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Abstract: This paper empirically investigated the impact of climate governance on the
relationship between ESG reporting and firm profitability. The collected sample is all
the nonfinancial companies in Europe and Gulf countries during the period 2010–2023.
All the data have been gathered from Refinitiv Eikon Platform (LSEG), annual reports,
and the different stock exchanges. The panel GMM regression has been used to estimate
the relationship to deal with the endogeneity problem. The findings revealed that ESG,
board independence, growth, inflation, and GDP had a favorable impact on company
performance in Europe and the Gulf Cooperation Council, but board meetings had a
negative impact. The results indicate a notable difference in the influence of board size on
companies’ performance. Within the GCC framework, an enlarged board size adversely
impacts profitability, potentially attributable to inefficiencies or protracted decision-making.
In Europe, a larger board size positively influences outcomes, possibly due to robust
regulatory frameworks, more diversity of expertise, and improved strategic oversight. The
findings demonstrate that company size positively influences performance in the GCC,
indicating that larger firms gain advantages from economies of scale, enhanced market
positioning, and improved access to resources in the area. In Europe, firm size adversely
affects performance, likely due to increased operational difficulties, legal obligations, and
potential inefficiencies linked to managing huge organizations. Based on the robust results
reported, our results hold.
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1. Introduction
In recent years, investors, legislators, and business executives have paid close attention

to corporate governance and environmental, social, and governance (ESG) reporting [1]. As
businesses operate in more complicated and regulated marketplaces, effective governance
structures and comprehensive ESG disclosures have become important in influencing
firm performance [2]. Board composition, shareholder rights, and CEO compensation are
all important governance tools that help to ensure accountability and strategic decision-
making. ESG reporting also offers stakeholders vital information about a company’s
environmental practices, risk management, and ethical standards [3]. Understanding the
relationship between governance, ESG reporting, and business performance is critical for
companies looking to achieve long-term success and sustain investor trust [4].

Investigating this relationship is especially essential, because companies throughout
the world are under increasing pressure to implement sustainable business practices while
still generating financial benefits [5]. According to previous studies, effective governance
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and ESG adherence can improve operational efficiency, reduce risk exposure, and boost
capital availability [6]. Nevertheless, the amount to which these characteristics influence
business performance is still a matter of discussion, with variances noted across industries,
locations, and regulatory structures. Some companies use governance and ESG activities to
gain a competitive edge, while others struggle to strike a balance between sustainability
and profitability [7]. Exploring this influence provides vital insights into how businesses
can optimize their planning processes for enhanced financial and nonfinancial results.

Despite the increasing interest in environmental, social, and governance (ESG) prac-
tices and their effects on corporate performance, there is a lack of research examining the
function of climate governance as a moderating variable in the relationship between ESG
reporting and company profitability [8]. This disparity is particularly evident in compar-
ative analyses that encompass varying legislative and institutional frameworks, such as
those between the Gulf Cooperation Council (GCC) states and European countries [6]. The
justification for comparing the GCC and European regions is based on their divergent
methodologies regarding sustainability, ESG regulation, and climate governance policies.
Europe has always been a frontrunner in ESG regulation, characterized by rigorous disclo-
sure mandates, engaged institutional investors, and developed sustainability frameworks.
Conversely, GCC nations are at a promising phase of formal ESG integration, mostly pro-
pelled by government-led sustainability initiatives rather than market-driven forces [9].
Recent activities in the GCC indicate an increasing dedication to ESG norms and climate
governance, rendering it a pertinent and opportune location for examination. This article
addresses a significant gap by comparing these two regions, emphasizing how institutional
maturity, legal frameworks, and climate governance structures affect the effectiveness of
ESG reporting in enhancing corporate profitability. The comparison provides detailed
insights for policymakers, investors, and company leaders regarding the circumstances in
which ESG disclosures convert into financial value and how climate governance systems
might enhance or diminish that relationship.

This investigation aims to examine the influence of climate governance on the associa-
tion between ESG disclosure and corporate performance using a comparative comparison
of European and GCC nations. Due to the growing focus on sustainability and corporate
accountability, climate governance is essential in determining how companies incorporate
ESG principles into their strategic decision-making [10]. European nations have well-
established legal frameworks and investor-driven demand for ESG disclosure, whereas
GCC countries are in the formative phases of implementing comprehensive sustainability
measures, frequently motivated by governmental initiatives rather than market dynam-
ics [11]. This study seeks to analyze the impact of climate governance on the relationship
between ESG disclosure and business performance across several locations, offering insights
into the effectiveness of regulatory laws, market expectations, and corporate sustainability
plans. This research compares Europe with the GCC to identify region-specific challenges
and opportunities, providing significant insights for governments, investors, and business
executives focused on improving ESG-related financial and nonfinancial results.

This study offers significant contributions to the current literature on ESG disclosure,
corporate performance, and climate governance. Firstly, this empirical evidence builds
upon previous research by investigating the moderating influence of climate governance on
the relationship between ESG reporting and business performance, an area that is notably
underexplored, especially in a comparative regional framework. Secondly, by examining
both European and GCC nations, the study offers significant insights into how varying
legal environments, market anticipations, and institutional frameworks affect the efficacy of
ESG disclosures in enhancing corporate performance. Thirdly, the paper provides empirical
data regarding how robust climate governance can improve the financial and sustainability
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outcomes of ESG practices, hence contributing to policy and management implications.
This research assists legislators in enhancing ESG-related policies and enables corporate
leaders to improve their sustainability strategy for optimal long-term value development.

The structure of this paper is as follows: The first section is the introduction, which
provides an overview. The literature review is the second section, which includes the
theoretical background and the previous studies and hypothesis development. Third is
the methodology section, which includes a description of the selected sample, the model
development, and the model. Finally, Section 4 is a conclusion that summarizes all the
findings of the research.

