in sustainability
reports (full disclosure, partial disclosure, non-
disclosure with reasons, non-disclosure). To con-
firm the existence of justified reasons for the in-
appropriateness of disclosing certain types of in-
formation in sustainability reports, an additional
analysis of the official websites of companies and
their sustainable development policies was car-
ried out. Since the total number of elements of
the sustainability report is 52, each company can
score a maximum of 156 points, which is the
maximum value used in calculating ESGDI us-
ing to the following formula:

EsGpr=y" 4 5

=y’
where dl is the score obtained based on con-

tent analy51s of a sustainable report, and m is the
maximum score.

Partial indices — EDI (Environmental Disclosure
Index), SDI (Social Disclosure Index), and CGDI
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(Corporate Governance Disclosure Index) - are
calculated according to a similar methodology
but using a different maximum value of points
that a company can score based on the informa-
tion disclosure in the corresponding section of a
sustainability report. The maximum score for sec-
tion “B. Environmental Principles” is 75, for sec-
tion “C. Social Principles” - 45, and for section “D.
Corporate Governance Principles” - 6.

Analyzing the role of corporate sustainability
practices in achieving financial performance also
requires considering the influence of additional
factors that perform a control function, which
can provide a more accurate understanding of the
influence of independent variables on dependent
variables and avoid bias in the results. Company
size (SIZE) and leverage (LEV) used by other schol-
ars when analyzing the impact of corporate sus-
tainability practices (Rahi et al., 2022; Xu & Zhu,
2024) were chosen as control variables. SIZE will
determine whether implementing sustainability
practices is only possible for large companies due
to the availability of greater financial capacity, and
LEV will determine whether capital borrowers
play a significant role in this process. Accordingly,
SIZE is proposed to be calculated as the logarithm
of the total assets of companies (Pham et al., 2021;
Serpeninova et al., 2022; Li et al., 2024).

Table 1 describes the variables (dependent, inde-
pendent, and control), their definitions, calcula-
tions, and the sources used to obtain the data.

Based on the two types of indices, namely gen-
eral and partial, characterizing the quality of
corporate sustainability practices, two types of
analytical models were formed to analyze their
impact on the financial performance of BIST
Sustainability 25 companies - GEN models (1.1-
1.4) and PART models (2.1-2.4). If GEN-type
models allow one to establish the overall im-
pact of all sustainability practices on dependent
variables, then PART-type models allow one to
establish the influence of individual types of
such practices (environmental practices, social
practices, and corporate governance practices).
Since three accounting-based measures (ROA,
ROE, and ATR) and one market-based measure
(TQ) were used to characterize the financial
performance of BIST Sustainability 25 compa-
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Table 1. Variables (definition, method of calculation, and source)

Source: Lehenchuk et al. (2023).

Variable Definition Method of Calculation Source
Dependent Variables
ROA Return on Assets Net Turnover/Total Assets Financial reports

ROE Return on Equity Net Profit/Total Equity
ATR i Assets Turnover Ratio Revenue/Total assets
: - o Financial reports,
TQ ETobln sQ Market Capitalization/Total Assets market data from ISE
Independent Variables
ESGDI | ESG Disclosure Index P
DI i Environmental : n=l1 Sustainabilit
in : ustainability
[ .5.9,'.5.?.!9?.“_.@!.”.‘?‘9?.(,. R Z:Jh —score obtained based on content analysis of sustainability reports { reports, companies’
SDI :Social Disclosure Index : or their sections (“B. Environmental Principles,” “C. Social Principles,” “D. websites
Corporate Governance : Corporate Governance Principles”).
ceol Disclosure Index m —maximum score obtained from sustainability reports or their sections.
Control Variables
SIZE Size of the Company Log of Total Assets Financial reports
LEV Leverage (Long-term Debts + Short-term Debts) / Total Assets Financial reports

Table 2. Regression models

Model Regression Equation
GEN models
1.1 ROA , =oa+86 ESGDI +86,SIZE, + 6, LEV+¢,
12 N ROE, =a+8 ESGDI, +8,SIZE, +B,LEV +¢,
13 ATR, =+ 8, ESGDI +8,SIZE, + 8, LEV +¢,
H 14 N TQ,=a+8 ESGDI +8,SIZE + 8, LEV +¢,
PART models
21 ROA =a+86 EDI +6,SDI +6,CGDI +6, SIZE + B LEV+e,
22 N ROE, =a+6 EDI, +86,SDI +8,CGDI +8,SIZE +B LEV+¢€,
o 23 N ATR, =a+8, EDI +86,SDI +8,CGDI +8,SIZE +6 LEV+¢,
H 24 N TQ,=a+86 EDI +8, SDI +8, CGDI +8,SIZE +8 LEV+¢,

Note: ROA, ROE, ATR, and TQ — dependent variables; , - entity, and , — time; o — identifier; 8 _— regression coefficients; SRDI,
EDI, SDI, and CGDI - independent variables; SIZE and LEV — control variables, where , - entity and . —time; g, —error term.

nies, a total of eight measures were developed
and analyzed to examine the role of corporate
sustainability practices (Table 2).

