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1.Introduction  

During the last two decades, sustainable or 

ESG reporting has become an issue of 

interest for accounting and financial 

researchers. Capital market policymakers 

and global stock exchange decision-makers 

have approved that the disclosure of non-

financial information about performance 

and risk is essential to investors and to the 

sustainability of modern capital markets 

(Ho, 2017). Based on the Sustainable Stock 

Exchange (SSE) initiative, is expected that 

most large companies will take practical 

actions about the environment and society 

by 2030 (SSE, 2015). Previous literature 

indicates that capital market participants are 

interested in the transparency and 

disclosure of information published in ESG 

reporting and want the growth of 

transparency in ESG reporting (Li et al., 

2017; Velt, 2019; Eccles et al., 2011). It is 

because the qualitative characteristics of 

accounting information such as 

comparability, reliability and timeliness are 

important to capital market participants. 

Also, ESG reporting can be the basis of 

stakeholder management because 

stakeholders have found that non-financial 

information can be useful to them. In 

addition, the main goal of companies has 

changed from maximizing wealth and value 

for shareholders to value creation for 

stakeholders in modern financial and 

accounting literature. This issue has 

become more critical after the 2008 

financial crisis (Al Amosh et al., 2023). 

Despite this notable heightened, the main 

question that has been less explored in 

previous literature is whether ESG 

reporting can lead to value creation and 

better FP. Also, what elements can affect 

this relationship? The results of previous 

studies on the first question in developed 

countries are contradictory. That is, the 

results were positive, negative, or unrelated 

(Al Amosh et al., 2023; Li et al., 2017; Velt, 

2019; Cho et al., 2006; Madsen & Rodgers, 

2015). Considering different theories in the 

field of sustainability (i.e., Institutional, 

Legitimacy and Stakeholder theories) and 

in order to achieve the goal, the theory of 

stakeholders has been used to develop 

hypotheses (Rezaee, 2017; Li et al., 2017; 

Velt, 2019). Also, considering the critical 

role of the CEO in making decisions and 

organizing the company, this study 

provides empirical evidence of its 

interaction role. 

In the literature of traditional financial 

management, the primary and ultimate goal 

of the company is to maximize the 

shareholders’ wealth. Based on this, 

financial reports can determine the financial 

performance and firm value by disclosing 

timely and reliable information and 

decreasing  information asymmetry. Thus, 

the purpose of the shareholder theory is to 

invest the company's resources in activities 

that are in the interests of the shareholders 

(Fama and Jensen, 1983) and, leave 

activities that are useful for society and the 

environment. Also, according to the 

shareholder theory, the activities or 

motivations of managers to do things are to 

achieve short-term profits, which are in line 

with the realization of their individual 

interests. In the modern perspective of 

strategic management, the stakeholder 

theory was presented by Friedman (1984). 

Stakeholder theory indicates that the 

interaction and communication of 

stakeholders with the firm can create value 

for the firm and increase the welfare of the 

stakeholders. In the stakeholder theory, the 

organization can be considered as a part of 

the social system in which different groups 

work together to achieve the goals of the 

social system. The main objevtive of the 

stakeholder theory is to attain maximum 

stable performance and wealth creation for 

the stakeholders in the long term. In order 

achieve this goal, non-financial ESG 

activities lead to strengthening and 

improving the relationship between 

stakeholders and reducing conflicts 

(Rezaee, 2017). Previous empirical studies 

on stakeholder theory indicate that 

sustainability performance and activities 
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can increase corporate value through 

corporate social responsibility (CSR), 

fulfilling environmental obligations, and 

raising their reputation (Rezaee, 2017; 

Campbell, 2007; Clarkson et al., 2011; 

Weber, 2008).  

Previous literature has documented that 

there has been a growing demand for non-

financial information disclosure and change 

in financial reporting over the past 20 years 

(Li et al., 2018). The disclosure of 

managers' actions in ESG reporting can lead 

to strengthening relationships between 

stakeholders (Dhaliwal et al., 2011). Also, 

the information disclosed in the ESG 

describe reduces information asymmetry 

between the company and other 

stakeholders, and in addition to 

strengthening relationships between 

stakeholders, it increases operation and 

financial performance through 

consumption, investment, reducing 

employee counterproductive behaviors, etc. 

Finally, ESG reporting can reduce agency 

costs by improving stakeholder 

engagement.Thus, we argue that by 

disclosing non-financial ESG information, 

companies can better attract limited 

resources and increase the company's FP by 

establishing better communication with 

stakeholders. 

In the finance and accounting literature, 

many studies have recently focused on CEO 

power.  Finkelstein (1992) and Adams et al. 

(2005) point out that the power of the CEO 

is measured based on the CEO's ability to 

solve the conflict in the company and 

influence the company's critical decision-

makers. CEO power includes four 

dimensions of power structure, ownership 

power, expertise power and, prestige power 

(Finkelstein, 1992). From the point of view 

of corporate governance, the CEO is a 

person who can participate in the strategic 

decisions of the company and influence 

them (Busenbark et al., 2016). Velte (2019) 

points out that CEO power has significantly 

influences over the content of financial and 

non-financial disclousers. Javeed and Lefen 

(2019) showed that CEO power affects the 

relationship between non-financial 

reporting and financial performance. 

