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Abstract 
This study examines the impact of Environmental, Social, and Governance (ESG) 

performance on economic growth in Türkiye and selected Turkic economies, with particular 

emphasis on the financial reporting environment and IFRS adoption. Despite growing 

interest in the macroeconomic implications of sustainability, empirical evidence from 

emerging and transition economies remains limited, particularly regarding how financial 

reporting and institutional environments shape the ESG–growth nexus. Using annual panel 

data for 2000–2024, the study investigates the effect of ESG performance on GDP growth 

while controlling for key macroeconomic and financial variables. Regulatory quality is 

employed as a proxy for the institutional environment supporting financial reporting quality, 

whereas IFRS adoption captures countries’ alignment with internationally recognized 

financial reporting standards. Given the presence of cross-sectional dependence, the analysis 

employs the Cross-Sectionally Augmented Autoregressive Distributed Lag (CS-ARDL) 

estimator. The results indicate that ESG performance has a positive and statistically 

significant effect on economic growth. Although IFRS adoption and regulatory quality 

exhibit positive coefficients, neither is statistically significant. Overall, the findings 

highlight the importance of ESG performance for long-run economic growth while 

suggesting that stronger financial reporting and institutional environments may provide 

supportive conditions for sustainable economic development. 
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Öz 
Bu çalışma, Türkiye ve seçili Türk Dünyası ekonomilerinde Çevresel, Sosyal ve Yönetişim 

(ESG) performansının ekonomik büyüme üzerindeki etkisini, finansal raporlama ortamı ve 

IFRS uygulaması çerçevesinde incelemektedir. Sürdürülebilirliğin makroekonomik 

etkilerine yönelik ilginin artmasına rağmen, gelişmekte olan ve geçiş ekonomilerinde 

finansal raporlama ve kurumsal çevrenin ESG–ekonomik büyüme ilişkisini nasıl 

şekillendirdiğine ilişkin ampirik kanıtlar sınırlıdır. 2000–2024 dönemine ait yıllık panel 

veriler kullanılarak ESG performansının ekonomik büyüme üzerindeki etkisi, temel 

makroekonomik ve finansal kontrol değişkenleri dikkate alınarak analiz edilmiştir. 

Düzenleme kalitesi, finansal raporlama kalitesini destekleyen kurumsal çevrenin göstergesi 

olarak modele dâhil edilirken, IFRS uygulaması uluslararası finansal raporlama 

standartlarına uyum düzeyini temsil etmektedir. Yatay kesit bağımlılığı dikkate alınarak 

analizde Yatay Kesit Genişletilmiş Otoregresif Dağıtılmış Gecikme (CS-ARDL) tahmincisi 

kullanılmıştır. Bulgular ESG performansının ekonomik büyüme üzerinde pozitif ve 

istatistiksel olarak anlamlı bir etkiye sahip olduğunu göstermektedir. Buna karşılık, IFRS 

uygulaması ve düzenleme kalitesi pozitif katsayılara sahip olmakla birlikte istatistiksel 

olarak anlamlı değildir. Sonuçlar, ESG performansının uzun dönem ekonomik büyümeyi 

desteklediğini, finansal raporlama ve kurumsal çevrenin ise sürdürülebilir kalkınmayı 

destekleyen tamamlayıcı koşullar sağlayabileceğini göstermektedir. 
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1. Introduction 

In recent years, the relationship between sustainability and economic performance has 

attracted increasing attention in both academic and policy discussions. In particular, 

Environmental, Social and Governance (ESG) performance has emerged as a key indicator of 

countries' commitment to sustainable development while increasingly influencing financial 

reporting practices, corporate transparency, and institutional accountability. 

Despite the growing body of research, the empirical evidence on the ESG–growth nexus 

remains mixed and inconclusive. While some studies argue that higher ESG performance 

enhances economic growth through improved investment efficiency, reduced uncertainty and 

better resource allocation (Wang et al., 2023; Alharbi, 2024), others report weak or context-

dependent effects, particularly in the short run (Diaye et al., 2021; Manjengwa et al., 2025). These 

divergent findings suggest that the impact of ESG performance on economic growth may vary 

depending on country-specific characteristics, especially institutional structures. 

