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ABSTRACT

This study examines the relationship between environmental, social, and governance (ESG)
practices and stock prices in the textile sector. Using data from Refinitiv Eikon (2005-2022), the
final sample comprises 669 observations from 103 companies. The data were analyzed using panel
data models, including Generalized Least Squares (GLS), Panel-Corrected Standard Errors
(PCSE), and Two-Stage Least Squares (2SLS). The results consistently show a positive
relationship between ESG practices and stock prices, indicating that investors value sustainability.
The results show that the social and environmental pillars are particularly significant in explaining
higher stock prices This sector is one of the largest environmental polluters while also holding
significant economic relevance. In this context, this study addresses a gap in the literature by
showing that adopting ESG practices in the textile sector not only increases stock prices but also
contributes to its sustainable development. These results provide a solid foundation for investment
decisions and corporate strategy formulation.
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RESUMO

Este estudo examina a relagdo entre as praticas ambientais, sociais e de governanga (ESG) e os
precos das agoes no setor téxtil. Foram utilizados dados de Refinitiv Eikon (2005-2022), com
amostra final de 669 observagoes relativas a 103 empresas. Os dados foram tratados em painel
de dados, incluindo modelos Generalized Least Squares (GLS), Panel-Corrected Standard Errors
(PCSE), and Two-Stage Least Squares (2SLS). Os resultados mostram consistentemente uma
relagdo positiva entre as praticas ESG e os precos das agoes, indicando que os investidores
valorizam a sustentabilidade. Os resultados mostram que os pilares social e ambiental apresentam
maior explicagdo do preco das agoes. Esse setor é um dos maiores poluentes ambientais, ao
mesmo tempo em que possui significativa relevancia economica. Nesse contexto, este estudo
preenche essa lacuna, demonstrando que a adogdo de prdaticas ESG no setor téxtil aumenta os
pregos das agoes e contribui para o desenvolvimento sustentavel do setor. Isso pode fornecer base
solida para decisoes de investimento e formulagdo de estratégias corporativas.

Palavras-chave: Value relevance. ESG. Industria téxtil. Investimentos sustentaveis.

1 INTRODUCTION

Kar (2015) states that despite its polluting effects, the textile industry plays an important
socioeconomic role, particularly in developing countries. For instance, the global apparel market
is projected to be valued at USD 1.84 trillion in 2025, representing about 1.6% of the world’s
Gross Domestic Product (GDP), with approximately 430 million people - or about 12% of the
global workforce - employed in fashion and textile production (Global Market Insights, 2025).
According to Berwal (2023), the textile sector is one of the most important in the Indian economy,
accounting for approximately 7% of the country’s total Gross Domestic Product (GDP), more than
12% of the manufacturing sector, and 13% of export revenues.

When released into the environment pollutants generated by the textile industry are among
the most hazardous to human health and pose significant environmental risks. The main
characteristics of pollutants include flammability, corrosiveness, reactivity, toxicity, and
pathogenicity (Oliveira et al., 2023). According to Abbate et al. (2024), the textile industry is one
of the largest contributors to global environmental pollution, exerting negative impacts across all
stages of its supply chain.

Given this economic significance and its high potential for pollution and health risks, the
study of Environmental, Social, and Governance (ESG) practices is crucial for enhancing
corporate performance in this sector (Tian et al., 2025; Zhang et al., 2024). Adopting ESG practices
can demonstrate that companies implementing environmental sustainability initiatives achieve
positive results, suggesting a convergence toward globally accepted environmental sustainability
standards (Danso et al., 2020). According to Busch et al. (2021), environmental and social aspects
are key issues in finance and markets, where a clear shift toward considering real impacts has been
observed.

Tian et al. (2025) analyzed Chinese textile and apparel companies between 2013 and 2023,
and showed that ESG performance contributes to firm valuation, with part of this effect mediated
by innovation capacity and amplified by digitalization. Similarly, Shao et al. (2025), in a study of
textile and garment companies listed in China between 2015 and 2022, found that ESG is
positively associated with firm value - particularly through the promotion of green innovation as
an intermediate mechanism. Finally, Islam (2025) examined how corporate maturity moderates
the value relevance of ESG disclosures in Bangladesh, indicating that younger companies benefit
more from this transparency as a signal of reliability and quality. These works enrich the
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contextualization by highlighting economic mechanisms - such as innovation and signaling - that
link ESG to financial performance in industries related to textiles.

In the context of financial markets ESG has been linked to stock pricing because investors
are considering additional metrics beyond traditional accounting (such as profit, revenue, and cash
flow). Kotsantonis and Serafeim (2019) argue that this relationship can be explained by the fact
that high ESG standards often enhance a company’s reputational image. Ademi and Klungseth
(2022) state that improving the ESG performance of publicly traded companies leads to an increase
in their market value and operational capacity.

The integrated adoption of ESG practices by organizations has been identified as a potential
source of competitive advantage in terms of financial performance (Khan, 2022). Examining the
relationship between ESG performance and stock value contributes to a more robust framework
for investment evaluation, while also fostering a business environment aligned with principles of
ethical conduct, social responsibility, and environmental sustainability. This analytical perspective
is particularly relevant in sectors such as the textile industry, which is often associated with
significant environmental challenges.

The integrated adoption of ESG practices by organizations has been identified as a potential
source of competitive advantage in terms of financial performance (Khan, 2022). Examining the
relationship between ESG performance and stock value contributes to a more robust framework
for investment evaluation, while also fostering a business environment aligned with principles of
ethical conduct, social responsibility, and environmental sustainability. This analytical perspective
is particularly relevant in sectors such as the textile industry, which is often associated with
significant environmental challenges.