2. Literature Review
2.1. Theoretical Background: Resource-Based View (RBV)

A resource-based view, also known as RBV, is a managerial framework that tries to
create a competitive advantage for the firm using the available resources. Banrey [12]
identified that there are three key managerial tasks that should be implemented: firstly,
identify the firm’s key resources; secondly, evaluate if the resources fulfill four main
standards (valuable that it can increase the effectiveness and efficiency when they are
implemented, rare that other competitors do not have them, imperfectly imitable, which
is not easily implemented by other competitors, and non-substitutable, which is not able
to be replaced by others; thirdly, develop, nurture, and protect the resources that pass
all these evaluations. Peng [13] concluded that the RBV can create a strong competitive
advantage among even international businesses, not only in local businesses. That is
attributed to the fact that there are many resources that are hard to substitute. In addition,
Madhani [14] classified the resources of the company as all firm-controlled resources,
including information, expertise, organizational procedures, assets, and so on that allow
it to develop and put into practice plans that increase its efficacy and efficiency. Behl
et al. [15] showed that information asymmetry theory and the resource-based view theory
support the impact of ESG practices on business performance. Analyzing ESG by the
theoretical perspective of the resource-based view (RBV) theory, ESG-related activities
create new and distinctive intangible resources that, by combining environmental, social,
and governance requirements, strengthen the “socially responsible” culture in the firm.
Stakeholders become aware of the integration of social behavior. As a result, businesses
gain a competitive advantage in terms of their economic performance and market value
while also making a better contribution to the environment and increasing profitability.

2.2. Previous Studies and Hypothesis Development
2.2.1. ESG Reporting and Firm Performance

Previous research has demonstrated a robust connection between sustainable report-
ing and a firm’s financial health. Behl et al. [15] asserted that the resource-based view theory
and information asymmetry theory substantiate the influence of ESG practices on corpo-
rate performance [16]. Examining the resource-based view (RBV) approach, ESG-related
initiatives cultivate distinctive intangible resources that enhance the “socially responsi-
ble” culture within the organization by including environmental, social, and governance
criteria [17]. The integration of social behavior attracts the interest of stakeholders. Conse-
quently, environmental contributions enhance and profits increase, providing enterprises
with a competitive edge in financial performance and market value [18].

Subsequently, the information asymmetry theory posits a substantial disparity among
the information accessible to insiders and that accessible to outsiders of the business [19].
Voluntary disclosures are implemented to address this gap [20]. Enhanced voluntary
disclosures augment transparency, mitigate information asymmetry, and elevate investor
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confidence, hence reducing the estimation risk [21]. Consequently, investors will assess
a company’s dedication to corporate social responsibility, environmental stewardship,
sustainability, governance, and ESG policies through voluntary disclosures. The assessment
of ESG concerns by principal stakeholders has significantly increased in the last several
years [22].

Stakeholders are focusing on ESG reports recently, and it can be a major variable be-
cause of the environmental trends and climate change around the globe [2]. This concludes
that ESG reporting is not less important from the perspective of the stakeholders than the
financial reports [23]. Zumente and Lāce [24] stated that, after the rise in awareness of
responsible investment, ESG scores became one of the main aspects that investors focus on,
especially on the certain climate changes that are happening and all the warnings that are
announced regarding environmental changes [25]. Mishra [26] concluded that the findings
of the research claimed that there is a positive relationship between the performance of
the firm and ESG score, since the ESG score represents good management of the firm. Cui
et al. [21] and Clément et al. [27] concluded that ESG reports can represent how sustainable
the firm is and how responsible it is regarding the environmental, social, and governance
factors. This can impact the profitability and the stakeholder’s decision massively, espe-
cially in the situations and trends that are happening in recent years regarding climate
change [28]. The higher the ESG score, the more a company can gain a huge competitive
advantage among the other companies in the industry, which will end by gaining more
profit [29].

H1. This paper expects to have a positive relationship between the ESG score and ROE.

2.2.2. Role of Climate Governance as a Moderator

Climate corporate governance is essential in environmental, social, and governance
(ESG) reporting, since it directs organizations in managing and disclosing their climate-
related risks and opportunities [26]. Climate corporate governance in ESG reporting
guarantees that organizations proficiently manage climate risks and opportunities, match
their plans with climate objectives, involve stakeholders, and uphold transparency, fos-
tering a more sustainable and resilient business model [30]. The board of directors is
crucial in the governance framework, since their attributes enhance the comprehension of
social and environmental dimensions to address stakeholder requirements and enhance
sustainable reporting.

2.2.3. Board Independence Moderating the Connection Between ESG Reporting
and Performance

Extensive literature on governance indicates that the appointment of external or inde-
pendent directors enhances the board’s efficacy in overseeing management [31]. Moreover,
board independence mitigates information asymmetry and tunnelling by preserving the in-
tegrity of information dissemination [32]. Consequently, the quality of integrated reporting
is enhanced, influencing business performance [33]. Increased firm performance correlates
with elevated firm value, as investors perceive favorable indications for investment. Nu-
merous studies have illustrated the beneficial effect of board independence on a firm’s
social responsibility [34]. Independent board members safeguard shareholders’ social
interests by enhancing business monitoring. They prioritize long-term investments, thereby
enabling executives to partake in and interact with CSR initiatives that may enhance the
firm’s performance [35]. Consequently, board independence is expected to enhance the
correlation between ESG reporting and business value.
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H2. This paper expects to have a positive relationship between the ESG score and ROE when board
independence is high.

2.2.4. Board Size Moderating the Connection Between ESG Reporting and Performance

The extensive literature on board size and firm performance indicates that larger
boards better address stakeholder interests than smaller boards, as the monitoring re-
sponsibilities are distributed among multiple individuals with diverse education and
expertise [23]. A higher board size positively impacts CSR efforts, enhancing the trans-
parency of nonfinancial information [8]. Moreover, an expanded board results in increased
CSR investments and guarantees that companies adhere to corporate regulations and norms
pertaining to CSR [36].

The size of the board significantly influences corporate governance and strategic
decision-making, especially with ESG reporting and organizational performance [35]. An
expanded board may augment oversight, introduce varied viewpoints, and boost ESG-
related decision-making, potentially reinforcing the favorable correlation between ESG
disclosures and financial success [37]. Increased contributions from directors with expertise
and experience may enable organizations to implement sustainability programs more effec-
tively, manage stakeholder expectations, and improve the company reputation, ultimately
leading to financial success [38]. The influence of board size as a moderating variable
is not consistently clear-cut. Larger boards may enhance governance and accountability,
although they can also result in protracted decision-making and coordination difficulties,
undermining the efficacy of ESG-related policies [39]. Conversely, smaller boards may
exhibit greater agility in executing ESG rules; however, they may lack the extensive experi-
ence required for thorough sustainable procedures [40]. The efficacy of the board size in
regulating the ESG–performance link is likely affected by factors like industry dynamics,
regulatory frameworks, and regional governance structures.

H3. This paper expects to find a positive relationship between the ESG score and ROE when the
board size is large.