3. RESULTS

The analysis confirmed the absence of multi-
collinearity among the dependent variables.
Testing the existence of this problem for the
independent variables used in the two types of
models analyzed (GEN model and PART mod-
el) also confirmed its absence since the obtained
correlation values between all independent
variables are less than 0.8. Table 3 provides gen-
eral descriptive statistics for the variables used

in the analysis.

http://dx.doi.org/10.21511/ee.15(1).2024.10

Table 3 shows positive mean values of ac-
counting-based performance measures of BIST
Sustainability 25 companies in 2022; thus, the
vast majority of them have satisfactory financial
performance. A significant excess of the average
TQ value above 1 indicates positive prospects for
company development. According to the stake-
holder theory, one of the reasons for this may
be the effective corporate sustainability prac-
tices implemented at enterprises. Significant de-
viations between the maximum and minimum
values of SIZE and LEV indicate that the popu-
lation under study includes companies that dif-
fer significantly in terms of their volume (the
availability of assets at their disposal) and in the
structure of the capital used.
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Table 3. Descriptive statistics

Variables Mean Median St. Dev. Minimum Maximum
ROE 0.315 0.309 0.927
AR o als 0994 069 0446 . 285
ESGDI 0.855 0.875 0.120 0.400 0.960
_EDI 0766 . 0795 0144 0290 090
CGDI 0.939 1.00 0.151 0.500 1.00
oSlZE 199 190 38 133 23
LEV 0.586 0.572 0.185 0.306 0.996

The high average ESGDI value (0.855) general-
ly confirms the high level of compliance of BIST
Sustainability 25 companies with Sustainability
Principles Compliance Outline. At the same time,
a minimum ESGDI score of 40% indicates that
individual companies’ sustainability practices re-
quire significant improvement to meet growing
stakeholder demands. The obtained high mean
values for all partial indices, exceeding 0.75 (EDI
(0.766), SDI (0.960), and CGDI (0.939)), also reflect
the proportional development of various types of
sustainability practices among BIST Sustainability
25 companies. The presence of the maximum val-
ue of SDI and CGDI at the level of 1.0 shows that
the implementation of social practices and corpo-
rate governance practices at individual enterprises
is at the highest quality level. However, this is not
a widespread phenomenon since, at some enter-
prises, the value of the EDI indicator is 0.29, SDI is
0.64, and CGDI is 0.5, which indicates a discrep-
ancy between their activities and sustainable de-
velopment goals.

Table 4 shows the results of the regression analysis
of the eight models developed in the paper. They
are of two groups based on two types of indices
characterizing the quality of corporate sustain-
ability practices: general (GEN models) and par-
tial (PART models).

The analysis of GEN models established that of
all the indicators characterizing financial perfor-
mance, ESGDI has a significant positive impact (at
the 1% level) only on ROE. This shows that sus-
tainability practices play a positive role in driving
profit efficiency and growth through equity fi-
nancing for BIST Sustainability 25 companies. The
coefficient of determination (R-squared) value for
model 1.2 is 0.51. This means that more than half

124

(51.42%) of the variation in the dependent variable
(ROE) can be explained through the variation in
the selected independent variables (Const, ESGDI,
SIZE, and LEV). As for other financial measures
(ROA, ATR, and TQ), the results show an insig-
nificant relationship between them and ESGD.

It was also found that when analyzing the impact
of sustainable development practices on market
efficiency, an enterprise’s size plays a significant
role (at the level of 10%), but this relationship is
inverse. This means that smaller companies are
more effective at adapting sustainability reporting
as a tool for managing market performance.

Analysis of PART models allowed this study to es-
tablish the effect of sustainability report elements
that characterize the quality of implementing rele-
vant individual types of corporate sustainable de-
velopment practices. In particular, a positive sig-
nificant effect of SDI on ROE (at the 1% level) and
ATR (at the 5% level) was found. This confirms
the feasibility of enterprise investment initiatives
to ensure the social responsibility of business and
developing social performance since such initia-
tives increase individual financial performance
measures (ROE and ATR) of BIST Sustainability
25 companies. The coeflicient of determination for
Model 2.2 is 0.62, which is almost twice as large
as for Model 2.3 (0.37) and indicates the good ex-
planatory power of Model 2.2.