Studies have shown a positive effect of ESG on stock prices (Miralles-Quiros et al., 2019,
2018; Sahlian et al., 2023; E-Vahdati et al., 2023; Migliavacca, 2024). Research has examined
different scenarios, including: the relevance of ESG performance in the Brazilian stock market
(Miralles-Quird6s et al., 2018); in companies in the banking sector (Miralles-Quirds et al., 2019);
in Italian firms (Cordazzo et al., 2020); South Korea’s tourism sector (Kwon & Shin, 2022);
comparing periods before and during the pandemic (Santos & Tavares, 2023); during times of
economic turbulence (Sahlian et al., 2023); and in companies from Japan and Malaysia (E-Vahdati
etal., 2023).

Thus, there is a lack of studies focused on the textile sector, which this research seeks to
address The importance of a sector-specific analysis lies in the fact that the textile industry is one
of the largest environmental polluters. In this context, companies adopting stronger ESG practices
are expected to be considered more environmentally sustainable, which, according to the
Stakeholder Theory, reflects a commitment to maximizing societal well-being. This, in turn, could
lead investors to better price these companies' stocks.

The research question is: What is the relationship between ESG practices and stock prices
in the textile sector? To address this question, the study examines the relationship between ESG
and stock prices in textile industry firms The hypothesis of the study is H1: ESG performance
information has a positive and significant relationship with stock prices in the textile industry. The
sample comprises 669 observations from 103 companies between 2005 and 2022. The choice of
2022 is justified as it represents the most recent year of data available at the time of collection.

This study contributes to the accounting and business literature by addressing a gap in
research on the value relevance of ESG practices in the textile industry, a sector with substantial
environmental impact and global socio-economic significance. By empirically demonstrating that
ESG practices positively affect stock prices in this specific sector, the research expands the
understanding of how non-financial indicators influence market valuation, thereby integrating
sustainability considerations into financial analysis frameworks.
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For academics, the findings provide evidence that supports and enriches theories such as
signaling theory and stakeholder theory, while also opening avenues for comparative studies in
other industries or geographic contexts. For investors, the results provide a basis for incorporating
ESG metrics into valuation models, enabling the identification of firms with lower environmental,
social, and governance risks and potentially superior long-term performance. For corporate
managers, the study highlights ESG adoption as a strategic tool to enhance reputation, attract
stakeholders, improve operational efficiency, and access sustainable capital at lower costs - thus
aligning social responsibility with financial performance.

2 LITERATURE REVIEW AND RESEARCH HYPOTHESIS FORMULATION

According to Elkington (2006), sustainability is an ethical obligation and a fundamental
strategy for corporate innovation and competitiveness. Esty and Winston (2006) argue that
companies investing in sustainability are building for the long term and mitigating risks associated
with climate change and environmental challenges. Liu and Cao (2024) add that sustainable
investments represent a strategic resource for companies.

The textile sector has historically contributed, and continues to contribute to economic
development worldwide. From a stakeholder perspective, there is an increasing appreciation for
practices that create value, foster innovation, promote sustainability, and address the needs and
expectations of market participants (Freudenreich et al., 2020). Liu et al. (2023) state that
companies with better ESG performance generally focus on textile/apparel design and marketing.
In contrast, companies with lower ESG performance primarily concentrate on raw material
production (e.g., fabrics, cotton). This perspective reinforces the notion that industrial companies,
which consume more environmental resources, tend to be more polluting.

Despite its economic contribution, the textile sector is one of the most polluting industries.
Hossain et al. (2018), in a study aimed at identifying the impact of wastewater from textile dyeing
industries in Bangladesh, and found that by 2021, the volume of effluents and pollutant load
generated by textile dyeing industries was 1.61 times higher than in 2016. The projection for 2025,
ceteris paribus, using linear interpolation with a constant rate, is approximately 2.90, underscoring
the urgency of changes in the textile sector.

Sakamoto et al. (2019) found that Bangladesh's primary causes of water pollution are
linked to the textile sector. This reinforces the view that companies are not balancing their
operational activities with environmental protection. The findings also indicate that regulatory
institutions in the country do not sufficiently motivate companies to comply with environmental
regulations, given the high import taxes, weak monitoring, inadequate enforcement of penalties by
government authorities, and the absence of explicit subsidy schemes.

Recent research in the textile sector offers converging evidence that ESG practices are
positively associated with firm valuation, yet through distinct but complementary mechanisms.
Tian et al. (2025) show that innovation capacity and digital transformation amplify the benefits of
ESG adoption, while Shao et al. (2025) emphasizes the role of green innovation as a key pathway
to value creation. Islam (2025) adds a maturity-based perspective, showing that younger
companies derive greater reputational and trust-based gains from ESG transparency. Taken
together, these findings suggest that ESG initiatives in the textile industry operate both as a market
signal - reducing perceived risk and enhancing credibility - and as a driver of operational and
technological improvements, which, in turn, foster competitive advantage.

In financial markets, Miralles-Quir6s et al. (2018) note a growing number of shareholders
considering ESG aspects in their investment decisions. According to Gracia and Siregar (2021),
investors who incorporate sustainable assets into their investment portfolios increase the available
capital for financing projects at net present value. Kong et al. (2023) argue that stronger ESG
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practices create intangible value, attract socially responsible investors, and mitigate risks,
increasing corporate value.

Recent literature highlights the growing influence of investors in shaping corporate
behavior through ESG-related expectations, which directly affect stock valuation. Institutional
investors are emerging as key drivers in demanding transparency and accountability from firms
regarding their ESG practices (Gillan et al., 2021). As ESG information becomes more integrated
into investment decision-making, investors tend to reallocate capital towards companies that
demonstrate strong sustainability performance, signaling lower risk and greater long-term
potential (Friede et al., 2015). According to Khan et al. (2016), firms with strong ESG profiles are
more likely to benefit from a valuation premium due to perceived resilience and stakeholder trust.
This aligns with the growing body of evidence indicating that market participants increasingly
incorporate ESG scores into their pricing models (Aureli et al., 2020; Kriiger, 2015). As a result,
ESG performance is no longer seen merely as a reputational asset, but rather as a fundamental
determinant of firm value, particularly in industries with high environmental and social materiality,
such as textiles.

