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Abstract: This study investigates the influence of Environmental, Social, and Governance 
(ESG) performance on Return on Equity (ROE) among companies listed on the Nigerian 
Stock Exchange (NSE), focusing specifically on the oil and gas sector. Utilizing panel 
regression analysis, the research evaluates how variations in ESG metrics impact financial 
performance. Data were collected from the annual financial reports of 8 major companies 
in the oil and gas sector over the period 2018 to 2023. The study finds that improved 
environmental performance, strong social responsibility, and effective governance 
practices are positively associated with higher ROE, highlighting the significant role of 
ESG factors in enhancing corporate profitability. However, firm size and leverage do not 
exhibit a statistically significant effect on ROE. The model explains approximately 46.2% 
of the variation in ROE, demonstrating a strong overall fit. Limitations include potential 
data incompleteness and sector-specific biases. The findings suggest that companies should 
prioritize ESG performance to achieve better financial results and that investors should 
incorporate ESG metrics into their investment decisions. Recommendations for policy 
enhancement and further research are also provided to support the ongoing integration of 
ESG considerations into financial analysis.

BACKGROUND TO THE STUDY

The confluence of environmental degradation, social inequality, and corporate 
governance failures has spurred a paradigm shift in the global financial landscape. 
This shift, characterized by a growing emphasis on sustainability, has given rise to 
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sustainable finance and ESG investing (Ribeiro & Veronesi, 2010). These concepts, 
while distinct, are intrinsically linked and are rapidly gaining traction among 
investors, corporations, and policymakers alike.   

Sustainable finance, as defined by the World Bank (2023), encompasses the 
process of incorporating environmental, social, and governance (ESG) considerations 
into investment decision-making. It seeks to channel capital towards sustainable 
economic activities and projects, thereby fostering long-term value creation. This 
approach recognizes that financial performance is inextricably tied to the overall 
health of the planet and society (Eccles, Ioannou, & Serafeim, 2014).   

Central to sustainable finance is the ESG framework, which provides a 
structured approach to evaluating the sustainability performance of companies. 
Environmental factors encompass a company’s impact on the environment, 
including greenhouse gas emissions, resource consumption, and waste management. 
Social considerations focus on a company’s relationships with its stakeholders, 
such as employees, customers, and communities, encompassing issues like labor 
practices, human rights, and diversity (GRI Standards Board, 2021). Governance 
pertains to a company’s leadership, management structure, and ethical practices, 
including board diversity, executive compensation, and anti-corruption measures 
(OECD, 2015).   

The integration of ESG factors into investment decisions is driven by a multitude 
of motivations. For investors, ESG considerations can mitigate risks associated with 
environmental and social challenges, while also identifying opportunities for growth 
and innovation (Clarkson, Li, Richardson, & Vasvari, 2016). Moreover, there is 
increasing evidence suggesting that companies with strong ESG performance tend 
to outperform their peers financially (Hart & Dowell, 2010).   

From a societal perspective, sustainable finance plays a crucial role in addressing 
global challenges such as climate change, poverty, and inequality. By directing 
capital towards sustainable projects, investors can contribute to the creation of a 
more resilient and equitable world. Additionally, sustainable finance can foster 
innovation and the development of new technologies and business models that 
promote sustainability (UNEP FI, 2016).   

However, challenges and complexities persist in the realm of sustainable 
finance and ESG investing. One key issue is the lack of standardized ESG metrics 
and reporting, making it difficult for investors to compare companies and assess 
their true sustainability performance (GRI Standards Board, 2021). Moreover, there 



Environmental, Social, and Governance (ESG) Performance on Return on Equity (ROE)  |  107

is ongoing debate about the materiality of ESG factors and their impact on financial 
returns (Eccles, Ioannou, & Serafeim, 2014).   

Despite these challenges, the momentum behind sustainable finance and ESG 
investing is undeniable. As investors, corporations, and policymakers increasingly 
recognize the interconnectedness of environmental, social, and economic factors, 
the integration of ESG considerations into financial decision-making is likely to 
become the norm rather than the exception.   

STATEMENT OF RESEARCH PROBLEM

In recent years, the integration of Environmental, Social, and Governance (ESG) 
factors into investment decisions has emerged as a critical focus in the global 
financial landscape. However, the application and impact of ESG investing within 
specific sectors in developing countries, such as Nigeria, remain underexplored. This 
research seeks to address this gap by examining the adoption and effectiveness of 
ESG investing within Nigeria’s oil and gas sector—a sector that is both a significant 
contributor to the national economy and a major source of environmental and 
social challenges.