2.2.5. Board Meetings Moderating the Connection Between ESG Reporting
and Performance

Another measure of corporate governance is the attendance of board members at
meetings. Brick and Chidambaran [41] asserted that the frequency of meetings serves as an
indicator of a board or committee’s engagement and diligence, predicated on the notion
that more activity enhances the oversight of managers’ decision-making capabilities [42].
The frequent occurrence of meetings enhances the control of corporate operations [43].
The directors disseminate information, enhancing the firm’s decision-making process [44].
The interests of relevant stakeholders are addressed by regular contact among board
members [23]. The quality of integrated reporting enhances when coordinated actions are
implemented in response to the impacts arising from sustainable or CSR activities [45].
Consequently, the board meeting should enhance the connection between ESG reporting
and business value.

Board meetings function as an essential governance tool that affects corporate decision-
making, especially regarding ESG reporting and its influence on business performance [41].
Regular and organized board meetings facilitate discussions among directors regarding
ESG strategies, guarantee adherence to sustainability objectives, and effectively handle
stakeholder concerns [25]. Active engagement of boards in ESG debates can improve
resource allocation, boost risk management, and bolster the firm’s long-term value develop-
ment [23]. Consequently, regular board meetings may strengthen the correlation between
ESG reporting and corporate performance by guaranteeing the effective integration of sus-
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tainability activities into corporate strategies [46]. The moderating effect of board meetings
is not always linear. Increased meeting frequency can improve supervision and reaction to
ESG concerns; nevertheless, an overabundance of meetings lacking a defined topic may
result in inefficiencies, protracted decision-making, and administrative difficulties [47].
Furthermore, if board deliberations on ESG issues are cursory or devoid of implementable
plans, the prospective advantages of regular meetings may not result in enhanced perfor-
mance [2]. The efficacy of board meetings in influencing the ESG–performance relationship
is contingent upon the quality of the discourse, the proficiency of board members in sustain-
ability issues, and the congruence of ESG objectives with the firm’s overarching strategic
aims [9].

H4. This paper expects to find a positive relationship between the ESG score and ROE when board
meetings are high.

3. Materials and Methods
3.1. Sample Used

The sample gathered the data for all nonfinancial companies in Europe and Gulf
Cooperation Council (GCC) countries during the period 2010–2023. All the data have been
gathered using the Refinitiv Eikon Platform (LSEG). In addition, any missing data have been
collected either from the annual reports “if available” and, if not, have been gathered from
the relevant stock exchange. All data related to financial companies have been excluded
due to the different structure of financial statements and due to the unique nature of factors
affecting the required disclosure. The credibility, replicability, and comprehensiveness of
the research are considerably impacted by the selection of Refinitiv Eikon (LSEG) as a data
source. The decision is determined by the availability of data, the consistency of the data
over time, and the access provided by UDST. In addition, robust data treatment techniques
were implemented to maintain the integrity of the analysis. For example, winsorization
was implemented to reduce the impact of outliers while maintaining the potential for
valuable observations. This method facilitated the preservation of the dataset’s structure
while simultaneously mitigating distortion caused by extreme values.

The following Table 1 provides the details of the sampling procedure followed in this
empirical investigation.

Table 1. Overview of the sampling procedure used to select GCC and European firms.

Sampling Procedure Description Total Population Sample Size

1. All listed nonfinancial companies in GCC region and 5
European countries 2987 -

2. Data Availability Consideration - 647

3. Selection of nonfinancial companies with data - 94

4. Period covered - 2010–2023

Country Population Final Sample

Europe

Germany 278 189

France 630 133

Spain 205 40

Sweden 837 25

Norway 271 8

Finland 154 8
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Table 1. Cont.

Country Population Final Sample

GCC

Qatar 34 29

United Arab Emirates 84 30

Saudi Arabia 308 127

Bahrain 20 15

Kuwait 89 16

Oman 77 27

Total 2987 647

3.2. Model Development

The subsequent variables were employed to analyze the influence of ESG reporting on
the performance of firms listed in Europe and the GCC, considering essential financial and
governance issues. The dependent variable is ROE, and the independent variable is ESG
score while moderating for corporate governance proxied by board size, board meetings,
and board independence and also controlling for firm characteristics such as firm size
and growth opportunities and controlling for macroeconomic variables such as GDP and
inflation rate. It is essential to incorporate a range of control and moderating factors to
differentiate the genuine impact of ESG practices and strengthen the analysis’s robustness.

3.2.1. Dependent Variable

Return On Equity (ROE): This is the dependent variable, and it is used to measure the
profitability. It is measured by dividing the net income over the total equity [46]. Return
on equity is considered one of the main variables that are widely used in research to
measure the profitability of a firm. Moreover, it can be considered one of the most accurate
measurements to measure the performance of a company throughout the fascial year. This
measure has been used following Al-Kubaisi and Khalaf [48]. In addition, Ichsani and
Suhardi [49] stated that ROE is considered one of the main factors that stakeholders focus
on regarding investment in companies and is also one of the most accurate measurements to
be used to measure profitability. Also, Sukmawati and Garsela [50] justified the importance
of ROE from the perspective of the investors, because it is one of the major impacts on the
stock price. Moreover, firms with high ROE have more competitive advantage among the
other competitors, which leads to an increase in the demand of investing in the company
from the stakeholder’s point of view [51].

3.2.2. Independent Variable

ESG Reporting (ESG Score): The ESG score is a measure for assessing a company’s
ESG reporting, indicating the degree to which it reveals and incorporates environmental,
social, and governance aspects into its business operations [24]. This score is based on
publicly accessible reports, sustainability disclosures, and third-party evaluations, offering
investors and stakeholders a uniform metric of a company’s dedication to responsible and
sustainable business practices [26]. An elevated ESG score signifies enhanced transparency
and robust ESG policies, which can favorably influence profitability by boosting business
reputation, mitigating regulatory and legal risks, and facilitating access to financing [27].
Companies with robust ESG reporting frequently draw more investors, enjoy reduced
financing costs, and attain long-term financial stability owing to their proactive stance on
sustainability and risk management [1].
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3.2.3. Moderating Variables (Climate Governance)

Board Size: The moderating effect of board size on the relationship between ESG
reporting and company performance is significant, since it might affect the successful im-
plementation of ESG strategy integration into corporate decision-making [23]. An expanded
board size may offer varied skills, more viewpoints, and improved oversight, augmenting
the quality of ESG disclosures and their influence on corporate performance [52]. Increased
directorship may enhance enterprises’ access to knowledge regarding sustainability prac-
tices, regulatory compliance, and stakeholder management, potentially reinforcing the
connection between ESG reporting and profitability [2]. Nonetheless, an overly big board
can result in inefficiencies in decision-making, delayed responses to ESG-related concerns,
and obstacles in reaching a consensus [9]. In addition, the advantages of ESG reporting
may not result in enhanced business performance, as bureaucratic obstacles and opposing
interests could impede the execution of sustainable initiatives [25]. The influence of board
size as a moderator is contingent upon elements including governance efficacy, industry
standards, and regional corporate customs. Comprehending this relationship enables
organizations to enhance board structures to maximize the financial advantages of ESG
projects [28].

