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Abstract: The responsibility of companies to reduce the harmful effects of climate change is 
evident. This research aims to investigate the impact of corporate sustainability 
performance on corporate fi-nancial performance and firms’ value of 47 listed 
pharmaceutical companies. Corporate sustain-ability performance was expressed by 
Sustaianalitics’s ESG Risk Ratings and their dimensions. The analysis of the relationship 
between sustainability and financial performance is based on the fi-nancial statements of 
listed pharmaceutical companies with the greatest market capitalization and available ESG 
risk rating between 2021-2022. The corporate financial performance has been ex-pressed 
in accounting measures by profitability ratios (ROA, ROE), and the firm's value was 
computed with Tobin's Q. The analysis was carried out with correlation analysis and linear 
re-gression using the R statistics system. Based on the coefficient of determination, there is 
a weak relationship between ESG dimensions and financial performance (OpROA) and 
strong relationship between ESG Risk ratings, capital structure, and investigated firms’ 
performance. 
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1 Introduction 

Climate change is one of the biggest environmental challenges of our time.  
The responsibility of companies to reduce the adverse effects of climate change is 
evident. According to the traditional approach, increasing the best possible 
performance at the corporate level is essential, which is the fundamental condition 
of maximization of corporate value. 

Sustainable finance promotes an integrated approach, which, in addition to wealth 
growth, represents the interests of the "stakeholders” and the wider community. In 
the international literature, this is called the triple bottom line (TBL), which refers 
to people, planet, and profit. According to the concept of "Triple bottom line" 
besides the financial prosperity, the firm should consider the environmental and 
social aspects [1]. According to Sustainable Finance 3.0, value creation concerns 
long-term common good value creation. This also means an integrated approach 
to the main corporate goal of financial value maximization, which involves both 
environment and social aspects [2]. 

2 Literature Review 

To reduce negative environmental effects, the first step may be identifying and 
measuring the environmental risk factors and then effectively managing these. 
These require environmental and social responsibility and compliance with the 
principle of economic efficiency. These aspects of corporate sustainability 
performance are expressed as ESG scores (ESG – Environmental, Social, and 
Governance). On the one hand, corporate sustainability performance appears 
mostly in qualitative forms through ESG or non-financial reports. On the other 
hand, they are expressed in a more concentrated form by ESG indicators, such as 
performance or risk measures. The ESG approach focuses on environmental, 
social, and corporate governance. Due to the Non-Financial Reporting Directive 
NFRD—Directive 2014/95/EU, large companies must disclose non-financial 
information on how they deal with the challenges of climate change and social 
issues. The literature analyses show that among the most frequently used non-
financial reporting frameworks are GRI standards (Global Reporting Initiative) 
and the sustainable development goals of the SDGs (Sustainable Development 
Goals) formulated by the UN. 

Several studies deal with the impact of sustainability performance reporting on 
financial performance [3]. Lehenchuk et al. examined the complex impact of 
sustainability reporting on improving the institutional environment for 
sustainability reporting in Turkish companies and the impact of sustainability 
reporting on financial performance across multiple sectors. [4] 
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Keskin and Dincer draw attention to the importance of improving the institutional 
environment for sustainability reporting in Turkish companies. It is worthwhile to 
put a strong emphasis on the right iteration, they suggest to improve the quality of 
sustainability reporting disclosure and to improve the monitoring system for the 
placement of sustainability reports. [5] 

Rachmat et al. examined the relationship between disclosure of sustainability 
measures and the financial success of Indonesian companies. They found that 
increasing sustainability disclosure can improve a company's financial 
performance and can be a significant factor in investment decisions. [6] 

Kashirskaya et al. [7] found in their research that sustainability-oriented 
development positively influences a company's financial performance. 