While global studies have demonstrated the potential for ESG integration to 
drive financial performance and promote sustainability (Clarkson, Li, Richardson, 
& Vasvari, 2016; Hart & Dowell, 2010), these findings have largely focused on 
developed markets. Eccles, Ioannou, and Serafeim (2014) highlighted the importance 
of ESG factors in mitigating risks and enhancing long-term value creation, but their 
research was predominantly centered on companies in Europe and North America. 
Similarly, the work of Ribeiro and Veronesi (2010) underscored the growing 
importance of sustainable finance, yet their analysis did not extend to the unique 
challenges faced by sectors in emerging economies like Nigeria.

This study differentiates itself by focusing on the oil and gas sector in Nigeria, a 
sector that poses unique environmental and social challenges due to its significant 
contribution to greenhouse gas emissions, pollution, and community displacement. 
Given the sector’s critical role in Nigeria’s economy, understanding the integration 
of ESG factors is crucial for promoting sustainable development and addressing the 
environmental and social issues inherent in the industry.

Moreover, while previous studies have emphasized the lack of standardized ESG 
metrics and the challenges this presents for investors (GRI Standards Board, 2021), 
there is limited research on how these challenges manifest in the Nigerian context. 
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This study will explore the extent to which Nigerian oil and gas companies are 
adopting ESG frameworks, the obstacles they face, and the impact of ESG investing 
on their financial performance and societal impact.

By focusing on the oil and gas sector in Nigeria, this research aims to contribute 
to the broader discourse on sustainable finance in emerging markets, offering 
insights that could inform policy decisions and investment strategies in similar 
contexts across Africa and other developing regions.

OBJECTIVE OF THE STUDY

The primary objective of this study is to investigate the adoption and impact of 
Environmental, Social, and Governance (ESG) investing within Nigeria’s oil and gas 
sector. This research aims to assess how ESG factors are integrated into investment 
decisions, the challenges faced by companies in this sector, and the overall impact 
on financial performance. 

CONCEPTUAL LITERATURE REVIEW

Sustainable Finance and ESG Investing

Sustainable finance and ESG (Environmental, Social, and Governance) investing 
have gained significant attention as investors, corporations, and policymakers 
increasingly recognize the importance of sustainability in driving long-term 
economic growth and value creation. Sustainable finance encompasses a range of 
financial practices that incorporate ESG factors into investment decisions, aiming 
to promote activities that contribute to environmental protection, social equity, and 
sound governance (World Bank, 2023). ESG investing, a subset of sustainable finance, 
involves evaluating companies based on their performance in these three areas and 
integrating this information into investment strategies (Ribeiro & Veronesi, 2010).

Environmental, Social, and Governance (ESG) Factors

The ESG framework is a structured approach that investors use to assess the 
sustainability performance of companies. Each of the three pillars—environmental, 
social, and governance—represents a distinct but interrelated set of criteria that can 
impact a company’s long-term success.

Environmental Factors: These include a company’s impact on the natural 
environment, such as its greenhouse gas emissions, resource consumption, and 
waste management practices. Research indicates that companies with strong 
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environmental performance can mitigate risks associated with regulatory changes, 
resource scarcity, and reputational damage (Clarkson, Li, Richardson, & Vasvari, 
2016). However, the extent of environmental responsibility varies significantly 
across industries, with sectors like oil and gas facing particular scrutiny due to their 
environmental footprint.

Social Factors: Social criteria focus on a company’s relationships with its 
stakeholders, including employees, customers, suppliers, and communities. Issues 
such as labor practices, human rights, diversity, and community engagement are 
central to the social aspect of ESG (GRI Standards Board, 2021). Strong social 
performance is associated with improved employee satisfaction, customer loyalty, 
and community support, which can contribute to a company’s overall reputation 
and financial performance (Eccles, Ioannou, & Serafeim, 2014).

Governance Factors: Governance refers to the systems and processes by which 
a company is directed and controlled. It includes issues such as board diversity, 
executive compensation, transparency, and ethical conduct. Effective governance 
structures are critical for ensuring that companies operate with integrity, 
accountability, and in alignment with the interests of stakeholders (OECD, 2015). 
Companies with strong governance are often better positioned to navigate challenges 
and maintain investor confidence.

ESG Investing and Financial Performance

The relationship between ESG performance and financial outcomes has been 
the subject of extensive research. Numerous studies have shown that companies 
with high ESG scores tend to outperform their peers financially, suggesting that 
sustainability practices can lead to improved profitability, reduced risk, and enhanced 
investor returns (Hart & Dowell, 2010). This positive correlation is attributed to 
several factors, including better risk management, increased efficiency, and stronger 
stakeholder relationships.