Veprauskaite and Adams (2013) found that 

power of the CEO moderates the link 

between CSR and FP. Li et al. (2018) 

conducted a study in the UK and found that 

the relationship between ESG and FV was 

positively influenced by CEO power. The 

results of the empirical studies that 

conducted on the moderating role of the 

CEO power are in line with the stakeholder 

theory. In other words, based on the 

stakeholder theory, the CEO power has 

been able to have positive economic 

consequences for companies. Thus, we 

argue that the relationship between ESG 

score and FP and FV is influenced by CEO 

power. Following previous studies (Sheikh, 

2019; Muttakin et al. 2018; Li et al., 2018), 

we use the CEO power index, which 

includes four dimensions of power, to 

measure the moderator variable of CEO 

power. 

The Arab developing countries are facing 

many problems that lead to the 

development process being delayed due to 

bad economic conditions, economic 

sanctions and, increased corruption. 

Therefore, this issue has affected the 

financial performance of the  Arab capital 

market (Al Amosh et al., 2023). On the 

other hand, the occurrence of the Arab 

Spring and  the state formation of the 

Islamic State of Iraq and Syria (ISIS) have 

had a negative impact on economic 

indicators, and there are many concerns 

about increasing political, social and, 

environment risks. Chang et al. (2022) point 

out that terrorist activities lead to an 

increase in macroeconomic uncertainty and 

cause managers to worry about the future 

performance of companies. In addition, due 

to weak corporate governance and ISIS, the 

desire for transparency has decreased and 

corruption has increased in the period from 

2012 to 2018 in Iraq (Salehi et al., 2022).  

These factors have caused a decrease in the 

attraction of investment. Also, there are no 
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mandatory regulations to disclose ESG 

information in the ISE. However, because 

of the crises of low economic growth, water 

scarcity, import of energy and human 

rights, ESG reporting has become an 

important issue for stakeholders in Arab 

countries including Iraq (Al Amosh et al., 

2023). Miller et al. (2021) believe that 

based on stakeholder theory, sustainability 

issues become more essential for 

stakeholders in crises. Considering the 

background, we argue that the Iraq capital 

market can provide a suitable place to 

examine the influence of the CEO power on 

the relationship between ESG and FP (or 

ESG and FV) .  Thus, it is crucial to 

investigate this question and address this 

research gap. 

In this study, 440 firm-year observations 

from 2013 to 2022 were used for companies 

listed on the ISE. Panel multivariate linear 

regression was used to test the hypotheses. 

The results of the study showed that the 

ESG score has a positive and significant 

effect on the FP and FV. Also, the research 

results indicate that the relationship 

mentioned above is strengthened under the 

influence of the CEO power. Considering 

robustness checks, the fitting results of the 

GMM method are not different from those 

obtained from the panel method. The main 

contributions of the present study are 

described below. First, this study examines 

the relationship between ESG score and FV 

(or ESG score and FP) under the influence 

of CEO power in Iraq, which is a little-

known capital market. Second, the results 

of this study enrich the literature on ESG 

reporting by identifying the CEO power as 

a new driver of disclosure polices in Iraq 

emerging economy. These results showed 

that the CEO power can strengthen the trust 

of  stakeholders and finally lead to wealth 

creation. Third, The findings of the present 

study improved our understanding of the 

impact of CEO power. Finaly, from a 

theoretical point of view, the present study 

used a combination of theories, including 

stakeholders, economic (proprietary costs), 

and upper echelons theories, to investigate 

the effect of the CEO power. 

 

1.1 ESG reporting and financial 

performance and firm value 

One of the most critical and challenging 

issues in business is information 

transparency. Information transparency 

leads to areduction of information 

asymmetry and an increase in 

accountability through the  disclosure of 

financial and non-financial information to 

stakeholders. In the past, only financial 

information was sufficient to meet the 

demands of shareholders. But, with the 

increase of adherents of sustainable 

development in the world, the demand for 

disclosure of non-financial information 

increased for stakeholders (Lipunga, 2015). 

Thus, non-financial information covered 

information in three different scopes, 

including environment, society and, 

corporate governance and create modern 

reporting approaches such as sustainability 

or ESG reporting (Al Amosh and Mansor, 

2021). 

Various theories (i.e., stakeholder theory, 

legitimacy theory, Institutional theory) can 

be used to explain the impact of ESG 

reporting on FP ( ESG and FV). A review 

of previous studies shows that stakeholder 

theory has been widely used to justify the 

motivation of companies to disclose 

information (Al Amosh and Mansor, 2021; 

Li et al., 2018; Velt, 2019; Rezaee, 2017; 

Deegan and Unerman, 2011). Also, the 

stakeholder theory is one of the primary and 

significant changes in the last century and 

has caused many debates in the academic 

literature. Stakeholder theory was proposed 

by Freeman (1984) to meet the information 

needs of stakeholders. In the view of 

Freeman (1984), stakeholders are 

considered as groups or individuals who 

can have a two-way relationship with the 

company and not only have an impact on 

the company but also be influenced by it. 