Board Independence: Board independence significantly moderates the association
between ESG reporting and business success, as independent directors are anticipated
to deliver impartial monitoring and guarantee that ESG initiatives are consistent with
long-term profitability [33]. An increased ratio of independent board members can bolster
the credibility of ESG disclosures, mitigate agency conflicts, and foster transparency in
decision-making, potentially benefiting business performance [32]. Independent directors
can advocate for responsible company practices, enhance risk management, and promote
stakeholder engagement, thereby augmenting the financial advantages of ESG reporting.
The value of board independence as a moderator is contingent upon the authority and
influence exercised by independent directors inside the board. If independent directors lack
the authority to implement ESG-related plans, their participation may have a negligible
effect on enhancing corporate performance [7]. Moreover, in specific instances, an excessive
focus on compliance and risk aversion by independent directors may result in conservative
decision-making that could hinder growth potential [23]. Consequently, the influence
of board independence on the ESG–performance link is complex and contingent upon
governance frameworks, industry characteristics, and regional business contexts.

Board meetings: Board meetings serve a fundamental function in moderating the
relationship between ESG reporting and business performance by enabling effective moni-
toring, strategic discourse, and decision-making about sustainability-related matters [41].
Regular board meetings allow directors to evaluate ESG disclosures, oversee the execu-
tion of sustainable practices, and confirm that these initiatives are consistent with the
company’s financial goals [44]. Active discussions on ESG reporting in board meetings
increase the likelihood of firms incorporating sustainability into their company strategy,
resulting in heightened stakeholder trust, improved risk management, and, ultimately,
enhanced financial performance [26]. The efficacy of board meetings as a moderator is
contingent upon their quality rather than merely their frequency. Frequent meetings that
do not engage in meaningful conversations regarding ESG initiatives may have a negligi-
ble effect on corporate performance [23]. In contrast, effectively organized and planned
board meetings that focus on ESG-related risks and opportunities can enhance long-term
profitability by promoting innovation, bolstering the business’s reputation, and increasing
investor trust. Consequently, board meetings function as an essential governance tool that
reinforces the connection between ESG reporting and corporate performance, guaranteeing
that sustainability initiatives result in financial success [47].
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3.2.4. Control Variables (Firm Characteristics)

Firm Size: Firm size is typically quantified using the natural logarithm of total assets,
as it offers a more standardized and consistent metric among organizations of varying
scales [53]. This transformation alleviates the impact of outliers and skewness in financial
data, facilitating a more resilient analysis [54]. Large corporations frequently obtain advan-
tages from economies of scale, more market influence, and improved access to financial
resources, augmenting profitability [55]. They may possess more diverse revenue streams
and enhanced risk management measures, resulting in financial stability. Nonetheless, in
certain instances, an excessive firm size may result in inefficiencies, bureaucratic obstacles,
and increased operational expenses, which can adversely impact profitability. The correla-
tion between business size and performance is consequently affected by industry dynamics,
corporate governance, and regional economic conditions [56].

Growth: Growth is assessed by the price-to-book ratio (P/B), indicating the market’s
valuation of a company in relation to its book value [26]. A greater P/B ratio signifies that
investors expect substantial future growth, whilst a lower ratio may indicate undervalu-
ation or diminished growth possibilities [57]. This metric is essential for evaluating how
companies with varying growth anticipations react to ESG reporting about profitability.
When analyzing the association between ESG reporting and profitability, the P/B ratio
reveals whether high-growth organizations derive greater advantages from ESG disclosures
than low-growth firms [9]. High-growth firms may realize enhanced financial benefits from
ESG activities, as investors and stakeholders increasingly emphasize sustainability and
responsible business practices. Conversely, companies with diminished growth aspirations
may not experience rapid enhancements in profitability from ESG reporting, since market
confidence and valuation may already be limited [23]. Consequently, using the P/B ratio
as a control variable guarantees a more precise evaluation of the financial effects of ESG
reporting among enterprises with differing growth trajectories [23].

3.2.5. Control Variables (Macroeconomic Variables)

Inflation: Inflation significantly impacts a firm’s profitability, especially when exam-
ining the association between ESG reporting and financial success [56]. Inflation influ-
ences business expenditures, consumer purchasing capacity, and general market dynamics,
thereby affecting a company’s income and costs [58]. An increase in inflation may result in
heightened expenses for raw materials, labor, and borrowing, thereby diminishing profit
margins, particularly for companies with inflexible pricing methods [59]. Firms with robust
ESG processes may be more adept at alleviating inflationary pressures via sustainable cost
management, increased stakeholder trust, and long-term strategic planning [33]. This study
controls for inflation to ensure that the relationship between ESG reporting and profitability
is not influenced by macroeconomic fluctuations, thereby clarifying how sustainability
efforts impact financial performance across varying economic conditions [60].

Gross Domestic Product: Gross domestic product (GDP) is a crucial macroeconomic
metric that indicates a nation’s economic vitality and substantially affects business prof-
itability [46]. An increasing GDP signifies a robust economy characterized by heightened
consumer expenditure, investment, and company growth, typically resulting in elevated
revenues and enhanced profitability for enterprises [61]. Conversely, during phases of
negative GDP growth, enterprises may have diminished demand, limited investment
prospects, and financial limitations, adversely affecting their profitability. In examining
the relationship between ESG reporting and corporate performance, accounting for GDP
guarantees that fluctuations in profitability are not exclusively influenced by overarching
economic factors [59]. Companies with robust ESG policies may exhibit resilience during
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economic recessions by promoting long-term stability, mitigating operational risks, and
enhancing stakeholder connections.

The following Table 2 provides a summary of the operational definitions and measure-
ments used for the study variables.

Table 2. Operational definitions and measurement approaches for the study variables.