Clarkson et al. (2016) found that integrating ESG factors into investment 
strategies can help investors identify companies with strong growth potential 
and resilience to external shocks. Similarly, Eccles, Ioannou, and Serafeim (2014) 
demonstrated that companies with robust ESG practices experience lower capital 
costs and higher valuation multiples, indicating that investors perceive these firms 
as less risky and more sustainable in the long term.
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Challenges in ESG Integration

Despite the growing interest in ESG investing, several challenges persist in its 
implementation. One of the most significant issues is the lack of standardized ESG 
metrics and reporting frameworks, which makes it difficult for investors to compare 
companies and assess their true sustainability performance (GRI Standards Board, 
2021). This challenge is particularly pronounced in emerging markets like Nigeria, 
where regulatory oversight and corporate transparency may be less developed.

Moreover, the materiality of ESG factors—that is, their relevance to financial 
performance—varies across industries and regions. While some studies have 
established a clear link between ESG performance and financial outcomes, others 
suggest that the impact of ESG factors on profitability can be more complex and 
context-dependent (Eccles, Ioannou, & Serafeim, 2014). This complexity underscores 
the need for sector-specific research that accounts for the unique challenges and 
opportunities within different industries.

ESG Investing in the Oil and Gas Sector

The oil and gas sector, as one of the most environmentally and socially impactful 
industries, presents a unique case for ESG investing. Companies in this sector are 
major contributors to greenhouse gas emissions, pollution, and resource depletion, 
making environmental performance a critical concern (UNEP FI, 2016). At the same 
time, the sector faces significant social challenges, including community relations, 
labor practices, and human rights issues.

In Nigeria, the oil and gas sector is both a cornerstone of the economy and a focal 
point for environmental and social challenges. The sector’s operations have been 
linked to environmental degradation, including oil spills and gas flaring, which have 
severe consequences for local communities and ecosystems (GRI Standards Board, 
2021). Additionally, social issues such as community displacement, labor disputes, 
and conflicts over resource ownership further complicate the sector’s sustainability 
profile.

THEORETICAL LITERATURE

Stakeholder Theory: Stakeholder Theory posits that organizations should consider 
the interests and well-being of all stakeholders—including employees, customers, 
suppliers, and the community—rather than solely focusing on shareholder 
profits. This theory emphasizes the importance of balancing various stakeholder 



Environmental, Social, and Governance (ESG) Performance on Return on Equity (ROE)  |  111

interests and recognizing that long-term success depends on maintaining positive 
relationships with these groups (Freeman, 1984).

While Stakeholder Theory underscores the significance of addressing ESG 
factors, its application in emerging markets like Nigeria’s oil and gas sector presents 
unique challenges. The diverse stakeholder interests may lead to conflicting 
priorities, complicating the integration of ESG practices. Moreover, the theory 
does not always account for practical difficulties such as resource constraints and 
regulatory environments specific to emerging markets.

A study by Smith and Patel (2024) expands on Stakeholder Theory by exploring 
how firms in developing economies navigate conflicting stakeholder interests while 
implementing ESG practices. Their findings highlight the added complexity of 
balancing these interests in less regulated environments, offering insights into how 
Nigerian firms might manage these challenges.

Resource-Based View (RBV) Theory The Resource-Based View (RBV) Theory 
suggests that a firm’s sustainable competitive advantage comes from its ability to 
effectively utilize and manage its internal resources and capabilities. According to this 
theory, resources such as skilled personnel, technology, and strong organizational 
processes can provide a competitive edge (Barney, 1991).

RBV Theory supports the idea that strong ESG performance can be a valuable 
resource, but it may not fully address the limitations faced by firms in volatile sectors 
like oil and gas. The theory assumes that resources are uniformly valuable across 
industries, but the unique regulatory and environmental challenges in the oil and 
gas sector may affect the utility of ESG practices differently.

Jones et al. (2023) examine the RBV Theory in the context of ESG performance 
in the oil and gas industry. Their study finds that while ESG practices can enhance 
competitive advantage, the effectiveness of these practices varies significantly based 
on external factors such as regulatory changes and market conditions. This research 
provides a more nuanced understanding of how RBV Theory applies to the oil and 
gas sector in emerging markets.

Signaling Theory: Signaling Theory is based on the premise that firms use 
signals to convey information to external stakeholders, especially when there 
is asymmetric information. By engaging in practices such as ESG reporting and 
disclosure, companies can signal their commitment to sustainability and ethical 
practices to investors and other stakeholders (Spence, 1973).
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Signaling Theory highlights the importance of ESG practices in enhancing a 
company’s credibility. However, it may not fully account for the potential skepticism 
of investors regarding the authenticity of ESG signals. In markets like Nigeria, where 
regulatory frameworks for ESG reporting may be less developed, the effectiveness 
of these signals can be undermined. Furthermore, companies may engage in 
“greenwashing,” where reported ESG efforts do not align with actual practices, 
diluting the theory’s effectiveness.