One critical but relatively underexplored dimension in this context is the role of 

institutional quality, particularly regulatory quality. Effective regulatory frameworks shape 

economic incentives, support market functioning and ensure the implementation of sustainability-

related policies. In this respect, regulatory quality reflects the institutional environment 

supporting high-quality financial reporting through effective regulatory enforcement, 

transparency, and sustainability-related disclosure practices. Previous studies emphasize that 

institutional quality not only affects ESG outcomes but also strengthens the relationship between 

ESG and economic performance (Ndukaji, 2025; Awanye et al., 2023). However, limited 

attention has been given to the joint role of ESG performance and regulatory quality in influencing 

economic growth. This gap is particularly clear in emerging and transition economies, including 

Türkiye and other Turkic countries, where institutional capacity and governance quality differ 

significantly. 

Moreover, the ESG–growth relationship has not been systematically examined within the 

context of Turkic economies. Existing studies largely focus on developed or large emerging 

economies, leaving smaller and institutionally diverse regions underexplored. Given the structural 

heterogeneity of Turkic countries, including differences in governance quality, financial 

development, and sustainability practices, examining this relationship within a regional context 

provides valuable insights into how financial reporting environments and institutional structures 

shape the economic implications of ESG performance. 

This study contributes to the existing literature in several respects. First, it provides new 

empirical evidence on the ESG–growth relationship by focusing on Türkiye and selected Turkic 

economies, a largely underexplored regional setting. Second, it incorporates regulatory quality 

and IFRS adoption to capture the institutional and financial reporting environment, thereby 

extending the accounting literature by examining the role of institutional and financial reporting 

environments in the relationship between ESG performance and economic growth. In addition, 

the study considers the degree of IFRS adoption as an indicator of alignment with international 

financial reporting standards, thereby capturing an additional dimension of institutional 

development. Third, by combining ESG indicators with macroeconomic and financial variables, 

the study offers a broader and more integrated perspective on growth dynamics in emerging 

economies. 
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The main objective of this study is to examine the impact of ESG performance on economic 

growth and to assess the role of regulatory quality within this relationship in Türkiye and selected 

Turkic countries. To achieve this objective, the study employs annual panel data covering the 

period 2000–2024 and estimates the long-run relationship using the Cross-Sectionally Augmented 

Autoregressive Distributed Lag (CS-ARDL) estimator, which accounts for cross-sectional 

dependence, heterogeneous slope dynamics, and mixed orders of integration across countries. The 

empirical model includes key macroeconomic and financial control variables, namely inflation, 

foreign direct investment, private sector credit, and trade openness. Unlike previous studies, this 

research jointly examines ESG performance, regulatory quality, and IFRS adoption within a 

unified empirical framework, thereby extending the accounting and sustainability literature by 

highlighting the role of financial reporting environments and institutional settings in shaping the 

long-run economic implications of ESG performance in Turkic economies. The remainder of the 

paper is structured as follows: Section 2 reviews the relevant literature, Section 3 presents the data 

and methodology, Section 4 reports the empirical findings, and Section 5 concludes with policy 

implications. 

 

2. Literature Review 

The growing interest in sustainability and economic performance has led to an expanding 

body of literature examining the role of ESG factors in shaping economic outcomes. While 

existing studies provide valuable insights, the literature remains fragmented, particularly in terms 

of how ESG performance, institutional quality, and economic growth interact. In this context, the 

literature can be grouped into three main parts focusing on ESG and growth, institutional quality, 

and their combined effects. 

 

2.1. ESG Performance and Economic Growth 

The relationship between ESG performance and economic growth has attracted increasing 

attention in recent years; however, the empirical evidence remains mixed and context-dependent. 