According to this theory, increasing the 

satisfaction among the stakeholders leads to 
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an increase in the probability of the 

company's long-term success. Stakeholder 

theory is a theory of management, ethics, 

law, economics and society about the 

company and it deals with how the 

company should really act to be successful 

and create value for everyone (Visser et al., 

2009). Considering stakeholder theory, the 

function of managers and principles is to 

perform their functions in line with the 

interests of all individuals and groups so 

that the interests of the stakeholders are on 

the same line, a balance is created between 

them and finally, the interests of all the 

stakeholder are managed (Wu, 2010). Thus, 

disclosure of financial and non-financial 

information can lead to the reduction of 

interest conflict and information asymmetry 

and ultimately improve FP and FV. Li et al. 

(2018) argue that with improved ESG 

reporting in the capital market, it becomes 

easier for investors and other key 

stakeholders to allocate resources. Thus, 

this issue leads to the strengthening of the 

relationship between the company and the 

stakeholders and increases the FV of the 

company in the long term. 

Previous literature highlighted that ESG 

reporting has advantages to capital markets, 

company managers and financial 

institutions. First, price transparency can be 

increased by disclosing of public and 

diverse information in the capital market 

and economy (Goldstein & Yang, 2015). 

Second, ESG reporting allows managers to 

observe the feedback of information 

disclosure in the capital market and use this 

feedback to improve internal mechanisms 

and investment decisions (Chen et al., 

2007). Third, it reduces the information 

asymmetry by improving the disclosure of 

non-financial information in the capital 

market and leads to the alignment of 

stakeholders (Banerjee et al.,2015). Fourth, 

As a significant financial institution in the 

capital market, socially responsible mutual 

funds consider ESG reporting in their 

investment decisions (Van Duren et al., 

2016). Lastly, ESG reporting can reduce 

agency costs caused by interest conflicts 

and minimize the possibility of myopic 

decisions-making (Li et al., 2018). 

Recent empirical evidence shows that ESG 

reporting has a positive and significant 

impact on FP and FV (Al Amosh et al., 

2023; Bruna et al., 2022; Li et al., 2018; 

Velt, 2019). These results support the 

stakeholder theory. Al Amosh et al. (2023) 

find that ESG reporting has a positive and 

significant effect on the financial 

performance (ROA and Tobin’s Q)  of 

companies in Levant countries. Based on 

emerging markets, Bahadori et al. (2021) 

observed that a higher ESG score leads to 

higher FP. Using the European listed 

companies, Bruna et al. (2022) showed that 

ESG reporting has a positive effect on FP. 

Buallay et al. (2020) indicate that CSR 

reporting has a positive impact on the FP of 

Mediterranean countries. Li et al. (2018) 

find that ESG disclosure has a significant 

impact on FV (Tobin’s Q). Using 

Malaysian companies, Sadiq et al. (2020) 

found that ESG reporting has a positive 

impact on FV. Cormier & Magnan (2007) 

and Aerts et al. (2008) point out that 

environment reporting has a positive effect 

on FV. Considering stakeholder theory and 

previous empirical evidence, we expect 

ESG reporting to have a positive and 

significant impact on FP and FV. Thus, our 

hypotheses are as follows: 

 

H1: A high ESG reporting score leads to an 

increase in financial performance. 

H2: A high ESG reporting score leads to an 

increase in the firm value. 

 

1.2 The moderator role of CEO power 

Although CEO power has been considered 

in the corporate governance literature, its 

benefits for companies have not been 

entirely determined (Larcker and Tayan, 

2012). The power of the CEO comes from 

their position  and the CEO is always 

considered one of the people who have the 

most power in the firm. The power of the 

CEO has a potential influence on the 



Saied Ali Ahmadi et al.                                    The Effect of ESG on Financial Performance and Firm Value … 

76 

company’s decisions. The CEO power is 

defined as the ability of managers to 

examine and overcome conflicting internal 

and external situations and to influence the 

critical decisions of the organization 

(Finkelstein, 1992; Adams et al., 2005). It 

can be said that the most crucial role of the 

CEO in companies is not only to create 

wealth for the stakeholders (Papadakis, 

2006)  but also to maximize future 

opportunities for them (Kanter, 1982). 

Finkelstein (1992) has provided the four 

dimensions to create CEO power that may 

explain how CEO power is generated. The 

first dimension is structural power. This 

power is made based on management 

structure and organizational position levels. 

The second dimension is the power of 

ownership. This power is made when 

people are the founders or shareholders of 

the company. The third dimension is expert 

power. This power is determined based on 

the CEO's familiarity with the company 

environment. Criteria for recognizing this 

power include having experience, having 

skills, having expertise, and so on. The last 

dimension is the power of prestige.  This 

means is a managerial reputation and elite 

in the institutional environment and among 

stakeholders.  