Due to the competitive advantages associated with investments in ESG practices,
companies have increasingly adopted sustainable practices, as these can enhance liquidity (EI-
Kassar & Singh, 2019), improve stock returns (Friede et al., 2015), and/or reduce the cost of capital
(Gongalves et al., 2022). Adeneye et al. (2023) argue that ESG companies in market-based
economies benefit from a faster adjustment speed to achieve leverage compared to bank-based
economies, where debt costs are relatively higher.

This perspective aligns with Stakeholder Theory, which assumes a company's commitment
is to generate value for its stakeholders (Freeman & Reed, 1983; Luo, 2022). According to the
Stakeholder Theory, organizational performance should not be limited to maximizing shareholder
returns but must instead focus on creating value for all groups that influence or are influenced by
corporate activities. From this standpoint ESG practices represent essential mechanisms for
aligning corporate interests with stakeholder demands (Freeman & Reed, 1983). According to Luo
(2022), stakeholder-oriented organizations are more likely to incorporate sustainable practices into
their strategies, recognizing that non-financial factors play a central role in long-term value
creation. Therefore, the integration of ESG criteria into corporate decision-making reinforces
ethical commitment and aligns with the core principles of stakeholder theory, promoting a more
inclusive and transparent governance model.

Responsible investment is fundamental to managing risks and identifying opportunities for
long-term value creation (United Nations Environment Programme Finance Initiative, 2005).
Accordingly, investors assess companies by analyzing market trends, growth potential, and other
factors before making investment decisions. In this context, ESG performance has emerged as a
critical component of the investment evaluation process, especially among institutional investors
seeking to align financial returns with ethical and sustainability criteria. Recent studies indicate
that firms with higher ESG scores are often perceived as more resilient, better governed, and more
likely to adapt to regulatory and environmental changes (Gillan et al., 2021; Khan et al., 2016).

When entering the stock market, an important factor for investors to consider is value
relevance. According to Barth et al. (2001), value relevance can be defined as the ability of
financial information to explain variations in stock prices. It can also be understood as the capacity
to capture and verify information that impacts stock prices (Song et al., 2010). Therefore, value
relevance refers to the extent to which accounting numbers are relevant in provide information
that enables investors to make stock price decisions.

Several studies have analyzed the relationship between ESG and stock prices. Miralles-
Quirds et al. (2018, 2019) show that while environmental and governance pillars tend to enhance
value relevance, the social dimension may have a weaker or non-significant effect, suggesting
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heterogeneous investor priorities. Aureli et al. (2020) and Zhou et al. (2022) confirm that stronger
ESG adoption is associated with higher market value and operational capacity, yet Aureli et al.
note cross-country differences, indicating the influence of institutional and cultural factors. Aureli
et al. (2020) found that 31% of the companies analyzed experienced a positive impact of ESG
practices on value relevance

Similarly, E-Vahdati et al. (2023) demonstrate consistent positive impacts in Asian
markets, while Santos and Tavares (2023) show that ESG resilience persists even during systemic
crises such as t the pandemic. Conversely, Sahlian et al. (2023) highlight that in the aftermath of
turbulent periods, investor attention may temporarily shift back to short-term financial
performance, reducing the immediate value relevance of ESG. Taken together, these studies
suggest that ESG operates both as a long-term signal of stability and as a strategic driver of value
creation - mechanisms that underpin the present study’s hypothesis that, in the textile sector, ESG
adoption should be reflected in higher stock prices.

Some recent studies have reported a negative relationship between ESG performance and
stock prices, challenging the predominant view of ESG as a driver of financial value. For example,
Migliavacca (2024) found that ESG indicators showed a negative relationship with stock prices in
most of the years analyzed, with a positive relationship observed only in the final year of the study.
Highlighting such inconsistencies is essential for contextualizing sectoral divergences and to
understanding why certain industries - like the textile sector - might exhibit distinct behavior. In
sectors with high environmental impact and reputational exposure, ESG efforts may be perceived
differently by investors, potentially altering the direction and magnitude of ESG's value relevance.
These contrasting results thus underscore the need for disaggregated analyses that account for
industry-specific characteristics, temporal dynamics, and the evolving perception of ESG by
market participants.

Despite the growing body of research exploring the relationship between ESG practices
and stock prices, several limitations persist in the existing literature. A significant portion of prior
studies - such as those by Miralles-Quiros et al. (2018, 2019), Aureli et al. (2020), Zhou et al.
(2022), and E-Vahdati et al. (2023) - focus primarily on companies located in developed countries,
where institutional environments, investor behavior, and regulatory frameworks may differ
substantially from those in emerging economies. This geographical concentration introduces
potential bias, limiting the generalizability of the findings to other contexts. Additionally, few
studies have examined sector-specific dynamics in depth, particularly in environmentally sensitive
industries such as textiles. This omission is noteworthy given the sector’s substantial
environmental footprint and the growing public scrutiny it faces regarding sustainability practices.
Furthermore, methodological challenges related to ESG measurement - such as the use of
divergent proxies and scoring systems - can compromise comparability and introduce
inconsistencies across studies. Addressing these gaps is crucial to advancing a more
comprehensive and context-sensitive understanding of ESG’s value relevance.

Therefore, considering Stakeholder Theory and previous studies on the impact of ESG
practices on stock prices, the research hypothesis is formulated as follows:

Hi: ESG performance information has a positive and significant relationship with stock prices in
the textile industry.

Hia: Environmental performance information has a positive and significant relationship with stock
prices in the textile industry.

Hib: Social performance information has a positive and significant relationship with stock prices
in the textile industry.