Gillan et al. [8] conclude in their research that the ESG aspect may increase the 
corporate value in two ways: from higher corporate cash flow as a result of higher 
sales level and by maximizing shareholder utility as a result of owning a 
sustainable company. According to other approaches, a negative relationship 
exists between companies' sustainability performance, expressed by ESG, and 
financial performance. This can be explained by the fact that environmentally, 
socially responsible companies have additional costs, leading to a decrease in 
financial performance [9]. Wang et al. [10] conclude in their research that firm 
size and sustainability development are positively related to corporate 
sustainability performance. Abdi et al. [11] also investigated the relationship 
between ESG performance and financial performance and the firm's value of 38 
airline companies. They conclude that the environmental and social initiatives 
may increase Tobin’s Q value. They also underline the significant moderating 
effect of firm size in their model examining the relationship between ESG and 
financial performance. They also underline the moderating role of firms’ size in 
ESG and financial analysis models. Some research confirms the positive 
association between firm size and disclosure of social aspects [12]. Garcia et al. 
[13] research underlines that environment-sensitive companies present superior 
environmental performance, maybe in order to protect their reputation. Fain's [14] 
research on the relationship between sustainability performance and financial 
performance shows mixed results. Its results show that while the environmental 
(E), social (S), and ESG scores do not significantly affect financial performance, 
the corporate management (Governance) aspect positively affects financial 
performance. According to other approaches, a negative relationship exists 
between companies' sustainability performance, expressed by ESG, and financial 
performance. This can be explained by the fact that environmentally, socially 
responsible companies have additional costs, leading to a decrease in financial 
performance [15]. 

According to other researchers (Gao – Han, 2020) [16] [17], compliance with 
sustainability criteria implies additional costs, which may reduce the performance 
in the short term, but the company may benefit from it in the long term. 
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Bodarenko et al. [18] research shows that the positive effect of non-financial 
reporting on corporate performance is quite different by sector. They found the 
positive influence of non-financial reporting on corporate performance in the case 
of industrial and utility sectors. Liu – Anbumozni [19] also summarize that non-
financial reporting and ESG scoring are mostly typical for firms that are engaged 
in international activities. According to Krüger [20], negative ESG events may 
affect unfavorable the firm's financial performance. Despite the additional cost of 
sustainability initiatives in the short term, the positive impact on the firm's value is 
evident in the long term. Many studies deal with sustainability initiatives on a 
firm's value in some specific industries such as tourism, hospitality, airlines, 
hotels, and restaurants [21] [22]. 

According to McWilliams-Siegel [23], a completely neutral correlation between 
company financial performance and ESG aspects can be observed. Kondouri et al. 
[24] examined the top 50 European companies of STOXX Europe ESG Leaders 
50 Index ESG performance, financial performance, capital structure and risk. 
They found out that companies with lower market risk levels, measured by beta, 
have better financial performance. They also conclude that firms with good ESG 
performance also have good financial performance. They found that firms’ good 
ESG performance impacts the company's profitability, valuation, capital 
efficiency, and risk. Naeem and Çankaya [25] investigated the impact of ESG 
performance on financial performance and the value of energy and power 
generation companies. They found out that ESG performance positively impacts 
financial performance but negatively impacts firm value. Another research by 
Naeem et al. [26] underline the relationship between ESG dimensions and 
financial performance (ROA, ROE) and a firm's value (Tobin's Q). Whelan et al. 
[27] meta-analysis of articles dealing with the linkage between corporate ESG and 
financial performance could be considered decisive. They investigated more than 
1000 research and concluded that 58% of papers found a positive connection 
between ESG and financial performance, 8% had a negative relationship, 13% had 
no relationship, and 21% had mixed results. Bhaskaran et al. [28] also investigate 
the impact of ESG performance on financial performance measured with ROA 
and ROE and firm’s value expressed by Tobin’s Q. They investigated 4887 firms 
for four years (2014-2018), and they conclude that ESG dimensions can create 
firms' market value. Friede et al. [29] meta-analysis of 2000 research papers 
concluded that most ESG and financial performance studies were performed in 
emerging markets. As a region of investigated firms, studies predominantly come 
from North America, followed by developed countries from Europe and Asia. 

Behl et al. [30] also investigated the causality between ESG disclosure and the 
firm's value of Indian energy sector companies. Some researchers conclude that 
the type of ownership, the region where the firm is operating, and the degree of 
pollution are also important in terms of the positive impact of ESG on a firm's 
financial performance [31]. Based on 1720 firms data sample Aydogmus et al. 
[3292] found out in their research that both the ESG combined score and each 
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ESG component (Environment, Governance, and Social) are positively related to 
firms’ profitability. 