Previous studies indicate that the 

importance of individual characteristics has 

been neglected in the board of directors or 

the top management team in traditional 

economic theories and empirical evidence 

of information disclosure (Habib and 

Hossain, 2013; Velt, 2019). In contrast, 

behavioral economics emphasizes that 

information disclosure and performance are 

influenced by the individual characteristics 

of the top management team. In other 

words, the effect of CEO power on the 

relationship between ESG reporting and FP 

is explained through the upper echelons 

theory (Velt, 2019; Hambrick, 2007). The 

literature review of upper echelons theory, 

stakeholder theory and empirical evidence 

reveals that top management team (i.e., 

CEO) motivations and characteristics 

(compensation, power, duality, tenure, 

gender, education, ability and, experience) 

have a considerable influence on the 

relationship between disclosure policies 

and FP (Busenbark et al., 2016; Berns and 

Klarner, 2017; Habib and Hossain, 2013; 

Winschel and Stawinoga, 2019; Velt, 

2019). Upper echelons theory in strategic 

management focuses on the role of 

managers’ characteristics on the company 

performance and considers the difference 

between the performance of companies in 

an industry to be the result of the difference 

between the performance of their managers, 

and this difference in the performance of 

managers is also the result of a set of 

differences, including the difference in the 

characteristics of managers, gender, 

experience and age (Hambrick, 2007). 

Also, based on stakeholder theory, Velt 

(2019) indicates that increasing the CEO 

power is useful when the CEO is motivated 

to improve the firm performance through 

stakeholder management. By studying 

Pakistani companies, Javeed and Lefen 

(2019) find that CEO power has a positive 

and significant impact on the link between 

information disclosure and FP. Empirical 

evidence  of Rossi et al. (2021) showed that 

the characteristics of board members have a 

positive impact on the link between CSR 

and FP. Considering a sample of French 

companies, Kahloul et al. (2022) find that 

the characteristics of the board of directors 

have a positive and significant impact on 

link between information disclosure (i.e., 

CSR) and FP. Thus, considering the 

stakeholder and upper echelons theories and 

empirical evidence, we argue that 

increasing CEO power leads to an improved 

link between ESG reporting and FP. The 

third hypothesis is as follows: 

 

H3: There is a positive moderating effect of 

CEO power on the the relationship between 

ESG reporting and FP. 

 

Previous literature indicates that the CEO 

power can affect the policies of information 
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disclosure. Song & Thakor (2006) find that 

CEO are motivated to control the 

information provided to the board of 

directors. Goldman & Slezak (2006) and 

Axelson & Baliga (2009) point out that 

CEO power can affect the quality of 

information disclosure. Chang et al. (2010) 

show that the  disclosure of the useful 

operational and strategic decisions of the 

CEO in the form of disclosure reports can 

lead to a positive reaction of investors to the 

CEO's ability and, thus increase the CEO 

pay. Hui & Matsunaga (2015) believe that 

the CEO can reflect signals about the power 

and capabilities of the CEO to the capital 

market by disclosing information about 

factors affecting the competitive 

environment and predicting future 

economic outcomes. Thus, high disclosure 

quality is a sign of the CEO power to 

increase wealth and FV. Considering ESG 

reporting as a proxy for disclosure quality, 

Li et al. (2018) suggest that the presence of 

a strong CEO leads to a greater impact of 

ESG reporting on FV. Considering upper 

echelons theory and the economic theories 

of information disclosure, García‐Sánchez 

et al. (2020) show that CEO power has a 

direct and indirect effect on the company's 

disclosure policies. Economic theories 

justify disclosure of information through 

greater benefits than costs (i.e., proprietary 

costs theory) (Verrecchia, 1983). This 

theory leads to a competitive advantage for 

the company. Upper echelons theory 

indicates that demographic characteristics 

of CEO, such as age, education, and, 

experience affect the type and amount of 

information they use, and this also affects 

strategic decisions and FP (Hambrick, 

2007). Thus, We argue that the power  of 

the CEO can moderate the link between 

ESG reporting and FV by mitigating 

conflicts of interest. The fourth hypothesis 

is as follows: 

 

H4: There is a positive moderating effect of 

CEO power on the the relationship between 

ESG reporting and firm value. 

2.  Research Methods 

2.1 Sample and data 

In the present study, the companies listed in 

the ISE were selected as the statistical 

population from 2013 to 2022. The study 

sample was selected based on the following 

criteria. The number of companies listed to 

the ISE on December 31, 2022 is equal to 

112 companies. Companies related to 

banking, investment and, insurance sectors 

were eliminated. Also, some companies do 

not disclose the information required for 

this study, or their information was 

incomplete. Therefore, they were removed. 