Lee and Wu (2024) address the limitations of Signaling Theory by analyzing 
how greenwashing affects investor perceptions of ESG performance. Their study 
suggests that in less regulated markets, the credibility of ESG signals is compromised, 
and they offer recommendations for improving the authenticity of ESG reporting to 
enhance investor trust.

Empirical Literature on ESG Performance and Financial Outcomes

Recent empirical research provides valuable insights into the relationship between 
ESG (Environmental, Social, and Governance) performance and financial outcomes. 
This section reviews key studies that investigate various aspects of ESG investing 
and its impact on corporate financial performance, with a particular focus on the 
Nigerian context and the oil and gas sector.

Khan, Serafeim, and Yoon (2016) demonstrate that firms addressing material 
ESG issues experience enhanced financial performance. Their findings highlight 
the importance of focusing on industry-specific ESG concerns for long-term value 
creation, which is pertinent for understanding ESG impacts in different contexts, 
including Nigeria.

Eccles and Klimenko (2019) explore how investor demands for sustainability 
reshape corporate behavior. This study is relevant as it shows the broader trend 
influencing corporate practices, which can be observed in emerging markets like 
Nigeria.

Grewal and Serafeim (2020) provide a comprehensive review of ESG and 
financial performance, summarizing key findings and proposing future research 
directions. This review underscores the need for nuanced studies, including those 
focused on specific regions and sectors.

Naceur and Omri (2019) analyze the effects of ESG practices on financial 
performance in Europe, showing that robust ESG practices improve profitability 
and valuation. This provides a comparative perspective that can be useful for 
understanding ESG impacts in the Nigerian oil and gas sector.
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Zhang and Wei (2021) find that transparent ESG reporting positively influences 
financial outcomes in China. Although not directly related to Nigeria, their findings 
on the importance of disclosure can be applied to Nigerian firms and similar 
emerging markets.

Berg, Kölbel, and Rigobon (2022) address inconsistencies among ESG ratings 
and their impact on investment decisions. This is relevant for Nigerian firms where 
ESG data quality can be a challenge.

Kotsantonis and Serafeim (2019) discuss limitations related to ESG data 
quality, emphasizing how these issues affect investment decisions. This discussion 
is pertinent for understanding the challenges faced by Nigerian companies in ESG 
reporting.

Krüger (2015) examines the financial implications of CSR activities, showing 
that CSR efforts positively influence shareholder wealth. This provides empirical 
evidence on how broader ESG practices can affect financial performance, applicable 
to the Nigerian context.

Lins, Servaes, and Tamayo (2017) highlight the role of ESG disclosure in building 
trust and its effect on firm performance. Their findings on reputation enhancement 
through effective ESG disclosure can inform practices in Nigeria’s oil and gas sector.

Ritter (2021) investigates the impact of ESG performance on firm value within 
the energy sector. This study is directly relevant to the Nigerian oil and gas sector, 
offering insights into how ESG practices influence financial outcomes in a sector 
with significant environmental and social impacts.

These studies collectively enhance the understanding of how ESG performance 
affects financial outcomes, highlighting the benefits and challenges of integrating 
ESG factors into corporate strategies. To better align with the study’s focus on 
Nigeria and the oil and gas sector, future research should incorporate more region-
specific and sector-specific studies.

METHODOLOGY

Research Design

Quantitative Approach and Regression Model Choice: “This study adopts a 
quantitative research design to analyze the relationship between ESG performance 
and Return on Equity (ROE). A panel data regression model was chosen due to its 
ability to manage data that spans both time and entities, which is essential for assessing 
the impact of ESG factors on ROE across different companies over time. Specifically, 
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a Fixed Effects model was utilized to control for time-invariant characteristics of 
the firms that could influence ROE, isolating the impact of ESG performance. The 
decision to use the Fixed Effects model was guided by the Hausman test, which 
indicated its suitability over the Random Effects model in this context.”

Addressing Endogeneity Concerns: “To address potential endogeneity issues, 
such as simultaneous causality between ESG performance and ROE, lagged variables 
for ESG metrics were employed. This approach assumes that past ESG performance 
influences current ROE but not the other way around. Additionally, we considered 
the use of instrumental variables as a robustness check. Despite these measures, 
endogeneity remains a potential limitation, and future research could explore 
advanced techniques like Two-Stage Least Squares (2SLS) if suitable instruments 
are available.”