A substantial body of literature suggests that ESG contributes positively to economic growth, 

particularly in the long run.  For instance, cross-country analyses indicate that improvements in 

ESG performance enhance economic growth through channels such as energy efficiency, human 

capital development, improved financial transparency, and increased foreign investment (Wang 

et al., 2023). Similarly, evidence from BRICS and emerging economies confirms that ESG 

positively affects growth over time, despite insignificant or even negative short-run effects due to 

transitional adjustment costs (Manjengwa et al., 2025; Algarhi and Karimazondo, 2024). These 

findings are further supported by studies emphasizing the role of ESG in promoting sustainable 

development, attracting investment, and improving overall economic resilience (Yuliadi and 

Ismail, 2025; Hammouch et al., 2025). 

In addition, several studies highlight that the ESG–growth nexus operates through 

structural and institutional channels. For example, ESG-driven reforms are found to support 

economic diversification and strengthen growth, particularly in resource-dependent economies 

(Alharbi, 2024). At the firm level, ESG performance enhances economic sustainability by 

fostering innovation, reducing risks, and improving efficiency (Lin, 2024). Moreover, causality 

analyses suggest that the relationship between ESG and economic growth may be bidirectional, 
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indicating mutual reinforcement between sustainability practices and economic performance (Ho 

et al., 2019). 

Despite this generally positive perspective, other studies provide more nuanced or even 

contradictory findings. Some empirical evidence suggests that ESG does not have a statistically 

significant impact on growth in certain developing regions, such as the Western Balkans, where 

structural and institutional limitations may weaken its effectiveness (Delova-Jolevska et al., 

2024). Similarly, research on OECD countries indicates that the positive effects of ESG emerge 

only in the long run, with no significant short-term impact (Diaye et al., 2021). This temporal 

dimension underscores that the economic benefits of ESG are often gradual and require time to 

materialize. 

Furthermore, the literature reveals important heterogeneities across ESG dimensions. 

While governance and social factors are generally associated with positive economic outcomes, 

environmental components may exhibit ambiguous or even negative relationships with growth, 

particularly in economies reliant on energy-intensive production (Leogrande and Costantiello, 

2023; Iwanicz-Drozdowska et al., 2025). This suggests the existence of a structural trade-off 

between environmental sustainability and economic expansion, especially in developing 

countries. 

Finally, some studies critically question the effectiveness of ESG frameworks, particularly 

in terms of disclosure practices. It is argued that excessive ESG disclosure may not reduce 

information asymmetry efficiently and could potentially distort economic activity by redirecting 

investments toward less productive sectors (Hassani and Bahini, 2022). This highlights that the 

ESG–growth relationship is not universally positive and depends on the design and 

implementation of ESG-related policies. Overall, the existing literature demonstrates that while 

ESG performance generally supports economic growth, the relationship is far from uniform. It 

varies across countries, time horizons, and ESG dimensions, indicating the need for more context-

specific analyses that consider institutional quality and structural differences. 

 

2.2. Regulatory Quality and Growth 

The literature increasingly emphasizes that the effectiveness of ESG practices depends not 

only on firm-level initiatives but also on the quality of institutional and regulatory frameworks. 

In this context, regulatory quality and governance structures play a central role in shaping both 

ESG adoption and its economic implications. 

A growing body of empirical evidence suggests that governance mechanisms and 

institutional structures significantly influence sustainability-related outcomes. For instance, 

corporate governance characteristics such as board size and experience are found to enhance 

sustainability reporting quality, while governance also strengthens the link between financial 

performance and reporting outcomes (AlHares, 2025). Similarly, institutional quality is shown to 

act as a moderating factor in the ESG–performance relationship, with stronger regulatory 

environments amplifying the positive impact of ESG performance, particularly in emerging 

markets (Ndukaji, 2025). 