Finally, the number of research sample 

companies was 44 companies or 440 

company years. 
Description Observation 

Initial sample from 2013-2022 1,120 

Less: firms-year insurance sector (40) 

Less: firms-year non-disclosure or 

missing of data 
(160) 

Less: firms-year banking and 

investment sectors 
(480) 

Final sample 440 

 

The data required to calculate the research 

variables were extracted from the ISE 

databases and financial and non-financial 

reports published by the ISE. Data were 

analyzed based on panel data method and, 

multivariate linear regression method was 

used to test study hypotheses. Also, 

descriptive and inferential statistics were 

used to analyze the research estimates. F-

limer, Hausman and, multivariate linear 

regression tests were used to perform 

inferential statistics. 

 

2.2. Research Models and Variables 

In the present study, the following models 

were used to estimate the study hypotheses. 

These models have been used in previous 

researche, such as Li et al. (2017) and Velt 

(2019). 

 

𝑄𝑇𝑖,𝑡 =  𝛼0  + 𝛼1𝐸𝑆𝐺 𝑖,𝑡  +
 𝛼2𝐶𝐸𝑂𝑃 𝑖,𝑡  + 𝛼3𝐸𝑆𝐺 𝑖,𝑡  × 𝐶𝐸𝑂𝑃 𝑖,𝑡  +
 𝛼4𝐹𝐴𝑖𝑡 +  𝛼5𝑆𝑖𝑧𝑒 𝑖,𝑡  + 𝛼6𝐿𝑒𝑣 𝑖,𝑡 +
 𝛼7𝐺𝑅 𝑖,𝑡 + 𝛼8𝐶𝑎𝑠ℎ 𝑖,𝑡 +𝜀 𝑖,𝑡                                                              
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(Model 1) 

 

𝑅𝑂𝐴𝑖,𝑡 =  𝛼0  +  𝛼1𝐸𝑆𝐺 𝑖,𝑡  +
 𝛼2𝐶𝐸𝑂𝑃 𝑖,𝑡  + 𝛼3𝐸𝑆𝐺 𝑖,𝑡  × 𝐶𝐸𝑂𝑃 𝑖,𝑡  +
 𝛼4𝐹𝐴𝑖𝑡 +  𝛼5𝑆𝑖𝑧𝑒 𝑖,𝑡  + 𝛼6𝐿𝑒𝑣 𝑖,𝑡 +
 𝛼7𝐺𝑅 𝑖,𝑡 + 𝛼8𝐶𝑎𝑠ℎ 𝑖,𝑡 +𝜀 𝑖,𝑡                                           

(Model 2) 

 

In the above models, 𝑄𝑇𝑖,𝑡 indicates firm 

value i at time t.  𝑅𝑂𝐴𝑖,𝑡  is the return on 

assets ratio i at time t. 𝐸𝑆𝐺 𝑖,𝑡  refers to 

environmental, social and governance i at 

time t. 𝐶𝐸𝑂𝑃 𝑖,𝑡  represents the CEO power 

i at time t. 𝐹𝐴𝑖𝑡 is fixed assets i at time t. 

𝑆𝑖𝑧𝑒 𝑖,𝑡  indicates firm size i at time t. 

𝐿𝑒𝑣 𝑖,𝑡  represents the firm debt leverage i at 

time t. 𝐺𝑅 𝑖,𝑡 is the firm sales growth i at 

time t. 𝐶𝑎𝑠ℎ 𝑖,𝑡  refers to firm cash i at time 

t.  

 

2.3 Main variables 

Considering the above models, the 

dependent variables are Tobin’s Q and 

ROA (Li et al., 2017; Velt, 2019; Kalia and 

Aggarwal, 2023). The independent variable 

in this study is ESG activities, which is 

calculated for each firm annually and based 

on the disclosure of ESG activities. 

Disclosures related to ESG are present in 

financial and non-financial reports. 

Following prior literature (Li et al., 2017; 

Velt, 2019; Kalia and Aggarwal, 2023; 

Ruan and Liu, 2022; Al Amosh et al., 2023), 

we obtained the total ESG score by 

aggregating the environmental (emission, 

innovation and resource use), social 

(community, product responsibility, 

workforce and human rights) and 

governmental (management, shareholders 

and CSR strategy)  items. Thus, the dummy 

variable is used to measure ESG disclosure 

indicators. If the item is disclosed by the 

firm, it is given a score of 1 and otherwise 

it is given a score of zero. Then, a simple 

average of ESG score is calculated for each 

company in each year. This proxy is based 

on Thomson Reuters Eikon indicators that 

have been generally used in previous 

studies (Li et al., 2017; Velt, 2019; Kalia 

and Aggarwal, 2023; Ruan and Liu, 2022: 

Al Amosh et al., 2023).  

Our moderating variable in this research is 

CEO power. Following prior literature (Li 

et al., 2019; Oradi et al., 2020; Sheikh, 

2019), we used the CEO Power Index. The 

index  of CEO power is calculated by 

integrating CEO power dimensions. The 

dimensions of CEO power include 

structural power, ownership power, expert 

power and prestige power 

(Finkelstein,1992). Similar to the previous 

literature (Sheikh, 2019; Muttakin et al., 

2018), and the data disclosed in the ISE, we 

decided to use the strategy of integrating by 

a combination of four elements of power, 

including founder CEO, CEO expert, CEO 

duality and CEO ownership. A dummy 

variable was used for each of the items, and 

finally, the average score was considered as 

the CEO power index. 