Hic: Governance performance information has a positive and significant relationship with stock
prices in the textile industry.
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3 METHODOLOGICAL ASPECTS
3.1 Sample and Data Collection

The data were collected from the Refinitiv Eikon database. The initial population consisted
of 1,603 companies classified under the TRBC Industry Name: Textiles & Leather Goods (920)
and Apparel & Accessories, totaling 29,214 observations from 2005 to 2022. The “Textiles &
Leather Goods” and “Apparel & Accessories” sectors were selected due to their high sensitivity
to ESG factors, particularly regarding environmental and social issues across the supply chain.
They operate through globalized supply networks often associated with intensive resource use,
pollution, and labor controversies such as poor working conditions in developing countries (Eccles
et al., 2014; Kotsantonis et al., 2016). As noted by Khan (2022), sectors highly exposed to ESG
risks tend to experience stronger stock price reactions in the presence of unsustainable practices.
Furthermore, according to Friede et al. (2015), ESG factors have a more pronounced effect in
sensitive sectors, directly influencing market valuation and investor perception.

We chose 2005 as the starting point because it was the first year after the proposition of
ESG, which occurred in 2004. It is important to note, however, that in the early years following
the proposition of the ESG concept, few companies disclosed such information, and the reporting
process followed a clear learning curve until reaching the current standards. Nevertheless, this
limitation does not compromise the significance of the results, especially considering that, in the
initial years, the companies that disclosed ESG information represented a selective group, which
may even reinforce the relevance of the sample during that period. The choice of 2022 is justified
as it was the year with the most recent data at the time of collection.

After excluding companies with missing data, particularly related to ESG, the final sample
comprised to 669 observations from 103 companies. Due to the absence of ESG data and to
increase the reliability of the results, a dummy variable was created, assigning a value of 1 for
companies with ESG data and zero for those without. As a result, a robustness analysis was
conducted with a sample of 6,099 observations from 688 companies. This complementary analysis
is presented in Table 8.

3.2 Data Treatment

The data were winsorized at the 1% level to reduce the influence of outliers. The choice of
the 1% threshold follows prior literature (Bolognesi et al., 2025; Dsouza et al., 2025) and aims to
balance the trade-off between mitigating outlier effects and preserving data variability After this
procedure, the multivariate Bacon test was applied, and no outliers were identified in the sample.
After these steps, the Mann-Whitney test for independent samples was conducted to compare the
model’s variables between companies with ESG performance above and below the median.

Next, the data were analyzed using unbalanced panel regression models. The following
tests were applied: the F-Chow test (to compare fixed effects models with the OLS model), the
Breusch-Pagan Lagrangian Multiplier test (to compare the pooled model with the random effects
model), and the Hausman test (to compare fixed and random effects models). The results are
reported in Table 1. Additionally, multicollinearity was assessed using the Variance Inflation
Factor (VIF) test, which indicated no multicollinearity issues, as the VIF was 2.19, below the
threshold of 5.0.
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Table 1

Results of statistical tests for selecting the most appropriate panel model
Test March April Average March-April
F-Chow test 34.47" 35.19" 3521
Breusch-Pagan test 1675.99™" 1670.04"" 1678.35™"
Hausman test 37.35"™ 4635 47.19™

Source: Prepared by the authors.
*p <0.05, ¥*p <0.01, ***p < 0.001

Furthermore, autocorrelation was assessed using the Wooldridge test, which confirmed the
existence of this issue. Heteroscedasticity in the panel was also tested and confirmed. Generalized
Least Squares (GLS) and Panel-Corrected Standard Errors (PCSE) models were applied to correct
these issues, ensuring more robust estimates.

A common challenge in studies analyzing the relationship between ESG and stock prices
is endogeneity (Wang et al., 2014). To mitigate this issue, the Two-Stage Least squares (2SLS)
method was employed aiming to obtain less biased estimates (Erhemjamts et al., 2013; Wang et
al., 2014). The application of this methodology contributed to strengthening the robustness of the
results. We followed previous studies (Erhemjamts et al., 2013; Wang et al., 2014) and used the
lagged ESG score as a regressor to mitigate potential reverse causality concerns.

3.3 Definition of Variables and Econometric Model

The definition of the variables used in the research is presented in Table 2.

Table 2
Definition of Variables Used in Research
Variable | Definition Authors
Price The stock price of the company was i at the time 7+/. (Miralles-Quirés et
al., 2018, 2019;
Santos & Tavares,
2023)

EPS Earnings per Share represent the company's net profit divided by the number (C.O Ilins et .all’ 1997;

of outstanding shares, indicating profitability per issued share Miralles-Quirés et al,
’ ' 2018, 2019)

BVPS Book Value per Share - calculated as the company's total equity divided by (Cp Ilins et gl:, 1997;

the number of shares, reflecting the net asset base per share Miralles-Quirds et al,
’ ' 2018, 2019)

ESG Environmental, Social, and Governance - An index measuring a company's | (Friede et al., 2015;
sustainability and governance practices, reflecting its performance in | Kotsantonis &
environmental, social, and corporate governance. The ESG score ranges from | Serafeim, 2019)

0 to 100, where higher scores indicating stronger sustainability, social, and
governance practices.

Leverage | This represents the company's level of indebtedness, indicating the proportion | (Chehade &
of debt relative to the company's total capital. Prochézka, 2024;

Ertugrul, 2021)

LnSize Natural logarithm of firm size - A transformation of firm size that helps | (Badenhorst et al.,

capture scale while normalizing the data. 2015; Souza et al,
2023)

Source: Prepared by the authors.

To increase the robustness of the results, the stock price variable was evaluated using three
different points : the closing price in March, the closing price in April, and the average of March
and April. This strategy was applied consistently across all analyses to address short-term price
volatility and to verify the stability of the model's outcomes under different time references. The
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Rc.

selection of these dates is justified by the typical disclosure period of financial statements, which
generally occurs between February and March. This timing allows for the assessment of whether
such information influenced stock prices.