The importance of institutional settings is also highlighted in the context of ESG reporting 

and transparency. Studies indicate that ESG disclosure and sustainability reporting have evolved 

from voluntary practices toward more standardized and mandatory frameworks driven by 
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regulatory pressures, institutional forces, and developments in financial reporting practices 

(Palymbetova, 2025). While ESG reporting can improve transparency, reduce information 

asymmetry, and strengthen stakeholder trust, its effectiveness remains constrained by weak 

enforcement, lack of comparability, and data reliability issues, especially in emerging economies 

(Awanye et al., 2023). These findings underline that regulatory alignment and institutional 

capacity are critical for translating ESG initiatives into meaningful outcomes. Similarly, Fagbemi 

et al. (2025) emphasize that although ESG reporting has evolved toward more standardized 

frameworks, its effectiveness depends critically on reporting quality, regulatory alignment, and 

the mitigation of issues such as greenwashing and weak assurance practices. 

Furthermore, governance and institutional mechanisms are found to operate as key 

channels through which ESG performance generates economic value. Evidence from OECD firms 

shows that sustainability governance structures—such as dedicated committees and standalone 

reporting practices—enhance both disclosure and firm value, indicating that institutional 

arrangements complement ESG performance (Salama et al., 2026). In a similar vein, ESG 

activities are shown to improve financial performance in banking sectors, although the effects 

vary across ESG dimensions, with governance and social factors being more influential than 

environmental ones (Salem et al., 2025). 

Despite increasing regulatory efforts, the literature also points to persistent heterogeneity 

in ESG-related practices. Evidence from the European Union indicates that environmental 

disclosure levels remain relatively low and uneven across firms, with firm size and sectoral 

characteristics playing a more decisive role than financial performance (Pinto-Braga et al., 2026). 

Moreover, cross-country differences and cultural factors continue to shape disclosure practices, 

suggesting that regulatory frameworks alone are insufficient to ensure full harmonization. 

Overall, the existing literature demonstrates that regulatory quality is a critical determinant 

of ESG effectiveness. Institutional and governance structures not only facilitate the adoption of 

ESG practices but also shape their impact on transparency, financial performance, and broader 

economic outcomes. However, the effectiveness of regulatory frameworks is not uniform across 

countries, as weak enforcement mechanisms and institutional inefficiencies may limit their ability 

to translate ESG initiatives into tangible economic outcomes. 

Şeker and Şengür (2021) examine the relationship between ESG performance and financial 

reporting quality and find that firms with higher ESG scores tend to exhibit higher-quality 

financial reporting, indicating reduced information asymmetry and improved transparency. 

Similarly, Reddy and Anto (2023), based on a comprehensive review of the literature, argue that 

IFRS adoption enhances transparency and comparability of financial information, thereby 

facilitating foreign direct investment (FDI) inflows and contributing to economic growth, 

particularly in developing economies. Extending this line of research, Palymbetova (2025) shows 

that IFRS adoption is positively associated with ESG performance in the banking sector, 

emphasizing that principles-based reporting standards and enhanced disclosure practices support 

better sustainability outcomes. Taken together, these studies demonstrate that financial reporting 

environments constitute a key institutional channel through which ESG performance enhances 

transparency, strengthens reporting quality, and ultimately contributes to broader economic 

performance. 
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2.3. ESG, Institutions and Growth 

The relationship between ESG and economic growth is increasingly understood as being 

fundamentally shaped by institutional structures rather than purely firm-level dynamics. In this 

context, Pinheiro et al. (2023) demonstrate that institutional quality plays a decisive role in 

determining ESG performance, showing that firms operating in environments characterized by 

higher economic freedom, stronger education systems, and greater openness to international trade 

achieve superior ESG outcomes. This finding supports the institutional theory perspective, 

suggesting that ESG practices are not solely driven by managerial choices but are embedded 

within broader country-level governance and regulatory frameworks. 

Extending this perspective to macroeconomic outcomes, Tharposyan et al. (2024) highlight 

the central role of internal institutional factors—such as governance quality, fiscal stability, and 

demographic structure—in shaping economic growth trajectories. Their results indicate that while 

external factors may dominate in the short run, institutional quality becomes increasingly critical 

in sustaining long-term growth, emphasizing that ESG-related outcomes are closely tied to policy 

consistency and institutional stability. 