The results reveal a negative relationship between
CGDI and ATR at the 5% level, implying that com-
panies with developed and reliable corporate gov-
ernance systems do not ensure the growth of the
ATR indicator but rather reduce it. This may indi-
cate the lack of a sufficient level of transparency
in the corporate governance system and the pres-
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Table 4. GEN models and PART models (ROA, ROE, ATR, and TQ) (p-value)

GEN models
Model 1.1 1.2 : 1.3 1.4
Independent Dependent variables
variables ROA ROE ATR : TQ
ESGDI 0.4256 0.0011%** 0.9050 0.4091
T W
SDI - - - -
e - S S-S ST
SIZE i 03009385 0528 00824
LEV 0.3562 0.9180 0.9368 0.5078
e
PART models
Model 2.1 2.2 2.3 2.4
Independent Dependent variables
variables ROA ROE ATR : TQ
Const 0.9019 0.0157%* ‘ 0.7194 : 0.4258
ESGDL T N = S

ED

0218750

R-squared

0.629594

08780
0373838

"'.'0.274760MWWWM

Note: * Significant at the 10% level; ** Significant at the 5% level; *** Significant at the 1% level.

ence of excessive powers of its subjects in terms of
the company’s asset management policy based on
stakeholder theory provisions.

The finding of a significant negative effect of SIZE
on TQ at the 10% level based on Model 2.4, which
confirmed the findings of the Model 1.4 analysis,
may mean that the growth of companies’ market
capitalization indicators may not be related to the
overall goal of sustainability practices.

4. DISCUSSION

Over the past decade, there has been growing con-
cern among company stakeholders in developing
countries about their social and environmental im-
pacts, as well as an interest in understanding the
role of such companies in achieving SDGs. This sit-
uation is a consequence of the active spread of sus-
tainability practices worldwide, thanks to the ini-
tiatives of the UN and other international organiza-
tions. This has led to increased interest in analyzing
the impact of sustainability practices on companies’
financial performance. Their implementation is, on
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the one hand, a costly process, and on the other
hand, based on the provisions of the stakeholder
theory, it ensures that companies receive benefits
that improve their financial performance. To vi-
sualize sustainability practices and achieve SDGs,
companies use various disclosure methods, partic-
ularly sustainability reports, which are used to ana-
lyze the quality of sustainability practices.

This study used four dependent variables (ROA,
ROE, ATR, and TQ) as characteristics of the finan-
cial performance of BIST Sustainability 25 compa-
nies. Accordingly, four models were built to study
the impact of total (ESGDI) and partial (EDI, SDI,
and CGDI) indicators of sustainability practices.
Based on the analysis of four selected models, the
results partially confirm the conclusions of some
scientists and refute the conclusions of others. In
particular, they reveal the positive and negative
impacts of sustainability practices on several dif-
ferent financial performance indicators and deny
their existence relative to other indicators.

Firstly, the obtained results refute the conclusions
and hypotheses of Onder (2018), A. Lunawat and
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D. Lunawat (2022), Dincer et al. (2023), Aydogan
and Kara (2023), Abbas et al. (2023), and Xu and
Zhu (2024). They were based on the provisions of
the stakeholder theory regarding the undeniable
and significant positive impact of all corporate
sustainability practices on financial performance
measures. This was confirmed by the absence of
such a clear impact on all used general (ESGDI)
and partial (EDI, SDI, and CGDI) indicators of
sustainability practices. In particular, none of the
sustainability practice measures used has a signifi-
cant effect on ROA and Tobin’s Q.

One of the reasons for obtaining such results may
be the imperfection of the existing requirements
for the sustainability reporting system in Turkey
(Lehenchuk et al., 2023), so the indicators used do
not fully correspond to the characteristics of cor-
porate sustainability practices. The mean value of
ESGDI is 0.855, which confirms the high level of
compliance with current requirements by BIST
Sustainability 25 companies. The presence of such
deviations should be taken into account when re-
vising the regulatory system for the formation and
control of sustainability reporting.

On the other hand, such results indicate that com-
panies can optimize their financial performance
if they conscientiously implement their sustain-
ability practices (Li et al., 2024). Since the study’s
results contradict the provisions of the stakeholder
theory, this should become a prerequisite for the
formation of a new optimal strategy for achieving
SDGs by the companies under study, which will
maximize the receipt of all possible benefits from
the implementation of sustainability initiatives
and practices.

Mixed results were also identified at the applica-
tion level of partial sustainability practice indica-
tors. A. Lunawat and D. Lunawat (2022) found no
significant impact of EDI and SDI on ROE, and
this study supports this outcome. For CGDI, a
negative effect on ATR was found, which directly
contradicts the findings of Lehenchuk et al. (2023),
who studied the performance of Turkish FBT and
TCL companies. This may indicate that non-ESG
companies have a corporate governance system
that hinders the adoption of sustainability practic-
es compared to BIST Sustainability 25 companies.
Overall, the negative impact of CGDI on financial
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performance measures can be explained by less
mature government regulations and the high costs
of achieving short-term economic benefits.