Equation 1 presents the econometric model evaluated in this research. It is based on studies
by Miralles-Quirds et al. (2018, 2019) and aims to identify whether ESG is statistically significant
in explaining stock prices.

Price;;y1 = a;r + P1EPS; + [,BVPS; + B3ESG;; + PsLeverage;, + PsLnSize;,
+ segment + year + country + &;;

Where: Price = stock price of company i at time #+/ (April, March, and the average of
March and April); EPS = earnings per share of company i in period #;, BVPS = book value per
share of company i in period #; ESG = environmental, social, and governance practices variable
for company i in period ¢#; Leverage = leverage of company i in period ¢; e LnSize = logarithm of
company size for company i in period ¢, segment, year and country = dummies variables.

Table 3 presents the expected relationship between the dependent variable (stock price)
and the explanatory variables (EPS, BVPS, ESG, Leverage, and LnSize ).

Table 3
Expected Relationship Between the Dependent Variable and the Explanatory Variables
Indicator | Relationship | Justification Authors
ESG + A positive relationship is expected, as these practices | (E-Vahdati et al., 2023;
tend to increase transparency, reduce risks, attract | Miralles-Quiros et al., 2018,
investors, and improve financial performance in the | 2019; Santos & Tavares,
long term. 2023)
EPS + Earnings per share tend to be positive, reflecting the | (Collins et al., 1997; Ohlson,
company's ability to distribute profits. 1995)
BVPS + Expected to be positive due to its ability to indicate | (Collins et al., 1997; Ohlson,
financial solidity, represented by net assets. 1995)
Leverage - Leverage tends to exhibit a negative relationship | (Chehade & Prochézka,
because high debt levels increase financial risk and | 2024; Ertugrul, 2021; Jensen,
reduce the company's attractiveness to investors. 1986; Myers, 1977)
LnSize + The logarithm of firm size is expected to show a
positive relationship as larger companies generally | (Badenhorst et al., 2015;
have greater resources, stability, and profit-generating | Souza et al., 2023)
capacity.

Source: Prepared by the authors.

Legend: ESG = environmental, social, and governance; EPS = earnings per share; BVPS = book value per share;

Leverage = company debt; LnSize = logarithm of firm size.

4 RESULTS AND DISCUSSION

4.1 Descriptive Analysis

Table 4 presents the descriptive statistics and the results of the Mann-Whitney test for the
sample under study. The results show that the environmental score has the highest coefficient of
variation and the lowest mean, suggesting that companies face greater difficulty balancing their
activities with environmental preservation. Among the ESG components, corporate governance
has the highest mean, and lower coefficient of variation, suggesting greater homogeneity of the
data. This may be due to increased pressure from securities commissions and regulatory bodies for
companies to adopt more transparent practices. The companies in the sample are profitable, with
a positive EPS, being higher for companies above the median, with this group showing lower data
heterogeneity (coefficient of variation).
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Table 4
Descriptive Statistics and Mann-Whitney Test
. Below the Median (44.79) Above the Median (44.79)

Variables Mean v Mean v Z-Test
ESG 28,6310 36,0703 60,3016 17,7233 -22,3830%**
ENV 19,1483 88,0925 56,7210 32,8806 -19,0590%*%**
SOC 26,0028 50,2815 64,1959 22,6584 -21,1550%%%*
GOV 39,4610 50,7516 55,3590 35,6380 -9,5460***
Pricea 44,8423 208,8605 75,0553 182,9024 -5,1910%**
Pricem 43,4793 207,4991 72,5706 180,8991 -5,1070%**
Pricex 44,1608 208,0994 73,9079 182,2025 -5,1550%**
EPS 2,0374 209,3155 2,9706 152,4825 -4,7700%**
BVPS 19,4496 188,2909 18,9255 143,5230 -2,6120%**
LnSize 20,9850 6,1821 21,9998 6,5852 -9,3640%**
Leverage 1,1407 172,1658 1,6520 138,6800 -5,0700***

Source: Prepared by the authors.

*p <0.05, **p <0.01, ***p <0.001

Legend: CV = variation coefficients; ENV = Environmental, GOV = Governance; SOC = Social; other variables
defined previously.

According to the Mann-Whitney test, companies with ESG scores above the median have
significantly higher stock price than those below the median ESG score. The results also show that
companies above the median ESG exhibit greater profitability (EPS), supporting the findings of
Kim and Li (2021), who observed higher profitability in companies with higher ESG scores. It is
also noted that companies above the median have higher equity and total assets. Additionally,
leverage is significantly higher for companies above the median ESG, as they have greater access
to external capital at a lower cost (Adeneye et al., 2023; Gongalves et al., 2022).

In a complementary (non-tabulated) analysis, the results showed that companies located in
Germany, Denmark, Turkey, Italy, and Sweden exhibit the highest ESG practices, with lower
coefficients of variation. By contrast Malaysia, South Korea, Hong Kong, China, and Japan present
the lowest averages, with higher coefficients of variation. Thus, there is a predominance of
European companies in ESG performance. The mean difference test further revealed that practices
differ significantly among the countries in the sample. The most profitable companies are in
France, Switzerland, South Korea, Denmark, and the United States. It was also found that the
means are statistically different.

When comparing segments, it is observed that ESG and its components do not show
statistically significant differences. However, stock prices, earnings per share, equity, and total
assets are statistically higher for companies in the Apparel & Accessories segment, while leverage
is also higher in companies in this segment.