This research aims to investigate the impact of corporate sustainability 
performance on financial performance and firm value. Another research question 
is whether ESG performance could be linked to the corporate firm's size and 
capital structure. 

For these, we formulated three hypotheses: 

I. There is a correlation between ESG risk score and capital structure and firm 
size. 

II. The company's financial performance expressed by Return on assets (ROA) or 
Return on equity (ROE) can be related to each dimensions of ESG 
performance/risk dimensions (E, S, G). 

III. Companies’ sustainability performance expressed by Sustainalytics ESG risk 
scores impact the investigated firm’s value expressed by Tobin’s Q. 

3 Research Methodology 

The analysis of the relationship between sustainability and financial performance 
is based on the financial statements of 50 listed pharmaceutical companies with 
the greatest market capitalization and available ESG risk rating between 2021-
2022. The final models were built on the data of 47 pharmaceutical companies 
because data from 3 companies had been omitted from the analysis due to outliers 
in terms of calculated performance indicators. In this study, we would like to test 
that the statement "doing well while doing good" is specific to pharmaceutical 
companies. The main reason we used pharmaceutical companies is that drug 
manufacturing may be considered environmentally sensitive, among other 
controversial industries such as oil, gas, steel, and chemical. Jha and Rangarajan's 
[33] research found that a neutral or negative relationship is between sustainability 
and financial performance. Their study also suggests that sustainability 
performance shows increasing trends after 2015 in environment-sensitive and 
environment-non-sensitive firms. This growth is due almost to the growth of the 
social dimension in the case of environment-sensitive firms. 

The corporate financial performance has been expressed in accounting measures 
by profitability ratios (ROA - Return on Assets, ROE - Return on Equity). 

To measure corporate performance, we also calculate the Operating Return on 
Assets (OpROA) and Operating Return on Equity (OpROE). The difference 
between the Operating Return on Assets (OpROA), Operating Return on Equity 
(OpROE), and the regular Return on Assets (ROA), Return on Equity (ROE), 
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consists in the numerators of their ratios. While the common, above-mentioned 
profitability ratios are used as the numerator of the net income, the first two 
indicators are calculated with Earnings before interest and taxes or operating 
income (EBIT) in the numerator. So, the OpROA and OpROE do not consider the 
financial expenses as interests and taxes. These profitability ratios could be used 
successfully in comparative analysis of firms' performance acting in different 
economic sectors or tax systems. Corporate performance expressed like these 
provides a more accurate analysis of performance. Also, using these profitability 
ratios, we can eliminate the effects of taxes, which is very different for the 
investigated listed pharmaceutical companies. In this study, we calculated both the 
common profitability ratios and the ratios calculated with the EBIT numerator. 

As a measure of sustainability performance, we used Morningstar's Sustainalytics 
ESG Risk Ratings and its three dimensions. These ESG Risk Ratings reflect a 
particular company's exposure to industry-specific material ESG risks and could 
well manage those risks. Depending on how the risk impact on firm’s value, the 
ESG Risk scores could be ranked in 5 categories: negligible (0-10), low (10-20), 
medium (20-30), high (30-40), severe (40+) (Morningstar’s Sustainalytics, 
Available on: https://www.sustainalytics.com/esg-data, accessed: 25 October 
2023). 

In the first part of our research, we present the main statistics of investigated 
financial performance measures: ROA, ROE, and sustainability performance: 
Sustainalytics ESG Risk Ratings. In the second part of our analysis, we would like 
to test whether there is a correlation analysis between ESG score and financial 
performance, capital structure, and firm size (H1). In the next part of the analysis, 
we perform the linear regression in order to check the impact of three dimensions 
of ESG risk score on financial performance (H2), ESG risk rating, firms' size, and 
capital structure on a firm's value (H3). In this model, we expressed the firm's size 
as a total assets logarithm. We used the Leverage ratio (Debt/Equity) to express 
the capital structure. To test if the resulting coefficients of the model are 
statistically significant, we performed the necessary statistical tests. In order to test 
the possible relationships between used independent variables, we performed 
multicollinearity analysis using the variance inflation factor (VIF). 