The lack of a significant effect of any sustainabil-
ity practice measures used on Tobin’s Q suggests
that most investors do not follow sustainable, re-
sponsible investment practices on the Istanbul
Stock Exchange (ISE) when making decisions.
This makes it necessary to provide investors with
a deeper understanding of the essence of sustain-
ability practices and their role in ensuring the fi-
nancial performance of companies in emerging
countries (Kili¢ et al., 2022).

Secondly, the results refute the claim of a com-
plete or overwhelming lack of influence of sus-
tainable development practices on the financial
performance of companies in emerging countries
(Dogan & Kevser, 2021; Kilig et al., 2022; Soriya &
Rastogi, 2023; Lehenchuk et al., 2023), despite the
efforts they put into achieving SDGs. Specifically,
the paper confirmed the significant effects of
ESGDI on ROE, SDI on ROE and ATR, and CGDI
on ATR, which corroborated the findings of A.
Lunawat and D. Lunawat (2022) and Abbas et al.
(2023). The achievement of such excellent results is
due, first of all, to the fact that the activities of the
BIST Sustainability 25 companies, which are lead-
ers in compliance with the principles and practic-
es of sustainable development, were chosen as the
object of the study.

Third, the results confirm and refute the results
of other scientists regarding the effect of control
variables (SIZE and LEV). This study found no
significant impact of the capital structure indica-
tor (LEV) on all financial performance measures,
although a number of researchers noted the ex-
istence of a significant relationship (positive or
negative) between LEV and ROA (Onder, 2018;
Aydogan & Kara, 2023; Soriya & Rastogi, 2023; Xu
& Zhu, 2024).

Analyzing the impact of corporate sustainability
practices on the financial performance of BIST
Sustainability 25 companies has a number of limi-
tations. First, this study is based on the assump-
tion that the sustainability reports of the BIST
Sustainability 25 companies are a true and rel-
evant reflection of their sustainability practices.
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Moreover, the general (ESGDI) and partial (EDI,
SDI, and CGDI) indices used adequately (based
on the proposed model for their calculation) re-
flect sustainable performance and its individual
elements (environmental, social, and governmen-
tal performance). Second, in relation to all emerg-
ing countries, the results should be extrapolated,
taking into account the subject of the study — BIST
Sustainability 25 companies. This subject repre-
sents Turkey and companies that most conscien-

Environmental Economics, Volume 15, Issue 1, 2024

tiously adhere to SDGs. Third, to more accurately
determine the impact of sustainability practices
on financial performance, one should consider the
possibility of a time lag in such an impact, when
sustainability practices will influence financial
performance measures in future reporting periods.
To identify such long-term relationships, it is nec-
essary to extend the observation period of the ac-
tivities of companies from the BIST Sustainability
25 listand use a specialized research methodology.

CONCLUSION

The study examined the impact of corporate sustainability practices on the financial performance of
companies included in the BIST Sustainability 25 Index. This study’s main contribution is to extend the
previous literature, which focused on examining the impact of corporate sustainability practices on the
financial performance of companies in emerging countries, particularly BIST Sustainability 25 Index
companies that take a proactive approach to complying with sustainable development principles and
practices. Thus, the results can be used as a sample for conducting a comparative analysis of the impact
of sustainable development practices on the financial performance of non-ESG companies.

Analysis of the two types of regression models (GEN models and PART models) revealed contradictory
results that partially confirm the findings of some scientists and, at the same time, refute the findings
of others. A study of GEN models found that Turkish companies implementing better overall corporate
sustainability practices have a significant positive impact at the 1% level on only one financial perfor-
mance indicator, ROE. An insignificant relationship was found between other indicators (ROA, ATR,
and TQ) and ESGDI. Analysis of PART models revealed the impact of individual components of corpo-
rate sustainability practices on financial performance. In particular, a positive significant effect of SDI
on ROE (at the 1% level) and ATR (at the 5% level), as well as a negative relationship between CGDI and
ATR at the 5% level, was revealed. Using control variables for the two types of models revealed a signifi-
cant negative effect of SIZE on Tobin’s Q.

In addition, the study highlights the imperfections of the existing requirements for the reporting sys-
tem in sustainable development for companies included in the BIST Sustainability 25 Index. Moreover,
there is a need to revise the regulatory system for generating and monitoring sustainability reporting
and formulate a new optimal strategy for achieving the SDGs by ESG companies. This may increase in-
vestor awareness of the essence of sustainability practices and understanding their role in ensuring the
financial performance of companies in emerging countries.
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