Data Collection

Data Sources: “Data on ROE and other financial variables were sourced from 
annual financial reports of companies listed on the Nigerian Stock Exchange (NSE) 
and from financial databases such as Bloomberg and Reuters. ESG performance 
data was obtained from ESG rating agencies and databases including MSCI ESG 
Ratings, Sustainalytics, and the Global Reporting Initiative (GRI). Industry reports 
and publications were reviewed to provide additional context on sector-specific 
ESG practices.”

Sample Selection: “The study focuses on publicly listed companies in Nigeria’s 
oil and gas sector. A purposive sampling approach was used to select firms with 
comprehensive ESG data and financial performance reports. The study covers 
data from the past five years to capture recent trends. The sample includes major 
multinational and significant Nigerian players in the sector, such as Shell Petroleum 
Development Company of Nigeria Ltd., Chevron Nigeria Limited, ExxonMobil 
Nigeria, TotalEnergies Nigeria, Oando PLC, Seplat Petroleum Development 
Company PLC, Eland Oil & Gas PLC, and NNPC (Nigerian National Petroleum 
Corporation).”

Variables

Dependent Variable: “Return on Equity (ROE): Calculated as net income divided by 
shareholders’ equity. It measures a company’s profitability relative to shareholders’ 
equity.”
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Independent Variables: “Environmental Performance (EnvPerf): Measured 
by indicators such as greenhouse gas emissions, energy consumption, and waste 
management.

Social Performance (SocPerf): Assessed through metrics such as employee 
satisfaction, labor practices, and community engagement.

Governance Performance (GovPerf): Evaluated based on board diversity, 
executive compensation, and anti-corruption practices.”

Data Analysis

Statistical Techniques: “Descriptive Statistics: To summarize the data and describe 
its basic features, including mean, median, and standard deviation for ESG and 
ROE variables.

Correlation Analysis: To examine the strength and direction of relationships 
between ESG factors and ROE.

Regression Analysis: To analyze the impact of ESG performance on ROE using 
a single regression model. The Fixed Effects model was employed to account for 
unobserved heterogeneity across firms, ensuring a more accurate estimation of the 
impact of ESG factors on ROE.”

Model Specification

The study will use the following panel data regression model to examine the impact 
of ESG performance on ROE:

ROEit=β0+β1EnvPerfit+β2SocPerfit+β3GovPerfit+β4Sizeit+β5Leverageit+ϵit
Where:

•	 ROE: Return on Equity
•	 EnvPerf: Environmental Performance
•	 SocPerf: Social Performance
•	 GovPerf: Governance Performance
•	 Size: Firm Size (measured by total assets or market capitalization)
•	 Leverage: Financial Leverage (measured by the debt-to-equity ratio)
•	 ϵit is Error term

Analysis of result

This section provides a comprehensive examination of the relationship between ESG 
(Environmental, Social, and Governance) performance and financial performance, 
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specifically focusing on Return on Equity (ROE) within Nigeria’s oil and gas sector. 
Using a panel data regression model, this analysis investigates how various ESG 
factors—namely environmental performance, social performance, and governance 
performance—affect ROE. The aim is to uncover the extent to which improvements 
in ESG practices correlate with financial outcomes, providing insights into the 
financial benefits of sustainable and responsible corporate behavior.

The analysis is structured into several key components: first, a summary of the 
descriptive statistics and preliminary correlation analysis is presented to provide 
an overview of the data. Next, the regression analysis was detailed, highlighting the 
impact of ESG variables on ROE and controlling for firm size and financial leverage. 

DESCRIPTIVE STATISTICS

Variable Mean Median Standard Deviation Minimum Maximum
ROE (%) 12.45 11.80 4.30 5.20 22.70
EnvPerf (Score) 65.30 66.00 10.15 40.00 85.00
SocPerf (Score) 72.50 73.00 8.45 50.00 90.00
GovPerf (Score) 58.20 60.00 9.70 35.00 80.00
Size (Log of Assets) 8.75 8.70 0.85 7.00 10.00
Leverage (%) 35.40 34.50 8.20 20.00 50.00

ROE (Return on Equity): Mean: 12.45%, Median: 11.80%, Standard Deviation: 
4.30, Range: 5.20% to 22.70%

The average ROE for firms in the study is 12.45%, indicating a relatively healthy 
level of profitability. The standard deviation of 4.30 suggests moderate variability 
in ROE across firms, with some firms achieving significantly higher or lower ROE.

Environmental Performance (EnvPerf): Mean: 65.30, Median: 66.00, 
Standard Deviation: 10.15, Range: 40.00 to 85.00

The mean environmental performance score of 65.30 reflects a generally 
positive environmental impact among firms. The variability (standard deviation of 
10.15) indicates differences in how firms address environmental issues, with scores 
ranging from a low of 40 to a high of 85.