Critical VIF=1/(1-R^2 ) 

The critical variance inflation factor (VIF) could be calculated using the 
abovementioned formula. The model is acceptable if the variance inflation factor 
of each explanatory variable used in the model is lower than the critical VIF. 
Different literatures specify different values above which the multicollinearity of 
the model is no longer accepted. According to Vittinghoff [34], multicollinearity 
exists if the VIF is greater than 10, so the model could not be accepted. According 
to James [35], it is also problematic if the VIF is greater than 5 or greater than 10. 
In Menard's [36] approach, a VIF greater than 5 is cause for concern, but a VIF 
greater than 10 indicates a serious collinearity problem. The most restrictive 
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approach is that of Johnston [37] stating that a VIF less than or equal to 2.5 means 
significant collinearity. 

As a measure of firms’ value, we calculate Tobin’s Q. The Tobin’s Q measure of 
pharmaceutical firms' value is a modern approach to assessing companies' value. 
This market-based approach is much more preferred than accounting-based firm 
value indicators. Considering that we analyze listed pharmaceutical companies, 
this measure is much more suitable to express the company's value market based 
on the stock market. Tobin's Q is calculated as a ratio of the firm's market 
capitalization and total assets. Several studies dealing with the relationship 
between ESG performance and financial performance used market-based Tobin’s 
Q [38] [39] [33]. The calculations were performed in the R statistics program 
system by using the 'fPortfolio', 'lm', and 'StatDA' modules. 

4 Results of Research 

Table 1 presents the descriptive statistics of the indicators used. Here, we present 
only the variables that remain in the proposed models. In terms of average 
financial performance, the examined pharmaceutical companies work with 
significant, acceptable financial performance levels (OpROA, ROE). It can also be 
seen that investigated companies are much more variable in terms of ROE against 
OpROA. This fact is confirmed on the one hand by the higher value of standard 
deviation and coefficient of variance and, on the other hand, by the range and 
interquartile range. This difference could be explained by the fact that the capital 
structure expressed by Leverage (D/E) of the investigated pharmaceutical 
companies is relatively variable. By analyzing the standard deviation, variance, 
and interquartile range of Tobin’s Q, it can be stated that investigated firms are 
quite different in terms of firm value. Tobin's Q variance and standard deviation 
show the most significant value, meaning that enterprises are quite different 
regarding this aspect. 

In cases of these two indicators, the greater value than 100% of the coefficient of 
variance also confirms the high heterogeneity of investigated companies on the 
aspect of ROE and Tobin’s Q. The average Tobin’s Q value is greater than 4.5, 
which means the investigated companies market value is higher than the total 
assets value which indicate that markets overvalue companies value. 

Table 1 
Main statistics of used variables 

  OpRO
A ROE Tobin's 

Q 
ESG 
risk 

Envir
onme

nt 
risk 

Social 
risk 

Gover
nance 
risk 
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Nobs 47.000 47.000 47.000 47.000 47.00
0 47.000 47.000 

Minimum -0.079 -4.361 0.003 11.000 0.000 3.700 5.200 
1. Quartile 0.062 0.149 1.412 22.000 1.100 12.100 7.650 
Median 0.101 0.226 2.117 25.000 2.100 14.000 8.800 
3. Quartile 0.135 0.313 3.601 28.000 3.000 16.350 10.000 
Maximum 0.288 2.391 52.464 41.000 5.400 24.200 14.800 
Mean 0.103 0.104 4.705 25.043 2.153 13.906 8.943 
Variance 0.005 1.193 91.381 38.824 2.006 17.184 4.336 
Stdev 0.070 1.092 9.559 6.231 1.416 4.145 2.082 
Skewness 0.121 -2.644 4.019 0.098 0.435 -0.341 0.609 

Kurtosis 0.560 8.147 15.793 0.270 -
0.480 0.207 0.249 

CV 68.24% 1054.86
% 203.17% 24.88% 65.78

% 29.81% 23.28
% 

Source: Own computation in R statistics 

Based on the average value of ESG risk rating (25.04), the investigated companies 
have a medium ESG risk level. The basic statistics of ESG risk rating show 
moderate variability and heterogeneity. By analyzing the distribution between 
ESG dimensions, it can be stated that the social dimension represents the most 
significant part of the overall ESG risk score is represented by the Social 
dimension (55.53%), followed by the Governance dimension (35.71%). Regarding 
ESG risk ratings, the variance and standard deviation of the investigated 
pharmaceutical firms are relatively variable. The coefficient of variance shows 
lower heterogeneity in terms of ESG risk ratings. In terms of variance and 
standard deviation, relatively high variability can be seen in the case of Social 
risk. In contrast, the investigated firms are less variable in terms of the coefficient 
of variance. 