At the firm level, the interaction between ESG and institutional context reveals 

heterogeneous effects across ESG dimensions. Dahmash et al. (2026) show that ESG pillars do 

not exert uniform impacts on firm performance, with environmental factors contributing 

positively to growth and valuation, while social and governance dimensions may generate 

negative effects in certain institutional settings. This divergence reflects the role of institutional 

environments in determining whether ESG investments translate into value creation or impose 

additional compliance and agency costs. In particular, in emerging markets with state-driven 

sustainability agendas, environmental initiatives tend to align with policy priorities, whereas 

governance and social investments may be constrained by weaker institutional efficiency. 

The importance of institutional context is further reinforced by Rasool et al. (2025), who 

provide robust evidence of a positive relationship between ESG practices and firm growth across 

a large sample of unlisted firms in Eastern Europe and Central Asia. Their findings indicate that 

ESG adoption enhances sales, employment, and asset growth by improving stakeholder 

relationships, strengthening corporate legitimacy, and facilitating access to financial and non-

financial resources. These results suggest that ESG acts as a mechanism through which firms 

align with institutional expectations, thereby translating legitimacy into tangible growth 

outcomes. 

However, the effectiveness of ESG in promoting growth is contingent upon the presence 

of adequate regulatory frameworks. Datsii et al. (2021) argue that the absence of standardized 

ESG assessment methodologies and coherent regulatory systems limits the scalability and 

effectiveness of ESG investments. Their findings indicate that weak alignment between ESG 

indicators and economic growth dynamics results in suboptimal outcomes, highlighting the 

necessity of well-designed institutional infrastructures, including reporting standards, verification 

mechanisms, and investor protection systems. 

Taken together, the literature suggests that the ESG–growth nexus cannot be fully 

understood without accounting for institutional quality. While ESG practices have the potential 

to enhance economic and firm-level growth, their effectiveness is highly dependent on regulatory 

consistency, governance quality, and broader socio-economic structures. Moreover, the empirical 
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evidence reveals significant heterogeneity across regions, ESG dimensions, and levels of 

institutional development, indicating that the relationship is neither uniform nor universally 

positive. 

Despite the growing body of literature, several critical gaps remain. First, existing studies 

predominantly focus on either the direct ESG–growth relationship or the role of institutional 

quality in isolation, with limited integration of these two dimensions within a unified analytical 

framework. Second, the literature largely concentrates on developed economies, OECD countries, 

or selected emerging markets, while evidence from structurally heterogeneous and institutionally 

evolving regions remains scarce. Third, prior research often treats ESG as an aggregate construct, 

overlooking the differentiated effects of its components under varying institutional conditions. 

Most importantly, there is a notable absence of empirical studies examining the ESG–institutions–

growth nexus within Turkic World countries, where institutional structures, economic dynamics, 

and sustainability challenges differ significantly from existing contexts. 

This study addresses these gaps by jointly examining ESG performance, regulatory quality, 

IFRS adoption, and economic growth within a unified analytical framework, with a specific focus 

on Turkic World countries. By integrating sustainability, institutional quality, and financial 

reporting perspectives, the study extends the accounting and sustainability literature while 

providing novel empirical evidence from an underexplored regional context. Furthermore, it 

offers a more comprehensive understanding of the association between ESG performance and 

long-run economic growth within different institutional and financial reporting environments. 

 

3. Methodology 

This section outlines the data, variables, and estimation strategy employed to examine the 

relationship between ESG performance and economic growth. Panel data analysis combines both 

cross-sectional and time-series dimensions, enabling the use of a larger number of observations 

while accounting for unobserved heterogeneity across countries (Erataş et al., 2013; Coşkun and 

Güngör, 2015). Moreover, panel data techniques improve estimation efficiency and provide more 

reliable results by exploiting both the cross-sectional and time dimensions of the data (Baltagi, 

2001; Saatçi and Aslan, 2007). Given the presence of cross-sectional dependence and mixed 

orders of integration among the variables, this study employs second-generation panel data 

techniques to obtain robust long-run estimates. 