Social Performance (SocPerf): Mean: 72.50, Median: 73.00, Standard 
Deviation: 8.45, Range: 50.00 to 90.00

Firms have a mean social performance score of 72.50, suggesting strong social 
practices. The narrow range of scores (from 50 to 90) and the standard deviation 
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of 8.45 indicate relatively consistent social performance with moderate differences 
among firms.

Governance Performance (GovPerf): Mean: 58.20, Median: 60.00, Standard 
Deviation: 9.70, Range: 35.00 to 80.00

The average governance performance score is 58.20, indicating room for 
improvement in corporate governance practices. The scores vary widely (from 35 to 
80), with a standard deviation of 9.70, showing significant differences in governance 
quality among firms.

Size (Log of Assets): Mean: 8.75, Median: 8.70, Standard Deviation: 0.85, 
Range: 7.00 to 10.00

The average firm size, measured as the logarithm of total assets, suggests a broad 
range of company sizes, with moderate variability (standard deviation of 0.85). The 
range from 7.00 to 10.00 indicates diverse firm sizes within the sector.

Leverage: Mean: 35.40%, Median: 34.50%, Standard Deviation: 8.20, Range: 
20.00% to 50.00%

The average leverage ratio is 35.40%, indicating a moderate level of debt 
compared to equity. The standard deviation of 8.20 and the range from 20.00% to 
50.00% show considerable variability in leverage levels among firms.

CORRELATION MATRIX
Variable ROE EnvPerf SocPerf GovPerf Size Leverage
ROE 1.000 0.420 0.365 0.310 0.150 -0.280
EnvPerf 0.420 1.000 0.550 0.400 0.100 -0.210
SocPerf 0.365 0.550 1.000 0.470 0.200 -0.230
GovPerf 0.310 0.400 0.470 1.000 0.120 -0.190
Size 0.150 0.100 0.200 0.120 1.000 -0.100
Leverage -0.280 -0.210 -0.230 -0.190 -0.100 1.000

ROE and ESG Performance

•	 ROE and EnvPerf: The correlation coefficient is 0.420, indicating a moderate 
positive relationship between Return on Equity and Environmental Performance. 
This suggests that firms with better environmental performance tend to have 
higher ROE.

•	 ROE and SocPerf: The correlation coefficient is 0.365, reflecting a moderate 
positive relationship between ROE and Social Performance. This implies that 
stronger social performance is associated with higher ROE.
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•	 ROE and GovPerf: The correlation coefficient is 0.310, indicating a moderate 
positive relationship between ROE and Governance Performance. Firms with 
better governance practices generally exhibit higher ROE.

ESG Performance Relationships

•	 EnvPerf and SocPerf: The correlation coefficient is 0.550, showing a strong 
positive relationship between Environmental and Social Performance. Firms 
that excel in environmental performance are likely to also perform well socially.

•	 EnvPerf and GovPerf: The correlation coefficient is 0.400, indicating a moderate 
positive relationship between Environmental and Governance Performance. 
Firms with better environmental practices tend to have stronger governance 
performance.

•	 SocPerf and GovPerf: The correlation coefficient is 0.470, reflecting a moderate 
positive relationship between Social and Governance Performance. Higher 
social performance is generally associated with better governance practices.

Size and Financial/ESG Performance

•	 Size and ROE: The correlation coefficient is 0.150, suggesting a weak positive 
relationship between firm size and ROE. Firm size has a minor influence on 
ROE.

•	 Size and ESG Variables: The correlations between Size and the ESG performance 
metrics (EnvPerf, SocPerf, GovPerf) are relatively low, indicating that firm size 
has little impact on ESG performance in this sample.

Leverage and Financial/ESG Performance

•	 Leverage and ROE: The correlation coefficient is -0.280, indicating a weak 
negative relationship between Leverage and ROE. Higher leverage is associated 
with lower ROE.

•	 Leverage and ESG Variables: The correlations between Leverage and ESG 
performance metrics are also low, suggesting that leverage does not have a 
strong effect on ESG performance in this sample.

Panel Regression Results

Variable Coefficient Standard Error t-Statistic p-Value
Intercept 5.230 1.045 5.00 0.000***
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Variable Coefficient Standard Error t-Statistic p-Value
EnvPerf 0.075 0.025 3.00 0.003***
SocPerf 0.060 0.028 2.14 0.034**
GovPerf 0.045 0.022 2.05 0.041**
Size 0.015 0.012 1.25 0.211
Leverage -0.020 0.018 -1.11 0.266
R-squared 0.462
Adjusted R-squared 0.450
F-statistic 22.75 0.000***
Observations 100

Significance Levels:
*** p < 0.01, ** p < 0.05

Intercept: Coefficient: 5.230
The intercept represents the estimated ROE when all independent variables 

are zero. It is statistically significant (p < 0.01), indicating that the baseline ROE is 
significantly different from zero.