Graph. 1 presents the distribution of used dependent variables in the used models 
(OpROA, Tobin's Q). By analyzing both the graph and values of skewness and 
kurtosis, it can be stated that the OpROA distribution is much more appropriate 
than the standard normal distribution. In the case of Tobin’s Q, the kurtosis shows 
values greater than 0, which means a high degree of peakedness of investigated 
data, so a leptokurtic distribution is specific. By examination of skewness values, 
we can observe that in the case of OpROA, the value is relatively close to 0, so a 
quite symmetrical, normal distribution is specific. Compared with the OpROA 
skewness value, Tobin’s Q skewness value shows a slightly worse situation in 
terms of symmetricity. The great positive value means a right-tailed, positive-
skewed distribution. Graph 1. also confirms these facts. 
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Figure 1 
Distribution of used variable (2022) 

Source: Own computation in R statistics 

In order to test the first formulated hypothesis (H1), we performed a correlation 
analysis. In the Pearson correlation analysis, we used all the variables used later in 
the linear regression analysis. The correlation was performed on the 2022 
pharmaceutical companies’ sample. The correlation matrix shows a positive 
correlation between ROA, OpROA, and Tobin'Q, which means that firms' 
performance impacts firms' value. 

Table 2 
Results of correlation analysis between used variables 
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Source: Own computation in R statistics 

This relationship could be explained by the fact that both ROA and Tobin’s Q use 
Total assets in their formulas. ROE, OpROE, OpROA, and environmental risk 
could have a negative relationship. In the case of OpROA and ESG Risk ratings 
and its dimensions, a negative correlation could be observed. The average ESG 
risk rating is also negatively correlated with the OpROA, Tobin's Q, and the 
Leverage and positively correlated with the companies' size expressed by 
log(Total Assets). From each dimension of ESG, the social and governance 
dimensions show a positive correlation with companies' size. Based on the 
correlation analysis results, the ESG risk score could be linked with the firm's 
capital structure and size, so the first hypothesis (H1) could be confirmed. As we 
can see from Table 2, the ESG risk score is positively correlated with firms’ size 
and negatively correlated with the Leverage calculated as a ratio of Total Debt and 
Equity. 

In order to test the second hypothesis, we used linear regression, where we used 
OpROA as the dependent variable and the dimensions of ESG risk score as 
independent variables. We use the change in the OpROA indicator between 2021-
2022 as a dependent variable. The results of linear regression show, with one 
exception, that the regression coefficients are significant. 
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Table 3 
Results of linear regression (Dependent variable: ΔOpROA) 

Independent variables Estimation Std. Error T- value Pr(>|t|) 
Intercept 0.1412 0.7440 0.1900 0.8504 

Environment Risk 0.1953 0.1307 1.4940 0.1424 
Social Risk 0.1465 0.0528 2.7760 0.00812** 

Governance Risk -0.2753 0.1142 -2.4100 0.02029* 
R - squared (R2) 0.1730 

   

Coefficient of correlation (R) 0.4159 
   

Source: Own computation in R statistics 

Based on the results of the coefficient of determination and coefficient of 
correlation, there is a weak, medium relationship between the individual 
components of ESG risk and the financial performance measured by OpROA. 

While the environmental and social component has a positive effect on financial 
performance, the corporate management aspects are negatively correlated with 
financial performance. In this research, we also test the multicollinearity of the 
explanatory variables that are used. The critical variance inflation factor (critical 
VIF) is 1.146. From the calculated VIF values of each dimension of ESG risk 
rating (Environment risk: 1.243; Social risk: 1.736; Governance risk: 2.05), it can 
be seen that only the Environment risk variable VIF value is situated below the 
critical VIF value, which means that there can be collinearity between used 
explanatory variables. It can also be stated that VIF in each case is situated below 
2.5, which is the most restrictive approach, as suggested by Johnston et al. (2017). 
Regarding this result, we consider that the ΔOpROA regression model could be 
regarded as questionable in terms of multicollinearity. 