Variable Abbreviation Measurement References Source

Dependent Variable

Return on Equity ROE [Net Income/Total Equity] [46,62] Refinitiv

Independent Variable

ESG Reporting ESG ESG Score [1,26] Refinitiv

Moderator Variables

Board Independence BIND Percentage of independent directors
on board [7,63] Refinitiv

Board Size BSize Number of members on board [2,64] Refinitiv

Board Meetings BMeet Total Number of Board meetings per year [47,65] Refinitiv

Control Variables (Bank Characteristics)

Firm Size FSize Natural Log of Total Assets [11,64] Refinitiv

Growth Growth Price per share/Book per share [15,66] Refinitiv

Control Variables (Macroeconomic Variables)

GDP GDP The growth in annual GDP [46,59] World Bank Open Data

Inflation Inf The change in annual CPI [59,67] World Bank Open Data

3.3. Model

The following regression models have been used to investigate the impact of the
moderating role of climate governance on the relationship between the ESG reporting and
firm profitability. Consider controlling for firm characteristics such as firm size and growth
opportunities and control for macroeconomic variables such as GDP and inflation.

ROEi,t = α0 + α1 ROEi,t−1 + α2 ESGi,t + α3 BSizei,t + α4 BINDi,t + α5 BMeeti,t + α6 FSizei,t + α7 Growthi,t + α8 Inft + α9

GDPt + e
(1)

ROEi,t = α0 + α1 ROEi,t−1 + α2 ESGi,t + α3 BSizei,t + α4 BINDi,t + α5 BMeeti,t + α6 ESGi,t × BSizei,t + α7 FSizei,t + α8

Growthi,t + α9 Inft + α10 GDPt + e
(2)

ROEi,t = α0 + α1 ROEi,t−1 + α2 ESGi,t + α3 BSizei,t + α4 BINDi,t + α5 BMeeti,t + α6 ESGi,t × BINDi,t + α7 FSizei,t + α8

Growthi,t + α9 Inft + α10 GDPt + e
(3)

ROEi,t = α0 + α1 ROEi,t−1 + α2 ESGi,t + α3 BSizei,t + α4 BINDi,t + α5 BMeeti,t + α6 ESGi,t × BMeeti,t + α7 FSizei,t + α8

Growthi,t + α9 Inft + α10 GDPt + e
(4)

The regression models used in this study are used to measure the impact of the
climate governance on the relationship between firm profitability and ESG reporting. The
dependent variable is return on equity, “ROE”, which is used to measure the profitability
of a firm. The independent variable is ESG score, “ESG”, which represents the ESG score of
a firm. The board of director’s size, “BSize”, represents the size of the board of directors of
the firm. Board independence, “BIND”, represents the percentage of independent board
members. Board meetings, “Bmeet”, represents the number of board meetings per year.
Firm size, “FSIZE”, represents the amount of total assets of the firm. Growth rate, “Growth”,
represent the price-to-book ratio. Inflation rate, “Inf”, represents the change in the inflation
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rate, and it is measured using the consumer price index indicator, which measures the
percentage change in the inflation rate. Gross domestic product, “GDP”, represents the
measurement of the added value on the final goods and services in a certain country. The
panel GMM regression was applied to estimate the models.

4. Results and Analysis
4.1. Descriptive Statistics

The following two tables present the data for the GCC and European nonfinancial
companies during the period 2010–2023 for all the selected variables. The mean, standard
deviation, minimum, and maximum values for the GCC region are presented in Table 3,
and the descriptives for the European countries are presented in Table 4.

Table 3. Summary statistics of the study variables in the GCC region.

ROE ESG FSize BSize BIND BMeet Growth Inf GDP

Mean 0.261 40.051 20.606 9.951 0.382 6.748 4.786 0.018 0.033
St. Dev. 0.581 19.402 1.080 1.277 0.215 1.893 13.061 0.019 0.043
Min. −0.699 3.651 17.227 7 0 4 −0.416 −0.025 −0.053
Max. 4.465 71.348 23.333 12 1 13 106.008 0.058 0.196

Table 4. Summary statistics of the study variables in the European region.

ROE ESG FSize BSize BIND BMeet Growth GDP Inf

Mean 0.131 43.213 21.878 12.552 0.496 9.939 1.500 0.028 0.019
St. Dev. 0.158 29.537 1.964 3.749 0.150 3.474 1.970 0.127 0.019
Min. −0.987 −0.056 17.077 6 0.222 3 −6.532 −0.299 −0.026
Max. 1.336 89.544 26.440 23 0.933 21 4.382 0.329 0.051
Count 3416 3416 3416 3416 3416 3416 3416 3416 3416

The mean return on equity (ROE) is superior in the GCC countries compared to
Europe, signifying that companies in the GCC region, on average, yield more returns for
their shareholders in relation to their equity base. This may be ascribed to various variables,
including a more advantageous tax regime, governmental assistance, and elevated profit
margins in the central sectors such as oil and gas, which prevail in the GCC economy.
The regulatory framework and market dynamics in the GCC may enable enterprises to
operate with greater leverage and efficiency, resulting in enhanced profitability compared
to their European counterparts, where more stringent regulations and competitive market
conditions may limit profits.

In addition, the average ESG score is superior in European countries compared to
GCC countries, indicating a greater focus on sustainability, corporate governance, and
social responsibility in European markets. This can be ascribed to more stringent regulatory
frameworks, investor demands for ethical company practices, and enduring commitments
to environmental programs within the European Union. European companies are obligated
to comply with obligatory ESG disclosure standards, promoting transparency and account-
ability, which results in elevated ESG rankings. Conversely, GCC nations are in the process
of building up their ESG reporting standards. Although there is an increasing awareness
and adoption of sustainability practices, ESG integration is not as thoroughly ingrained in
corporate governance frameworks as it is in Europe.
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4.2. Correlation Matrix

The following tables (Tables 5 and 6) provide a correlation between the selected
variables for the GCC and European countries.

Table 5. Correlation matrix of the key variables in GCC stock markets.

(1) (2) (3) (4) (5) (6) (7) (8) (9)

(1) ROE 1
(2) ESG 0.236 1
(3) FSize 0.097 0.350 1
(4) BSize −0.088 −0.075 −0.081 1
(5) BIND 0.034 −0.193 −0.004 −0.009 1
(6) BMeet −0.126 −0.063 0.034 0.091 0.016 1
(7) Growth 0.003 0.198 0.127 −0.054 0.049 −0.119 1
(8) Inf −0.011 0.019 0.002 0.021 −0.029 −0.007 −0.019 1
(9) GDP −0.016 −0.002 0.020 0.018 0.039 −0.029 −0.008 0.171 1

Table 6. Correlation matrix of the key variables in European stock markets.