Environmental Performance (EnvPerf): 

Coefficient: 0.075, Standard Error: 0.025, t-Statistic: 3.00, p-Value: 0.003***
The positive and statistically significant coefficient (p < 0.01) for Environmental 

Performance suggests that for every one-unit increase in environmental performance 
score, ROE increases by 0.075 units. This indicates that better environmental 
practices are associated with higher profitability.
Social Performance (SocPerf): Coefficient: 0.060, Standard Error: 0.028, 
t-Statistic: 2.14, p-Value: 0.034**

The coefficient for Social Performance is positive and statistically significant 
(p < 0.05). This means that an improvement in social performance by one unit is 
associated with a 0.060 unit increase in ROE. This shows a positive relationship 
between social performance and profitability.

Governance Performance (GovPerf)

Coefficient: 0.045, Standard Error: 0.022, t-Statistic: 2.05, p-Value: 0.041**
The positive and statistically significant coefficient (p < 0.05) for Governance 

Performance indicates that better governance practices contribute to a 0.045 unit 
increase in ROE for every one-unit improvement in governance score. This suggests 
a beneficial impact of governance quality on financial performance.
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Firm Size (Size)

Coefficient: 0.015, Standard Error: 0.012, t-Statistic: 1.25, p-Value: 0.211, the 
coefficient for Firm Size is positive but not statistically significant (p > 0.05). This 
implies that firm size does not have a substantial impact on ROE in this sample.

Leverage: Coefficient: -0.020, Standard Error: 0.018, t-Statistic: -1.11, 
p-Value: 0.266

The coefficient for Leverage is negative and not statistically significant (p 
> 0.05). This indicates a weak and statistically insignificant negative relationship 
between leverage and ROE.

Model Fit

R-squared: 0.462, Adjusted R-squared: 0.450, F-statistic: 22.75, p-Value for 
F-statistic: 0.000***

The R-squared value of 0.462 suggests that approximately 46.2% of the variation 
in ROE is explained by the model. The significant F-statistic (p < 0.01) indicates that 
the overall model is a good fit for the data, and the independent variables collectively 
have a significant impact on ROE.

DISCUSSION OF FINDINGS

The panel regression analysis reveals several key insights into the relationship 
between ESG performance metrics and Return on Equity (ROE), with significant 
implications for understanding how environmental, social, and governance factors 
influence corporate financial performance.

Environmental Performance (EnvPerf): The positive and statistically 
significant coefficient of 0.075 for Environmental Performance suggests that 
improvements in environmental practices are associated with higher ROE.

This finding aligns with the work of Hart and Dowell (2010), who argue that 
strong environmental performance can lead to better financial outcomes by reducing 
costs and mitigating risks associated with environmental regulations. Furthermore, 
Clarkson et al. (2016) highlight that companies with robust environmental practices 
often experience enhanced operational efficiency and a positive reputation, which 
can contribute to improved financial performance. The evidence in this study 
supports the notion that investing in environmental sustainability can be beneficial 
for profitability.
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Social Performance (SocPerf): Social Performance shows a positive and 
statistically significant relationship with ROE, with a coefficient of 0.060.

This result is consistent with the research by Eccles et al. (2014), who found that 
firms with strong social performance tend to have better financial performance due to 
improved stakeholder relations and enhanced employee productivity. Additionally, 
GRI Standards Board (2021) suggests that effective social practices, such as fair labor 
practices and community engagement, can lead to a more motivated workforce and 
a stronger brand image, both of which can positively impact ROE. The findings 
confirm that socially responsible practices can drive financial success.

Governance Performance (GovPerf): The coefficient for Governance 
Performance is 0.045 and is statistically significant, indicating a positive impact on 
ROE.

This is in line with the work of Brown and Caylor (2006), who found that strong 
corporate governance is positively associated with financial performance due to 
improved management oversight and reduced agency costs. Similarly, the OECD 
(2015) emphasizes that good governance practices, such as effective board oversight 
and anti-corruption measures, can enhance investor confidence and operational 
efficiency. The results of this study reinforce the idea that robust governance 
structures contribute to better financial outcomes.

Firm Size (Size): The coefficient for Firm Size is positive but not statistically 
significant, suggesting minimal impact on ROE. This result is consistent with the 
findings of Demirgüç-Kunt and Maksimovic (1998), who found that the effect 
of firm size on financial performance can vary, and in some cases, may not be 
significant. The lack of significant impact in this study may indicate that, in the 
sample analyzed, firm size does not play a substantial role in influencing ROE 
compared to ESG factors.

Leverage: Leverage has a negative coefficient of -0.020 and is not statistically 
significant.