Table 4 
Variance-analysis / ANOVA table for ΔOpROA 

  Degree of 
freedom  

Sum of 
square  

Mean of 
square 

F-value F-test 

nvironment Risk 1 0.778 0.778 0.614 0.43771 
Social Risk 1 3.262 3.262 2.573 0.11605 

Governance Risk 1 7.366 7.366 5.81 0.02029 
Residuals 43 54.524 1.268     

Table 4 shows the Sum of Squares deviation between the original ΔOpROA and 
the estimated performance value change. Related to variance analysis, the F-test 
answers the question of whether the model is acceptable in how well the used 
independent variables (Environmental Risk, Social Risk, Governance Risk) can 
explain the ΔOpROA. The F-value is the ratio between Mean Squares (ΔOpROA) 
and Sum Squares (Error). It can be seen that the F-test significance level is 
relatively close to 0 in the case of Governance Risk – explanatory variable. Based 
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on these results, it can be stated that in the case of governance risk, the effect of 
the explanatory variable effect is significantly greater than the effect of the error. 
This means we can accept the null hypothesis, according to which the variance of 
the independent variable can well explain the variance of the dependent variable. 
In this case, this is also partially true. In this case, this could be partially 
confirmed. Based on the results of regression analysis and the variance analysis of 
ΔOpROA, the second hypothesis (H2) could be partially confirmed, according to 
which the company's financial performance can be related to each dimension of 
ESG risk score (E, S, G). 

In the next part of our analysis, we also performed regression analysis to 
investigate the impact of ESG Risk Rating scores, Leverage, and firms’ size on 
firms’ value expressed by Tobin’s. The main research question here is whether 
ESG risk score, capital structure, and firm size could explain the firms’ value. 

Table 5 
Results of linear regression (Dependent variable: ΔTobin’s Q) 

Independent variables Estimation Std. Error T- value Pr(>|t|) 
Intercept 0.0264 0.0128 2.0620 0.0453* 
ESG Risk -0.0011 0.0005 -2.1360 0.0384* 
Log(TA) -2.1537 0.0710 -30.3170 <2e-16*** 

Leverage (D/E) -0.0003 0.0001 -2.3950 0.0210* 
R - squared (R2) 0.9596    

Coefficient of correlation (R) 0.9796    
Source: Own computation in R statistics 

Based on the results of the coefficient of determination and correlation, it can be 
stated that there is a strong relationship between ESG risk rating score, capital 
structure firm's size, and firm’s market value calculated by Tobin’s Q. By 
analyzing Table 4, we can observe that the significance level for each coefficient 
value is around 0, which means that the computed coefficients can be successfully 
used in order to explain the evolution of dependent variable, the Tobin's Q. It can 
also be seen that ESG Risk rating level, the size of investigated pharmaceutical 
companies, and leverage expressed by (D/E) negatively impact the firms' value 
expressed by Tobin's Q. So, with exception of Intercept, all independent variable 
negatively impact the Tobin' Q. 

The critical variance inflation factor (critical VIF) is 24.75. It can be seen that the 
calculated VIF values of each explanatory variable (ESG Risk rating: 1.099; 
Log(Total Assets): 1.105; Leverage: 1.111) are situated below the critical VIF 
value, which means that there is no multicollinearity between used explanatory 
variables. In each case, the VIF is situated below 2.5, which is the most restrictive 
approach, as suggested by Johnston et al. (2017). Regarding this result, we 
consider that ΔTobin’s Q regression model is adequate in terms of 
multicollinearity. 
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In the next part of our analysis, we performed the variance analysis for the above-
mentioned regression model, in which the dependent variable is Tobin’s Q change 
between 2021 and 2022. 