(1) (2) (3) (4) (5) (6) (7) (8) (9)

(1) ROE 1
(2) ESG 0.095 1
(3) FSize −0.160 0.820 1
(4) BSize 0.026 −0.134 −0.037 1
(5) BIND 0.059 0.017 0.043 0.003 1
(6) BMeet −0.124 −0.056 0.053 −0.180 −0.040 1
(7) Growth 0.023 −0.311 −0.223 −0.259 0.075 0.206 1
(8) GDP 0.026 −0.015 0.023 −0.019 0.038 0.032 −0.009 1
(9) Inf 0.008 0.051 0.023 −0.158 −0.090 0.023 0.087 0.226 1

The correlation analysis in the GCC region, as provided in Table 5, indicates that
the ESG score, business size, board independence, and growth potential demonstrate a
positive association with return on equity (ROE). This indicates that firms with robust ESG
practices, greater size, and more independent boards generally attain higher profitability,
as these elements enhance risk management, operational efficiency, and investor trust.
Moreover, companies with increased growth prospects gain from an expanded market
potential, improving their returns. In contrast, board size, frequency of board meetings,
inflation, and GDP exhibit a negative link with ROE in the GCC region. An expanded board
size may result in decision-making inefficiencies, diminishing the business performance,
whereas frequent board meetings could signify governance inefficiencies instead of strategic
efficacy. Furthermore, elevated inflation typically escalates expenses and diminishes profit
margins, adversely affecting returns. Likewise, GDP growth, although often advantageous
for economic expansion, may not directly result in increased profitability for individual
enterprises due to market competition and macroeconomic fluctuations.

On the other hand, Table 6 provides the correlation analysis in the European region,
which reveals that the ESG score, board size, board independence, growth opportunities,
inflation, and GDP demonstrate a positive link with return on equity (ROE). An elevated
ESG score indicates superior sustainability practices, thereby bolstering a firm’s reputa-
tion, attracting investors, and enhancing long-term profitability. Expansive boards can
offer varied skills and enhanced governance monitoring, positively impacting the finan-
cial performance. Board independence correlates with enhanced decision-making and
diminished agency issues, resulting in increased profitability. Growth opportunities enable
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enterprises to expand and yield greater returns, whereas inflation and GDP growth, in
specific situations, can stimulate economic activity and corporate profits. Conversely, the
business size and board meetings exhibit a negative link with ROE in the GCC region.
Large corporations may encounter bureaucratic inefficiencies, hindering their capacity to
swiftly adapt to market fluctuations and diminishing their overall profitability. Frequent
board meetings, although designed to improve governance, may reflect inefficiencies or
excessive oversight, which can obstruct strategic decision-making and operational agility,
ultimately resulting in diminished profits.

4.3. Panel GMM Regression Results

The following Table 7 provides the results of the panel GMM regression for the four
models, including the moderation of climate governance for the GCC region, and Table 8
reports the results for the European countries. The utilization of panel GMM regression
presents numerous benefits. Initially, panel GMM mitigates endogeneity issues that fre-
quently occur in ESG research due to omitted variable bias, simultaneity, or measurement
inaccuracies. Utilizing lagged values as instruments guarantees that the calculated as-
sociation between ESG and profitability remains unbiased and consistent. Furthermore,
considering that corporate performance and ESG practices develop over time, panel GMM
is ideally suited for dynamic models, effectively reflecting the long-term influence of
governance on the ESG–profitability relationship. This approach additionally considers
unobserved firm-specific variability, ensuring that governance mechanisms are adequately
incorporated into the study.

Table 7. Panel GMM estimation results for the GCC region.

Dependent Variable: Return on Equity

Model 1 Model 2 Model 3 Model 4

Lag ROE 0.025 *** 0.011 *** 0.019 *** 0.026 ***

ESG 0.058 *** 0.040 *** 0.037 *** 0.048 ***

BSize −0.034 ** −0.042 ** −0.053** −0.038 **

BIND 0.040 ** 0.024 ** 0.019 ** 0.037 **

BMeet −0.021 ** −0.014 ** −0.057 ** −0.061 **

ESG × BSize 0.062 ***

ESG × BIND 0.059 **

ESG × BMeet 0.048 **

FSize 0.081 *** 0.074 *** 0.099 *** 0.043 ***

Growth 0.033 * 0.021 ** 0.071 * 0.036 **

Inf 0.152 0.249 0.521 0.419

GDP 0.184 0.287 0.265 0.179

Constant 0.521 *** 0.412 ** 0.356 ** 0.485 **

Hansen Test 0.265 0.363 0.425 0.288

AR (1) 0.365 0.396 0.346 0.412

AR (2) 0.425 0.305 0.432 0.265

Wald Chi2
578.258
(0.000)

578.258
(0.000)

578.258
(0.000)

578.258
(0.000)

***, **, * are the statistical significance levels at 0.01, 0.05 and 0.10 respectively.
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Table 8. Panel GMM estimation results for European markets.

Dependent Variable: Return on Equity

Model 1 Model 2 Model 3 Model 4

Lag ROE 0.038 *** 0.028 *** 0.034 *** 0.038 ***

ESG 0.074 *** 0.050 *** 0.046 *** 0.041 ***

BSize 0.056 ** −0.095 ** −0.073 ** −0.065 **

BIND 0.027 ** 0.036 ** 0.025 ** 0.039 **

BMeet −0.036 ** −0.027 ** −0.044 ** −0.058 **

ESG × BSize 0.049 ***

ESG × BIND 0.049 **

ESG × BMeet 0.032 **

FSize −0.048 *** 0.052 *** 0.041 *** 0.063 ***

Growth 0.029 * 0.022 ** 0.070 * 0.049 **

Inf 0.265 0.299 0.381 0.340

GDP 0.326 0.305 0.278 0.367

Constant 0.448 *** 0.395 ** 0.374 ** 0.427 **

Hansen Test 0.228 0.251 0.270 0.254

AR (1) 0.267 0.286 0.294 0.352

AR (2) 0.336 0.363 0.396 0.312

Wald Chi2
788.121
(0.000)

852.421
(0.000)

953.188
(0.000)

755.652
(0.000)

***, **, * are the statistical significance levels at 0.01, 0.05 and 0.10 respectively.

The above findings demonstrate that a lagged return on equity (ROE) and ESG score
show a positive and significant influence on ROE for nonfinancial companies in both the
Gulf Cooperation Council (GCC) and Europe [23]. This indicates that historical profitability
significantly influences a firm’s present financial performance, illustrating the evolving
character of profitability and the continuity of returns across time [41]. In addition, the
significant positive effect of ESG on ROE indicates that companies with robust ESG practices
are likely to attain greater financial returns, attributable to superior risk management,
enhanced reputation, and heightened investor confidence [54]. This relationship is apparent
in both locations, even though its extent and relevance may differ based on regulatory
frameworks, market maturity, and investor preferences. In Europe, where ESG laws are
more rigorous and sustainable investing is prioritized, companies that effectively use
ESG practices may realize enhanced financial advantages [47]. In the GCC, the increasing
emphasis on sustainability and governance reforms improves the financial performance of
companies which actively participate in ESG activities [24].