Based on previous literature, we controlled 

for the effects of firm size, financial 

leverage, sales growth, fixed assets, and 

cash (Li et al., 2017; Velt, 2019; Javeed and 

Lefen, 2019; Li et al., 2018; Aggarwal et 

al.,2010). The method of measuring all 

study variables are fully explained in          

Table 1. 

 

 

Table 1: Variables of the study 

Variables  Measurement Sign 

Dependent variables   

 Tobin’s Q (QT) It is measured by the market value of capital to 

book value of assets ratio 

 

ROA Return on assets (ROA) is calculated by net 

income to assets ratio. 
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Independent variable   

 ESG It is calculated by the average scores of 

environmental, social and governmental items. 

ESG score for each firm can be between zero 

and one. 

+ 

Moderating variable   

CEOP It is measured  based on the average score four 

criteria: structural power, ownership power, 

expert power, and prestige power. + 

Control variables   

FA It is the fixed assets (FA) to total assets ratio + 

Size It is calculated based on the natural logarithm 

of total assets. 
+ 

Lev It is the total debt to total assets ratio. - 

GR GR shows the percentage changes in the firm's 

sales.  
+ 

Cash Cash calculated by dividing cash by total 

assets. 
+ 

3. Results and Discussion 

3.1. Descriptive Statistics 

Table 2 provides a summary of descriptive 

statistics for study variables. Descriptive 

statistics provide useful information about 

the mean, median, and standard deviation 

(SD). The mean and SD of the dependent 

variable of the FV are equal to 1.235 and 

0.498, respectively. ESG score is between 

zero and one. The mean and SD of ESG 

score are 0.394 and 0.172, respectively. 

These results indicate that the average 

disclosure score of the sample companies in 

the ISE is less than 0.5. In the study period, 

the mean and SD of the dependent variable 

of financial performance (ROA) are 0.072 

and 0.254, respectively.  The mean and SD 

of CEO power variable are 0.356 and 0.159, 

respectively. 

Table 2: Descriptive Statistics 

Var Obs Mean Median SD Maximum Minimum 

QT 440 1.235 1.113 0.498 1.659 1.047 

ROA 440 0.072 0.021 0.254 0.128 -0.851 

ESG 440 0.394 0.258 0.172 0.468 0.214 

CEOP 440 0.356 0.248 0.159 0.500 0.250 

FA 440 0.251 0.179 0.548 0.310 0.153 

SIZE 440 14.251 14.015 1.258 18.542 11.879 

LEV 440 0.289 0.241 0.058 0.546 0.147 

GR 440 0.057 0.049 0.154 0.079 0.035 

Cash 440 0.002 0.002 0.124 0.034 0.016 

Table 3 presents the Pearson correlation 

matrix. Pearson correlation results indicate 

that the ESG variable and CEO power 

variable are positively and significantly 

related to the dependent variables of FV and 

FP.
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Table 3: Pearson correlation matrix 

Var QT ROA ESG CEOP FA SIZE LEV GR Cash 

QT 1         

ROA 0.214** 1        

ESG 0.645** 0.547** 1       

CEOP 0.348** 0.458** 0.148** 1      

FA 0.184** -0.254** 0.201 0.102 1     

SIZE 0.147** 0.195** 0.508* 0.0273** 0.057 1    

LEV -0.547** -0.283** -0.193 -0.216 -0.214 0.106 1   

GR 0.208** 0.278** 0.024** 0.065 0.028 0.052 0.047 1  

Cash 0.302** 0.215** 0.154 0.042 0.018 0.091 0.038 
0.21

6 
1 

Notes: ** P<= 1% and *P<= 5% 

 

3.2. Test of Hypotheses 

In the current study, the type of data includes 

time series and cross-section, which is called 

panel data. In order estimate the panel data, it 

is necessary to use the F-limer and Hausman 

tests to choose pooled or panel methods. The 

F-limer's diagnostic test, if the probability of F 

test is greater than 5%, the pooled method is 

used for estimation. The results of the F-limer 

test are presented in Table 4. Considering the 

F tests in the first and second models (0.935 

and 0.987), we use the pooled method. Thus, it 

is not necessary to perform Hausman's 

diagnostic test to select fixed effects or random 

effects. 

 

Table 4: F-limer and Hausman tests 

Equation F-test Outcome 

Equation (1)  0.935 Pooled data method 

Equation (2)  0.987 Pooled data method 

 

In order test the critical assumptions of linear 

regression, i.e., heteroscedasticity and serial 

autocorrelation of residuals, we used the 

Likelihood ratio and Wooldridge tests, 

respectively. The results reveal that in Table 5. 

Considering the significance level of 5%, the 

results of the Likelihood ratio test show that 

there is heteroscedasticity in all study models. 