This finding aligns with the research by Frank and Goyal (2009), who noted 
that the impact of leverage on financial performance can be complex and context-
dependent. In some cases, high leverage may not significantly affect ROE, especially 
if the firm’s capital structure is managed effectively. The insignificance of leverage 
in this study suggests that other factors, such as ESG performance, may be more 
influential in determining ROE.

Model Fit: The R-squared value of 0.462 and significant F-statistic indicate that 
the model explains a substantial portion of the variation in ROE.
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The explanatory power of the model, as indicated by the R-squared and 
F-statistic, suggests that ESG performance metrics are important determinants of 
ROE. This supports the findings of numerous studies, including those by Clarkson 
et al. (2016) and Hart and Dowell (2010), which emphasize the relevance of ESG 
factors in financial performance.

The findings of this study underscore the importance of environmental, social, 
and governance performance in influencing financial outcomes. The results are 
consistent with existing literature, which highlights the significant role of ESG 
factors in enhancing corporate profitability. The lack of significant impact from firm 
size and leverage suggests that, in the context of this study, ESG metrics are more 
critical in driving financial performance.

SUMMARY, CONCLUSION AND RECOMMENDATIONS

Summary

This study examines the impact of Environmental, Social, and Governance (ESG) 
performance on Return on Equity (ROE) within the Nigerian context. The analysis 
uses panel regression to assess how improvements in ESG metrics affect financial 
performance, focusing on companies listed on the Nigerian Stock Exchange. The key 
findings reveal that environmental, social, and governance performance significantly 
influences ROE. Specifically, higher scores in environmental performance, social 
responsibility, and governance practices are positively associated with improved ROE. 
Firm size and leverage, however, do not have a statistically significant impact on ROE 
in this study. The model demonstrates a good fit, explaining approximately 46.2% of 
the variation in ROE, with a significant overall impact of the independent variables.

Conclusion

The results of this study underscore the importance of ESG performance in driving 
financial success. Companies that excel in environmental, social, and governance 
practices tend to achieve better financial outcomes, as reflected in their ROE. 
This aligns with existing literature, which highlights that ESG factors can enhance 
profitability by improving operational efficiency, stakeholder relations, and 
management practices. Despite the significant findings for ESG performance, firm 
size and leverage do not exhibit a strong influence on ROE in this context, suggesting 
that other factors may be more critical in determining financial performance.
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Recommendations

1.	 Enhance ESG Practices: Companies operating in Nigeria’s oil and gas sector 
should prioritize enhancing their ESG practices. This involves not only 
adopting sustainable environmental practices but also addressing social issues 
such as local community relations and improving governance structures. Given 
the sector’s significant environmental and social impact, firms should invest in 
advanced technologies to reduce emissions, engage in meaningful community 
development programs, and establish transparent governance practices. By 
doing so, companies can improve their Return on Equity (ROE) and ensure 
long-term financial stability.

2.	 Focus on ESG Metrics: Investors and stakeholders should integrate ESG 
performance metrics into their investment evaluation processes. The study’s 
findings highlight that companies with strong ESG practices tend to achieve 
higher ROE. Therefore, investors should use detailed ESG data, including 
environmental impact assessments and social responsibility reports, to make 
more informed investment decisions. This approach not only aligns with global 
sustainability trends but also enhances the potential for better financial returns.

3.	 Policy and Regulation: Policymakers should develop and implement robust 
policies to promote ESG reporting and transparency within the Nigerian oil 
and gas sector. Specific recommendations include:
•	 Standardization of ESG Reporting: Establish standardized ESG reporting 

frameworks tailored to the Nigerian context to ensure consistency and 
comparability.

•	 Incentives for ESG Integration: Provide incentives for companies that adopt 
advanced ESG practices, such as tax breaks or preferential treatment in 
government contracts.

•	 Capacity Building: Invest in training and resources to help companies, 
especially small and medium-sized enterprises (SMEs), integrate ESG 
practices effectively.

4.	 Further Research: Future research should address several key areas:
•	 Sector-Specific Studies: Investigate the impact of ESG performance on 

financial metrics beyond ROE, focusing on various sectors, particularly 
those with significant environmental and social impacts.
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•	 Long-Term Effects: Examine the long-term effects of ESG improvements 
on financial performance, considering how sustainable practices influence 
financial outcomes over extended periods.

•	 Firm-Specific Factors: Explore how specific firm characteristics, such as 
company size or market position, mediate the relationship between ESG 
performance and financial outcomes.

By focusing on these enhanced recommendations, companies and policymakers 
can better address the unique challenges of the Nigerian oil and gas sector, promote 
sustainable development, and improve financial performance, contributing to a 
more resilient and equitable business environment.
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