The significant and positive influence of board independence on return on equity
(ROE) in both the GCC and Europe underscores the essential function of robust corporate
governance in improving business profitability. In the GCC area, corporate governance
changes have accelerated recently, with authorities prioritizing board independence to
enhance transparency and bolster investor trust [9]. Considering that numerous enterprises
in the GCC are either family-owned or state-affiliated, independent directors assist in
alleviating conflicts of interest and guarantee that corporate decisions are taken in the
shareholders’ best interests. Independent boards augment risk oversight and financial
discipline, resulting in superior decision-making and enhanced operational efficiency,
yielding increased ROE [6]. In Europe, where corporate governance frameworks are more
developed and statutory mandates for board independence are more stringent, the inclusion
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of independent directors is essential for guaranteeing management responsibility and
strategic oversight [2]. European companies gain from robust investor protection legislation,
while independent boards foster long-term value creation by improving decision-making,
mitigating financial mismanagement, and encouraging sustainable company practices.
This increased focus on governance and transparency enhances the financial performance,
thereby elevating ROE [3].

On the other hand, the findings reveal a significant inverse association between board
meetings and corporate performance in both the GCC and Europe, indicating that an
increased frequency of board meetings does not inherently lead to enhanced profitabil-
ity [47]. Although board meetings are crucial for strategic planning and monitoring, an
excessive frequency may indicate inadequate governance procedures, inefficiencies, or
volatile decision-making, resulting in a diminished business performance in both the GCC
and Europe. Effective boards prioritize quality over quantity, guaranteeing that meetings
are productive, strategic, and aligned with shareholder interests [8].

Moreover, the findings indicate a considerable negative effect of board size on firm
performance in the GCC, whereas, in European nations, board size exerts a significant ben-
eficial influence on performance. This comparison underscores the disparities in corporate
governance frameworks, regulatory contexts, and decision-making methodologies between
the two areas [68]. The divergent outcomes indicate that board size influences business
performance variably, contingent upon governance quality, ownership arrangements, and
market maturity [32]. In the GCC, smaller, well-organized boards may demonstrate greater
efficacy, whereas, in Europe, larger boards characterized by robust independence and
competence enhance corporate success.

The results demonstrate that corporate governance significantly and positively mod-
erates the relationship between ESG and business performance for board size, board
independence, and board meetings. This indicates that robust governance frameworks im-
prove the correlation between ESG practices and corporate performance, underscoring the
belief that well-governed companies can derive higher financial advantages from their ESG
efforts [10]. The findings indicate that robust corporate governance structures enhance the
beneficial effects of ESG on business performance [26]. An effectively organized governance
framework—featuring expansive boards with varied experience, independent directors
guaranteeing responsibility, and regular strategic meetings—improves an organization’s
capacity to utilize ESG practices for financial prosperity [48].

Furthermore, the findings demonstrate that business size employs a considerable
positive influence on performance in the GCC, whereas it has a detrimental effect in Europe.
This disparity is primarily influenced by market structure and governance frameworks
in each region [54]. In the GCC region, larger enterprises generally exhibit superior per-
formance owing to market dominance, access to government contracts, and financial
stability [54,69]. In Europe, the adverse effect of business size on performance may be
ascribed to increased operational difficulties and regulatory obligations linked to larger
enterprises. Although variations in company size effects, both the GCC and Europe exhibit
a positive correlation between growth opportunities and business performance. This in-
dicates that companies with significant potential for growth, innovation, or market entry
generally exhibit superior performance, irrespective of regional variations [4].

5. Robustness of Results
The following Tables 9 and 10 provide the results of panel GMM regression on the four

models used to investigate the relationship between ESG reporting and the performance of
companies while moderating for the climate governance. Different proxies have been used
to check the robustness of the results.
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Table 9. Panel GMM estimation results for the GCC stock markets.

Dependent Variable: Return on Assets

Model 1 Model 2 Model 3 Model 4

Lag ROA 0.019 *** 0.021 ** 0.013 *** 0.032 **

ESG 0.037 *** 0.059 *** 0.028 *** 0.031 ***

BSize −0.052 *** −0.071 ** −0.038 *** −0.022 **

BIND 0.028 *** 0.036 ** 0.027 ** 0.048 **

BMeet −0.036 ** −0.044 ** −0.048 ** −0.057 **

ESG × BSize 0.050 ***

ESG × BIND 0.061 ***

ESG × BMeet 0.033 **

FSize 0.074 *** 0.066 *** 0.057 *** 0.082 ***

Growth 0.045 ** 0.038 ** 0.066 * 0.057 **

Inf 0.118 0.185 0.364 0.258

GDP 0.125 0.208 0.296 0.235

Constant 0.408 *** 0.496 ** 0.399 ** 0.442 **

Hansen Test 0.202 0.316 0.395 0.327

AR (1) 0.300 0.263 0.293 0.336

AR (2) 0.409 0.385 0.366 0.288

Wald Chi2
663.352
(0.000)

623.151
(0.000)

596.998
(0.000)

638.652
(0.000)

***, **, * are the statistical significance levels at 0.01, 0.05 and 0.10 respectively.

Table 10. Panel GMM estimation results for European stock markets.