4.2 Multivariate Analysis

The results in Table 5 reveal a positive and significant relationship between EPS and stock
prices across all models evaluated, indicating that more profitable companies tend to have higher
stock prices. According to Ball and Brown (1968), accounting profits are strong relationship with
stock returns. Dichev and Tang (2009) further argue that a high and consistent EPS signals a
financially healthy company, making it more attractive to investors and contributing to higher
stock prices. In the textile sector, this finding reinforces the evidence found by Tian et al. (2025),
who showed that financial performance and ESG adoption jointly enhance firm valuation through
innovation capacity. High EPS in textile companies may reflect operational efficiency and
innovation investments, which are increasingly relevant in a market pressured by sustainability
and digital transformation.
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Table 5
Regression Model Results
GLS | PCSE | 2SLS GLS PCSE 2SLS GLS PCSE 2SLS
March Price April Price Average Price
Constant 1.852" 1.227 1.334 2.000"** 0.902 1.134 2.084™ 1.022 1.235
(0.602) (0.914) (1.069) (0.684) (0.931) (1.079) (0.646) (0.922) (1.072)
EPS 0.154™ 0.095™ | 0.156™" | 0.156"™"  0.096™"  0.156™" | 0.157"" 0.095™  0.156™
(0.013) (0.013) (0.022) (0.013) (0.013) (0.021) (0.013) (0.013) (0.021)
BVPS 0.011™ 0.011™ | 0.011™ | 0.011™  0.011™  0.011™ | 00117 0.011°**  0.011™*
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
ESG 0.014*** 0.008"** | 0.017"** | 0.015™*  0.007""  0.017"" | 0.015™" 0.008™*  0.017"*

0.001) | (0.002) | (0.003) | (0.002)  (0.002)  (0.004) | (0.002)  (0.002)  (0.003)
Leverage | -0.142°* | -0.053** | -0.139"™ | -0.137"  -0.046™  -0.136" | -0.138"*  -0.049"*  -0.137""
0.015) | (0.014) | (0.021) | (0.015)  (0.014)  (0.022) | (0.015)  (0.014)  (0.021)

LnSize 0.065™* 0.117" 0.059 0.054" 0.134™" 0.069 0.051* 0.128™" 0.064
(0.023) (0.043) (0.063) (0.029) (0.045) (0.063) (0.026) (0.044) (0.063)

Country Yes Yes Yes Yes Yes Yes Yes Yes Yes

Control

Industry Yes Yes Yes Yes Yes Yes Yes Yes Yes

Control

Year Yes Yes Yes Yes Yes Yes Yes Yes Yes

Control

Observatio 669 669 552 669 669 552 669 669 552

ns

Groups 103 103 103 103 103 103

VIF 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25

12 0.886 0.852 0.890 0.853 0.888 0.853

chi? 8985.141" | 4087.122" | 3.1e+04" | 1.0e+04" 4111.506" 2.9e+04" | 9477.938" 4122.212"  3.0e+04"

Source: Prepared by the authors.
Standard errors in parentheses. * p <0.05, ** p <0.01, *** p <0.001, ~p < 0.01
Legend: Variables defined previously.

Similarly, BVPS also shows a positive and significant relationship with stock prices in all
tested models. According to Guay et al. (1996), BVPS is a stable measure of intrinsic value and
helps predict future performance. For textile firms, a higher BVPS suggests a solid equity structure
capable of sustaining capital-intensive modernization projects - such as cleaner production
technologies and green innovation - highlighted by Shao et al. (2025) as a channel through which
ESG creates economic value. This tangible asset base reduces insolvency risks and attracts more
conservative investors, which particularly important in a sector exposed to high competition and
volatile input prices.

The results in Table 5 indicate a positive and significant relationship between ESG
practices and stock prices. These findings are consistent with previous studies that have also found
a positive association between ESG practices and stock prices (Miralles-Quir6s et al., 2019, 2018;
Sahlian et al., 2023; E-Vahdati et al., 2023; Migliavacca, 2024). Therefore, the results confirm
Hypothesis 1, which states that ESG practices increase stock prices.

From an economic perspective, these results suggest that ESG in the textile sector is not
merely a reputational tool but a strategic asset that can attract investors, improve market
perception, and facilitate access to capital. This aligns with Stakeholder Theory (Freeman & Reed,
1983) and supports the argument of Ni and Sun (2023) that companies with higher ESG scores
convey greater reliability. In textile and garment companies - often criticized for environmental
and labor issues - ESG adoption may work as a signaling mechanism, as observed by Islam (2025),
mitigating concerns about social responsibility and product traceability.

Regarding control variables, larger companies tend to have higher stock prices, likely due
to their greater stability, lower perceived risk, and stronger capacity to pay dividends. In the textile
industry, larger firms may also be better positioned to implement costly ESG initiatives and benefit
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from economies of scale in innovation and digitalization, amplifying the valuation effect described
by Tian et al. (2025). Conversely, higher debt levels are associated with lower stock prices,
reflecting greater financial risk and the possibility of reduced dividend payouts due to interest
expenses. In the context of textile production, where investment in modernization and compliance
is essential, excessive leverage may constrain strategic flexibility and slow down ESG-related
innovation, potentially eroding long-term competitiveness.

Overall, these results not only validate the positive role of ESG in stock valuation but also
highlight its strategic importance in the textile sector, where environmental, social, and innovation
pressures are strong. The findings indicate that integrating ESG into a business strategy can
generate tangible financial benefits, improve investor confidence, and position companies
advantageously in an increasingly sustainability-oriented market