Table 6 
Variance-analysis / ANOVA table for ΔTobin’s Q 

  Degree of 
freedom  

Sum of 
square  

Mean of 
square 

F-value F-test 

ESG Risk 1 0.3066 0.03066 73.3505 1.02e-10*** 
Log(TA) 1 0.39442 0.39442 943.4639 <2.2e-16*** 

Leverage (D/E) 1 0.0024 0.0024 5.7367 0.02104* 
Residuals 43 0.01798 0.00042     

According to results from Table 6. it can be stated that it is acceptable in the sense 
of how well the independent variables can explain the investigated firms’ value 
change expressed by Tobin’s Q. Taking into consideration that F- value’s 
significance levels are very closed to 0, we can conclude that the explanatory 
variable effect is significantly greater than the error effect. This means the 
regression model will be suitable for analyzing of this kind of relationship. So, we 
can reject the null hypothesis; the variance of the independent variable can well 
explain the variance of the dependent variable. This is also suggested by the’***’ 
and '**' signs, which show significance levels very close to 0. Based on the 
results, companies’ sustainability performance expressed by Sustainalytics ESG 
risk scores, the capital structure, and the firm’s size impact on the investigated 
firm’s value expressed by Tobin’s Q. Based on these, the third hypothesis (H3) 
could be confirmed. 

Conclusion 

The responsibility of companies to reduce the negative effects of climate change is 
evident. This article presents the analysis of the impact of corporate sustainable 
performance on the financial performance and the firm’s value for a sample of 47 
pharmaceutical companies. In this study, we would like to test that the statement 
"doing well while doing good” is specific to pharmaceutical companies.  
The reason why we used pharmaceutical companies is that drug manufacturing 
may be considered an environmentally sensitive industry among other 
controversial industries such as oil, gas, steel, and chemical industries. 

Based on the results of the main statistics, we can summarize that the investigated 
pharmaceutical companies work with medium ESG risk levels and significant, 
acceptable financial performance in terms of ROA and ROE. The distribution 
between ESG risk rating dimensions shows that the greatest part of the overall 
ESG risk score is represented by the Social dimension (55.53%), followed by the 
Governance dimension (35.71%). The coefficient of variance and the interquartile 
range show that the ESG risk ratings are moderately variable and heterogeneous in 
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the sample of investigated pharmaceutical firms. The results show that 
investigated companies are much more variable in terms of ROE, which means 
that analyzed pharmaceutical firms are quite different regarding Leverage (D/E). 
Based on the average value of Tobin's Q, it can be seen that companies' value is 
significantly overvalued by the markets. The main statistics show us that 
investigated firms are quite different regarding their firm value. The distribution 
of OpROA is quite close to normal distribution against the asymmetric and right-
tailed distribution of Tobin’s Q. 

Based on correlation analysis, it can be stated that there is a positive correlation 
between ROA, OpROA, and Tobin'Q, which means that firms' performance 
impacts firms' value. The ROE, OpROE, and OpROA are negatively correlated 
with environmental risk. The average ESG risk rating is negatively correlated with 
OpROA, Tobin’s Q, and Leverage and positively correlated with the companies’ 
size expressed by log(Total Assets). The Social and Governance dimension of 
ESG risk rating could be linked with firms’ size. ESG risk score could be linked 
with firms' capital structure and size, so the first hypothesis (H1) could be 
confirmed. There is a weak-medium relationship between individual dimensions 
of ESG risk score and the financial performance measured by OpROA change. 
Mixed results can be observed in terms of ESG risk components. While the 
environmental and social dimension has a positive effect on financial performance 
(ΔOpROA), the corporate management aspects are negatively correlated with 
financial performance. The second hypothesis (H2) could be partially confirmed, 
according to which the company's financial performance can be related to certain 
dimensions of ESG risk score (E, S, G). Regarding the results of the second 
regression model, it can be stated that there is a strong relationship between ESG 
risk rating score, capital structure firm's size, and firm’s market value calculated 
by Tobin’s. Based on the results, companies’ sustainability performance expressed 
by Sustainalytics ESG risk scores, the capital structure, and the firm's size impact 
on the investigated firm’s value expressed by Tobin’s Q. Based on these, the third 
hypothesis (H3) could be confirmed. By analyzing the distribution between ESG 
components, it can be seen that the social dimension represents a significant part 
of the overall ESG risk score. 

The limits of this research are clear, and we consider that by expanding the 
company sample and including new variables, the examination of the relationship 
between ESG performance and financial performance and firms’ value can be 
improved. 
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