Dependent Variable: Return on Equity

Model 1 Model 2 Model 3 Model 4

Lag ROE 0.042 *** 0.033 *** 0.039 *** 0.028 ***

ESG 0.065 *** 0.059 *** 0.051 *** 0.048 ***

BSize 0.036 *** −0.087 *** −0.069 *** −0.055 ***

BIND 0.048 ** 0.048 ** 0.037 ** 0.062 **

BMeet −0.059 ** −0.062 ** −0.068 ** −0.071 **

ESG × BSize 0.037 ***

ESG × BIND 0.052 ***

ESG × BMeet 0.044 ***

FSize −0.052 *** 0.056 *** 0.048 *** 0.059 ***

Growth 0.037 ** 0.042 ** 0.066 ** 0.062 **

Inf 0.362 0.390 0.308 0.382

GDP 0.399 0.357 0.362 0.390

Constant 0.509 *** 0.440 ** 0.492 ** 0.456 **

Hansen Test 0.362 0.405 0.482 0.510

AR (1) 0.395 0.300 0.372 0.365

AR (2) 0.308 0.373 0.311 0.328

Wald Chi2
826.664
(0.000)

1120.525
(0.000)

962.285
(0.000)

885.954
(0.000)

***, ** are the statistical significance levels at 0.01 and 0.05 respectively.
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Tables 9 and 10 utilize alternative metrics for the variables under investigation to
evaluate the robustness of the findings, thereby preventing the results from being influenced
by specific operational definitions. Return on assets (ROA) serves as an accurate proxy for
firm performance, providing a comprehensive evaluation of financial results. The number
of independent board members is a refined reflection of corporate governance structures,
as it captures the board independence. The natural logarithm of market capitalization is a
widely accepted method for measuring firm size, as it reduces data skewness and enables
comparability. Furthermore, the expansion of a company is evaluated by the changes
in its total assets, which serve as a practical proxy for its development over time. The
study’s robustness is bolstered by these alternative specifications, which also reinforce
the reliability and consistency of the results across various model configurations. As a
result, the important findings are still valid and significant when the panel GMM regression
approach is employed.

6. Conclusions, Implications, and Limitations
This paper investigated and compared how the impact of climate governance impacts

the relationship between ESG and firm performance in the GCC and Europe. The sample
included all the nonfinancial companies in the GGC and five European countries. The
period of study covered 14 years from 2010 to 2023. Data have been gathered from the
Refinitiv Eikon Platform (LSEG). The missing data have been collected either from annual
reports “if available”, and if not, they have been gathered from the relevant stock exchanges.
The panel GMM regression was applied to estimate the relationship. The dependent
variable was return on equity. The independent variable was ESG, and the moderating
variables were board size, board independence, and board meetings, representing the
climate governance, while controlling for firm characteristics proxied by firm size and
growth and controlling for macroeconomic variables proxied by inflation and GDP.

The findings indicate that, in both the GCC and Europe, enhanced ESG performance,
increased board independence, and robust development potential lead to superior busi-
ness performance. This indicates that companies emphasizing sustainability, governance
transparency, and growth potential are more likely to attain long-term success in both areas.
Significant distinctions arise between the GCC and Europe concerning board size and firm
size. In the GCC, an enlarged board adversely affects performance, presumably due to
bureaucratic inefficiencies and governance issues, but, in Europe, larger boards improve
performance by offering diversified experience and enhanced monitoring. In the GCC,
business size positively affects performance, as larger enterprises enjoy market dominance
and financial stability; conversely, in Europe, larger firms have a deteriorating performance,
perhaps due to heightened operational difficulties and regulatory limits. In addition, the
results demonstrate that board size, the frequency of board meetings, and board indepen-
dence significantly and positively influence the relationship between ESG and company
performance in both the GCC and Europe. This indicates that robust corporate governance
frameworks amplify the financial advantages of ESG activities, underscoring the neces-
sity of effective supervision and governance procedures for converting ESG pledges into
enhanced business performance.

Several implications can be provided based on the results for investors, managers, and
policy regulators. Higher ESG performance, board independence, and growth opportunities
are favorable indications of GCC and European firm success for investors. They should
invest in companies with a solid ESG strategy and independent governance structures
for long-term financial stability and shareholder benefits. Given that board meetings
hurt performance in both regions, investors should consider whether frequent meetings
improve decision-making or create inefficiencies. Regional governance disparities suggest
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that investors in the GCC should be cautious of corporations with large boards, whereas,
in Europe, larger boards may provide supervision and experience. The beneficial impact
of business size in the GCC and negative impact in Europe show that investment plans
should consider regional market dynamics and firm scalability. In addition, organizations
in both regions must prioritize board independence, since it enhances supervision and
transparency, fostering more market confidence. Firms should prioritize efficiency above
frequency, ensuring that talks result in concrete initiatives. GCC companies want to restrict
excessive board enlargement, whereas European companies can gain from more extensive
boards with varied knowledge. Moreover, companies should acknowledge that fortifying
governance frameworks might amplify the financial advantages of ESG projects.

Furthermore, regulators ought to formulate policies that enhance ESG integration
and optimal corporate governance standards, taking into account regional market charac-
teristics. Policies ought to encourage companies to uphold separate boards with distinct
oversight duties. Furthermore, authorities ought to prioritize an enhancement in board
meeting efficacy instead of imposing requirements for increased meeting frequencies. Gov-
ernance frameworks must be customized for each market, guaranteeing that legislation
facilitates effective decision-making mechanisms in the GCC while promoting diverse
board experiences in Europe. Ultimately, governance rules should enhance the beneficial
moderating effect of corporate governance on the relationship between ESG performance
and financial outcomes, ensuring that sustainability initiatives yield robust financial results
for companies and countries.

This study offers significant insights into the connection of ESG, corporate governance,
and firm performance in the GCC and Europe; however, it possesses specific limitations.
The study is confined to these two locations, indicating that the findings cannot be extrap-
olated to other markets with varying economic, regulatory, and governance frameworks.
Subsequent study may broaden the investigation to more locations, including North Amer-
ica, Asia, or emerging economies, to ascertain whether analogous correlations persist in
diverse institutional contexts. This study analyzes organizations across many industries;
nonetheless, sector-specific factors may affect the relationship between ESG and perfor-
mance. Future research may concentrate on specific sectors, such as banking, energy,
or technology, to yield a more nuanced knowledge of ESG and governance processes
within those industries. Third, although the study incorporates board size, board meetings,
and board independence as governance moderators, additional characteristics such as
CEO duality, gender diversity, and ownership structure warrant investigation in future
research to provide a more holistic understanding of governance efficacy. This study ul-
timately depends on quantitative financial statistics, which may inadequately reflect the
qualitative dimensions of ESG strategies and governance decision-making. Future studies
may utilize survey or interview methodologies to obtain a more profound understand-
ing of how corporations execute ESG policies and governance procedures across varying
regulatory contexts.

Based on the previous, this empirical evidence provides the main recommendations for
both regions. Mandating standardized and transparent climate-related financial disclosures
that are consistent with international frameworks would be a customized policy recom-
mendation for both regions. This would promote greater consistency and accountability
in ESG reporting for GCC countries, thereby bolstering investor confidence and aligning
firms with global sustainability standards. To enhance data quality and facilitate the more
effective integration of ESG factors into financial decision-making and risk assessment
processes, the policy should concentrate on strengthening enforcement mechanisms and
ensuring comparability across sectors in European countries, where ESG regulations are
more mature.
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