Table 6
Analysis by ESG Score
Panel A — Environmental Component
GLS | PCSE | 2SLS GLS PCSE 2SLS GLS PCSE 2SLS
March Price April Price Average Price
Constant 1.177 0.300 0.184 1.246 0.584 0.428 1.289 0.392 0.307
(0.756) (0.960) (1.157) (0.753) (0.958) (1.139) (0.755) (0.955) (1.146)
EPS 0.165™" 0.094™" 0.160™" 0.166™" 0.094™ 0.160™" 0.167"" 0.094™ 0.160™"
(0.013) (0.013) (0.022) (0.014) (0.013) (0.022) (0.013) (0.013) (0.022)
BVPS 0.010™" 0.011™ 0.009™" 0.009™" 0.011™ 0.009™" 0.009™" 0.011™ 0.009™"
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
ESG 0.008™* 0.004 0.007 0.007"* 0.004" 0.007 0.007"* 0.004" 0.007"
(0.001) (0.002) (0.003) (0.001) (0.002) (0.003) (0.001) (0.002) (0.003)
Other Yes Yes Yes Yes Yes Yes Yes Yes Yes
variables
Country Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Industry Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Year Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Observation 669 669 552 669 669 552 669 669 552
s
Groups 103 103 103 103 103 103
r 0.890 0.848 0.886 0.848 0.888 0.848
chi’ 1.4e+04™ | 4097.566™ | 2.8e+04™ | 1.0e+04™  4084.364™  2.9e+04™ | 1.2e+04™ 4127210  2.9e+04™
Panel B — Social Component
GLS I PCSE | 2SLS GLS PCSE 2SLS GLS PCSE 2SLS
March Price April Price Average Price
Constant 2.144™ 1.336 1.021 2.143™ 1.494 1.236 2.273% 1.373 1.129
(0.725) (0.942) (1.149) (0.659) (0.936) (1.139) (0.700) (0.935) (1.142)
EPS 0.155™" 0.095™" 0.157™" 0.154™" 0.094™ 0.157"" 0.156™" 0.094™" 0.157™"
(0.013) (0.013) (0.022) (0.013) (0.013) (0.022) (0.013) (0.013) (0.022)
BVPS 0.012™* 0.010™ 0.011™" 0.012™ 0.010™ 0.010™" 0.012™ 0.010™" 0.010™"
(0.002) (0.002) (0.003) (0.002) (0.002) (0.002) (0.002) (0.002) (0.003)
ESG 0.0117 0.008™ 0.012™" 0.0117 0.009"" 0.012" 0.0117 0.008"" 0.012"
(0.001) (0.002) (0.003) (0.001) (0.002) (0.003) (0.001) (0.002) (0.003)
Other Yes Yes Yes Yes Yes Yes Yes Yes Yes
variables
Country Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Industry Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Year Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Observation 669 669 552 669 669 552 669 669 552
s
Groups 103 103 103 103 103 103
r 0.894 0.851 0.889 0.851 0.893 0.851
chi? 1.0e+04™ | 4246.568™ | 2.8¢+04™ | 8799.181"" 41854827  2.9¢+04™ | 9238.022"  4242.609"  2.9¢+04™

Panel C — Governance Component
| 6Ls | PCSE [ 2sLs [ GLS PCSE 2SLS | GLS PCSE 2SLS
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March Price April Price Average Price
Constant -0.088 -0.339 -0.844 0.389 -0.112 -0.635 0.319 -0.258 -0.737
(0.671) (0.869) (0.884) (0.657) (0.861) (0.880) (0.620) (0.861) (0.880)
EPS 0.155™ 0.098™* 0.154™ 0.155™ 0.098" 0.154™" 0.157™ 0.098" 0.154™
(0.013) (0.013) (0.021) (0.013) (0.013) (0.022) (0.013) (0.013) (0.021)
BVPS 0.010™ 0.011™ 0.010™" 0.010™ 0.011™ 0.010™" 0.010™" 0.011™ 0.010™"
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
ESG 0.008™" -0.002 0.013™" 0.008™" -0.001 0.013™" 0.008™" -0.001 0.013™"
(0.001) (0.002) (0.003) (0.001) (0.002) (0.003) (0.001) (0.002) (0.003)
Other Yes Yes Yes Yes Yes Yes Yes Yes Yes
variables
Country Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Industry Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Year Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Observation 669 669 552 669 669 552 669 669 552
s
Groups 103 103 103 103 103 103
r 0.881 0.850 0.881 0.850 0.881 0.850
chi? 1.0e+04™ | 4032.927" | 3.1e+04™ | 1.0e+04™"  4063.631"  3.2e+04™ | 1.0e+04™  4071.102"  3.2e+04™
Source: Prepared by the authors.
Standard error in parentheses * p < 0.05, ** p <0.01, *** p <0.001, ~p <0.01
Legend: Variables defined previously.
Table 7
ESG Above the Median
GLS [ PCSE | 2sSLS GLS PCSE 2SLS GLS PCSE 2SLS
March Price April Price Average Price
Constant 1.826° 0.573 2.108 1.477 0.316 1.931 1.719° 0.415 2.022
(0.736) (0.921) (1.314) (0.760) (0.917) (1.325) (0.747) (0.916) (1.317)
EPS 0.153™ 0.097"" 0.152™ 0.153™ 0.097™ 0.152"™ 0.154™ 0.097" 0.152™
(0.014) (0.013) (0.022) (0.014) (0.013) (0.021) (0.014) (0.013) (0.021)
BVPS 0.011™ 0.011™" 0.012™" 0.012™" 0.011™ 0.012"™ 0.012"™" 0.011™ 0.012™"
(0.002) (0.002) (0.003) (0.002) (0.002) (0.003) (0.002) (0.002) (0.003)
ESG_Media 0.397 0.160" 0.701" 0.401™ 0.146" 0.711°" 0.404™" 0.151° 0.706""
n
(0.067) (0.071) (0.191) (0.067) (0.071) (0.192) (0.067) (0.071) (0.191)
Other Yes Yes Yes Yes Yes Yes Yes Yes Yes
variables
Country Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Industry Yes Yes Yes Yes Yes Yes Yes Yes Yes
Control
Year Control Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 669 669 552 669 669 552 669 669 552
Groups 103 103 103 103 103 103
r? 0.894 0.850 0.898 0.850 0.897 0.850
chi? 8419.216™ | 4428.506™ | 2.9¢+04™ | 8710.436™  4518.113"™  2.8e+04™ | 8615.921™  4505.949™  2.9e+04™"

Source: Prepared by the authors. Standard error in parentheses * p < 0.05, ** p <0.01, *** p <0.001, ~p <0.01
Legend: ESG_Median: indicates one for companies above the median and zero otherwise. Other variables were
defined previously.

