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The Impact of Environmental, Social and Governance
Performance ESG on the Financial Distress Risk and it's
Reflection on the Investment Efficiency: an Empirical Study
on Firms Listed on the Egyption Stock Exchange

Abstract

Research objective: the study aimed to analyze and test the
extent to which firms’ commitment to environmental, social and
governance performance practices contributes to reducing the
financial distress risk, and the impact of this on improving the
investment efficiency of firms listed on the Egyptian Stock
Exchange.

Research methodology: The study relied on the descriptive and
analytical approach, which combines both theoretical analysis of
the most important various literatures related to the research
topic, and also conducting an emprical study that targeted a
sample consisting of (50) firms listed on the Egyptian Stock
Exchange during the period from 2018 to 2023, for a number of
(300) observations, The researcher relied on the content analysis
approach to examine the actual historical data in the annual
financial statements to test the research hypotheses, using a set of
statistical methods represented by the Pearson correlation
coefficient and the Path Analysis model.

Research results: The results of the empirical study indicate:
First: firms’ commitment to environmental, social and
governance performance practices contributes negatively and
significantly in reducing the financial distress risk for firms listed
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on the Egyptian Stock Exchange. Second: The financial distress
risk has a negative and significant impact on investment
efficiency according to the state of under-investment. Third:
firms’ commitment to ESG practices contributes to activating
investment efficiency in firms listed on the Egyptian Stock
Exchange. Fourth: There is a positive and significant indirect
effect of firms’ commitment to ESG practices on investment
efficiency when the financial distress risk mediates the
relationship.

Originality and value: The scientific addition to the research
appears in the attempt to contribute to the the cognitive
construction of one of the topics that has received great attention
in the global business environment, which is the topic of
environmental, social and governance performance (ESG), and
its role in reducing the financial distress risk, as well as its role in
improving the efficiency of investment by building the
confidence of various stakeholders in firms listed on the ESG
index, This enhances the competitive advantage of companies
and ensures their sustainable survival. This research is also a
continuation of research related to financial markets and
improving the economic situation worldwide and thus all firms in
emerging financial markets can benefit from its results in
achieving the financial health of firms, and thus activating
investment efficiency.

Keywords: Environmental, social and governance performance
(ESQ), financial distress risk, investment efficiency.
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