In econometrics, it is suggested to use the 

generalized least squares method (GLS) to 

solve this problem. Also, the results of the 

Wooldridge test show that there is 

autocorrelation in all the study models. 

According to econometrics, the first-order 

autoregressive variable (AR (1)) was added to 

the models when fitting the study models. 

 

 

Table 5: Likelihood ratio and Wooldridge tests 

 Heteroscedasticity 

test 

Autocorrelation 

test 

Equation Lr chi2 Outcome F-test Outcome 

Equation 

(1)  

102.310 NR 20.241 NR 

Equation 

(2)  

262.504 NR 58.359 NR 

NR= Not Rejected 

 

Table 6 provides a multivariate linear 

regression fit for the results of the H3 

hypothesis. The H3 hypothesis of the study 

was proposed that by increasing the power of 

the CEO, the relationship between the ESG 

score and the FP can be increased. The 

coefficient and t-statistic in the interaction 

variable (i.e., ESG*CEOP) are 0.124 and 

4.308, respectively. The H3 hypothesis is not 

rejected at the 99% confidence level. The 

results of the study indicate that the 

moderating variable of the power of  the CEO 

has a considerable influence on the link 

between ESG and FP. The results of our study 

are consistent with the results of previous 

studies, such as Velt (2019) and Al Amosh et 

al. (2023). Also, the coefficients and t-statistics 

for the ESG score variable have a positive and 

significant effect on FP at the 99% confidence 

level. Thus, the H1 hypothesis is not rejected 

at the 1% significance level. In addition, the 

results of the study show that the CEO power 

variable (Coe= 0.186, t= 3.522) has a positive 

and significant effect on FP. Adjusted R-

squared (66% and 69%) for study models is 

provided in Table 7. The results of the study 

indicate that the independent and control 

variables have been able to explain the 

dependent variable in a favorable way. Finally, 

checking the fit of the whole model (i.e., F- 

test= 4.127 and 9.050) shows that the model is 
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significant at the 1% confidence level. 

 
Table 6: Results of the Hypothesis 

Var Coe t-teset Coe t-teset 

C 2.225 5.108** 2.281 5.311** 

ESG 0.048 3.212** 0.061 3.504** 

CEOP   0.186 3.522** 

ESG*CEOP   0.124 4.308** 

FA 0.488 3.248** 0.645 3.502** 

Size 0.519 3.946** 0.413 3.269** 

Lev 
-

0.056 

-

3.012** 

-

0.082 

-

3.504** 

GR 0.115 3.111** 0.147 3.614** 

Cash 0.298 4.187** 0.360 4.619** 

AR (1) 0.614 3.109** 0.521 3.512** 

F-test 4.127  9.050  

Durbin-

Watson 

1.945  1.896  

Adj R-

squared 

0.662  0.691  

Notes:  ** P<= 1% and *P<= 5% 

 

Table 7 describes the results of linear 

regression for the H4 hypothesis. According to 

the H4 hypothesis, it is predicted that when the 

power of the CEO the increases, the influence 

of the ESG score on the FV increases. The 

coefficient and t-statistics of the interaction 

variable (i.e., ESG*CEOP) are 0.053 and 

4.128, respectively. Hence, the H4 hypothesis 

is not rejected at the 1% significance level. 

This result indicates that the moderating 

variable of the power of  the CEO has a 

considerable influence on the link between 

ESG and FV. The results of our study are 

consistent with the results of previous studies, 

such as Li et al., (2017), Nekhili et al., (2017) 

and, Husser and Evraert-Bardinet, (2014). 

Also, the study results indicate that the ESG 

score has a positive and significant effect on 

the FV. Thus, the H2 hypothesis is not rejected 

at the 1% significance level. In addition, the 

coefficient of the CEO power (0.041, t= 3.057) 

has a positive and significant effect on the FV 

at the confidence level of 1%. Adjusted R-

squared for fitted models is 62% and 68% 

respectively. This indicates that the 

combination of independent and control 

variables has been able to explain the changes 

in the dependent variable. The significance of 

the F-statistic (6.031 and 7.201) is indicated at 

the 1% confidence level that the whole fitted 

model is significant. 

 

 

Table 7: Results of the Hypothesis 

Var Coe t-teset Coe t-teset 

C 2.057 4.028** 2.214 4.028** 

ESG 0.051 3.108** 0.078 3.108** 

CEOP   0.041 3.057** 

ESG*CEOP   0.053 4.128** 

FA 0.512 3.118** 0.568 3.295** 

Size 0.628 3.102** 0.520 3.175** 

Lev 
-

0.042 

-

3.471** 

-

0.064 

-

3.329** 

GR 0.124 3.248** 0.201 3.705** 

Cash 0.381 4.204** 0.307 4.011** 

AR (1) 0.370 3.512** 0.428 3.005** 

F-test 6.031  7.201  

Durbin-

Watson 

1.952  1.869  

Adj R-

squared 

0.621  0.684  

Notes: ** P<= 1% and *P<= 5% 

 

 

3.2. Additional analysis for CEO power 

To increase the robustness of the models and 

control any endogeneity bias, it is necessary to 

fit the research models using the generalized 

method of moments (GMM). One of the 

important features of the GMM method is that 

it solves the problem of heteroscedasticity and 

autocorrelation in the residuals of the fitted 

model by adding first differences and 

instrumental variables (i.e., lagged 

independent variables). Arellano – Bond test 

(AR(1) and AR(2)) used for autocorrelation of 

model residuals, the Sargan test was applied to 

over-identifying restrictions, and the Wald test 

was applied to the significance of the fitted 

model. The results of the study revealed that 

the power of the CEO has considerable 

influence on the link between ESG score and 

FP. Also, with increasing CEO power, we can 

expect to improve the association between 

ESG score and FV. 