Table 8
ESG Dummy
GLS | PCSE | 2SLS GLS PCSE 2SLS GLS PCSE 2SLS
March Price April Price Average Price
Constant -5.774™ -6.872" -4.952"™" -5.867"" -7.093"" -5.028"" -5.872"" -7.022™" -5.022™"
(0.173) (0.338) (0.328) (0.165) (0.344) (0.331) (0.166) (0.339) (0.329)
EPS 0.040™* 0.014" 0.058™* 0.040™* 0.017" 0.057"* 0.040™* 0.015 0.059™*
(0.005) (0.006) (0.011) (0.005) (0.006) (0.011) (0.005) (0.006) (0.011)
BVPS 0.023™" 0.028™" 0.023™" 0.023™" 0.027™" 0.023™" 0.023™" 0.028™" 0.023""
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
ESGdummy 0.067" 0.244™" 0.108 0.081" 0.254™" 0.105 0.074™ 0.257™ 0.113
(0.027) (0.052) (0.063) (0.027) (0.052) (0.063) (0.027) (0.051) (0.063)
Other variables Yes Yes Yes Yes Yes Yes Yes Yes Yes
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Country Control Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry Control Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year Control Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 6099 6099 5919 6099 6099 5919 6099 6099 5919
Groups 688 688 688 688 688 688

r 0.691 0.748 0.691 0.747 0.688 0.749
chi’ 6.3e+04™" | 1.4e+04™" | 3.3e+04™" | 6.5¢+04™"  1.4e+04™"  3.3e+04™" | 6.8e+04™  1.4e+04™"  3.3e+04™"

Source: Prepared by the authors.
Standard error in parentheses * p < 0.05, ** p <0.01, *** p <0.001, ~p <0.01. Legend: ESGdummy = indicates 1
for companies with ESG and zero otherwise; Other variables defined previously.

4.3 Robustness Analysis

Three robustness analyses were conducted. The first examined the relationship between
each ESG component and stock prices, with the results presented in Table 6. The environmental
and social components show a positive and significant relationship across all models and periods,
indicating that the effect is robust and consistent. This allows us to confirm hypotheses 1 and 2. In
the textile sector - frequently criticized for pollution and labor conditions - strong environmental
and social performance can directly mitigate reputational risk and improve consumer and investor
perception. However, the corporate governance component showed varying results depending on
the model used. These findings align with the study by Miralles-Quirds et al. (2018), who also
observed that investors assign different levels of importance to each ESG component. This
suggests that, in textiles, environmental and social factors may be more salient drivers of value
than governance in isolation.

The second robustness analysis employed a dummy variable, assigning one to companies
above the ESG median and zero otherwise. The results are shown in Table 7. Research has shown
that the disclosure of ESG practices is relevant to stock value in the textile industry. This means
that companies that disclose more ESG practices (above the median) have higher stock prices than
those with lower ESG practices (below the median). This reinforces the evidence from Tian et al.
(2025) and Shao et al. (2025) that ESG in textile-related industries generates economic value partly
through innovation and signaling credibility - attributes particularly relevant in global supply
chains under scrutiny for sustainability compliance. Therefore, the analysis supports the
hypothesis that ESG performance positively affects stock value.

The third robustness analysis considered a dummy variable, where one was assigned to
companies that reported ESG data and zero otherwise. The results are presented in Table 8. The
findings show that the ESG dummy variable has a positive and significant relationship with stock
prices. This result reinforces the previous findings that stock prices in the textile industry are higher
for companies with stronger ESG practices. This suggests that transparency itself acts as a positive
market signal, as noted by Islam (2025), especially for younger or emerging textile companies
seeking to build stakeholder trust. Thus, the results further support Hypothesis 1, which states that
ESG practices contribute to the increase in stock prices.

5 CONCLUSIONS

This study aimed to analyze the relationship between ESG (Environmental, Social, and
Governance) and stock prices in textile sector companies Using data from 103 firms between 2005
and 2022 (669 firm-year observations) along with additional robustness tests involving 688 firms,
the analysis employed panel data techniques, including GLS, PCSE, and 2SLS estimations.

The results indicate a positive and statistically significant relationship between ESG
practices (environmental, social, and governance) and stock prices in textile sector companies,
confirming the research hypothesis that ESG practices increase stock prices. One possible
explanation for this relationship lies in signaling theory, which suggests that ESG adoption sends
a positive signal to the market regarding a firm’s transparency, long-term orientation, and reduced
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risk. This implies that adopting ESG practices is a relevant factor in investment decision-making,
suggesting that companies implementing these practices tend to perform better in the stock market.

In the textile sector, ESG practices may serve as a differentiating factor, enhancing
reputation and credibility, which in turn fosters investor confidence and contributes to stock price
appreciation. Moreover, these practices can reduce informational asymmetry, thereby facilitating
access to capital under more favorable conditions.

This study provides significant contributions for investors, business managers, and
researchers. For investors, the results indicate that incorporating ESG criteria into their analyses
can be an effective strategy for identifying companies with the potential for appreciation, lower
risks, and greater transparency. For managers, the study underscores the importance of integrating
ESG practices into business strategies to increase market value and competitiveness. For
researchers, the findings offer opportunities for future investigations analyzing the relationship
between ESG and financial performance in different industrial sectors.

Future research could explore whether ESG initiatives directly influence the market
competitiveness of textile companies or affect operational performance through supply chain
efficiency and supplier relationships. Longitudinal studies could also investigate whether sustained
ESG commitment generates cumulative benefits over time or if the effect is more immediate.
Additionally, cross-country analyses may assess how institutional environments and regulatory
frameworks shape the ESG - valuation link in textile and related industries.
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