 
Table 8: Additional Regression Analyses 

 Equation 1: 

Tobin’s Q 

Equation 2: 

RoA 

Variable Coef t-test Coef t-test 

C 2.817 3.350** 2.958 3.301** 
ESG 0.066 3.905** 0.083 3.527** 

CEOP 0.039 3.167** 0.095 3.506** 

ESG*CEOP 0.154 3.603** 0.134 3.865** 
FA 0.621 3.581** 0.542 3.205** 

Size 0.104 3.019** 0.185 3.620** 

Lev -0.165 -3.890** -0.138 -3.522** 
GR 0.354 3.508** 0.402 3.627** 

Cash 0.504 3.821** 0.642 3.541** 

Wald Test 38.040**  68.512**  
Sargan Test 21.351  22.201  

AR (1) 4.441**  4.635**  

AR (2) 2.314  2.287  
Notes: ** P<= 1% and *P<= 5% 
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4. Conclusion 

One of the challenging issues about companies' 

voluntary disclosure that has been developed 

in the sustainability reporting literature is ESG. 

In the last two decades, the goals of companies 

have changed from creating profits for 

shareholders to creating benefits for 

stakeholders. Thus, to increase revenue, and 

improve the quality of financial reporting, 

companies must disclose information related 

to the environment, society and governance 

(ESG). Rezaee (2017) believes sustainability 

reporting focuses on FP and ESG non-financial 

sustainability performance. According to his 

opinion, ESG performance can be created by 

maximizing the effectiveness of corporate 

governance and minimizing social and 

environmental harms that finally create value 

for stakeholders. Therefore, this study 

investigates the effect of ESG score on FP and 

FV through the moderating role of CEO power 

in Iraq companies. 

In this study, the authors provided empirical 

evidence regarding the effect of CEO power on 

the relationship between ESG disclosure score 

and FP ( or  ESG disclosure score and FV) on 

the ISE from 2013 to 2022. To achieve this 

goal, we used the linear regression method 

with panel data. The results showed that the 

ESG disclosure score has a positive and 

significant effect on the FP ( or FV). These 

results indicate that by improving the ESG 

score, transparency, accountability and 

information symmetry can be increased in the 

Iraq capital market. Hence, the necessary 

financial resources are allocated to these 

companies. Finally, firm value and financial 

performance increases by enhanced 

stakeholder trust.  Also, the results indicate that 

the relationship stated above is influenced by 

the power of the CEO as an interaction 

variable. In other words, when the power of the 

CEO increases, the impact of the ESG score on 

FP (the ESG score on FV) increases. Thus, the 

results of the study suggest that the 

concentration of the CEO power can lead to the 

creation of value for the stakeholders. Also, 

results of the study indicate that the CEO 

power can affect the voluntary disclosure 

policies of companies. Furthermore, our 

results are align recent studies (Li et al., 2017; 

Velt, 2019; Al Amosh et al., 2023). 

This study can have implications for a wide 

range of groups, including accounting 

standards setting and policymakers, board of 

directors, stakeholders, investors, and so on. 

Accounting standards-setting and 

policymakers can use the results of this study 

to improve non-financial information 

disclosure regulations in the Iraq capital 

market. Since the CEO power has a positive 

and significant effect on the FP (FV), it is 

suggested to the board of directors the 

companies listed in ISE to pay attention to the 

power indicators when hiring the CEO. 

Considering the positive impact of the SEG 

score on FP (the SEG score on and FV), 

investors are suggested to invest in companies 

that have a higher ESG rating. 

Although the authors performed robustness 

tests, some limitations should be considered 

when interpreting the results. First, this study 

has only examined the moderating role of the 

CEO power, and other moderating variables 

such as ownership structure, managers' 

compensation, and competition in the product 

market may affect this relationship, which 

have not been investigated. They can be 

investigated in future studies. Second, ESG 

measurement is based on Thomson Reuters 

Eikon indicators, and there may be another 

method for ESG measurement. However, 

when using different indicators to measure 

ESG, it is necessary to pay attention to the 

issue of information overload. This issue can 

be investigated in future studies. Finally, The 

CEO power index was measured based on the 

information available in the Iraq capital market 

and may differ in other countries. We 

encourage researchers to add further individual 

characteristics (e.g., compensation, tenure) to 

the CEO strength index in future studies. 
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