 

3.1. Data and Sample  

This study employs an unbalanced panel dataset covering Türkiye, Azerbaijan, 

Kazakhstan, Kyrgyz Republic, and Uzbekistan over the period 2000–2024. The unbalanced 

structure arises from data availability constraints across countries and years. These countries are 

selected due to their shared economic and institutional characteristics, allowing for a comparative 

analysis within the Turkic world. The selected time frame reflects the increasing availability and 

relevance of ESG-related indicators in emerging and transition economies. 

The data are obtained from internationally recognized and widely used databases. 

Macroeconomic variables, including economic growth (GDP growth), inflation, foreign direct 

investment (FDI), private sector credit, and trade openness, are collected from the World Bank 
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database. Regulatory quality is obtained from the Worldwide Governance Indicators (WGI, 2026) 

database and is considered an indicator of the institutional environment supporting financial 

reporting quality, reflecting the effectiveness of regulatory enforcement, transparency, and 

disclosure practices. 

ESG performance indicators are constructed using country-level sustainability proxies 

based on available environmental, social, and governance-related indicators obtained from 

international datasets. In addition, the degree of IFRS adoption is incorporated as an index 

reflecting the level of alignment with international financial reporting standards, thereby 

capturing an important dimension of financial transparency and institutional development. 

 

3.2. Variables 

The variables used in the study and their definitions are presented in Table 1. Table 1 

presents the cross-sectional units included in the analysis along with the variables and their 

definitions. The study covers five Turkic World countries, namely Azerbaijan, Kazakhstan, the 

Kyrgyz Republic, Türkiye, and Uzbekistan. 

 

Table 1. Description of Cross-Sectional Units and Variables 

Country Code Country Name Variable Variable Description 

AZE Azerbaijan ESG Environmental, Social and Governance Sustainability 

KAZ Kazakhstan GDPG GDP Growth (annual %) 

KGZ Kyrgyz Republic REQE Regulatory Quality 

TUR Türkiye IFRSA IFRS Adoption 

UZB Uzbekistan   

 

Economic growth (GDPG), measured as the annual percentage change in gross domestic 

product, is employed as the dependent variable. The main independent variable is environmental, 

social, and governance (ESG) performance, which reflects the sustainability performance of 

countries across environmental, social, and governance dimensions. Regulatory quality (REQE) 

is included to capture the institutional environment. In line with the literature, regulatory quality 

is considered an indicator of the institutional environment supporting financial reporting quality, 

as stronger regulatory frameworks facilitate greater transparency, improved disclosure practices, 

and more reliable financial reporting. 

In addition, the degree of IFRS adoption (IFRSA) is incorporated to further capture the 

institutional and reporting dimension. IFRS adoption is measured using an index ranging from 0 

to 5, where higher values indicate a greater level of implementation of international financial 

reporting standards. This variable reflects the extent to which countries align their financial 

reporting systems with internationally recognized accounting standards, thereby promoting 

comparability, transparency, and reporting quality. 

Following the existing literature, several control variables are included to account for 

macroeconomic and financial conditions. These include inflation (annual percentage change in 

consumer prices), foreign direct investment (FDI, % of GDP), private sector credit (% of GDP), 

and trade openness (the sum of exports and imports as a percentage of GDP). 
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3.3. Estimation Strategy  

To ensure the validity of the empirical analysis, a sequence of second-generation panel data 

techniques is employed. Since macroeconomic and institutional variables are likely to exhibit 

cross-sectional interactions across countries, the first step is to examine the presence of cross-

sectional dependence using the Pesaran (2021) CD test. Identifying cross-sectional dependence 

is essential because conventional first-generation panel methods assume cross-sectional 

independence and may therefore produce biased and inconsistent estimates when this assumption 

is violated. 

Following the cross-sectional dependence analysis, the stationarity properties of the 

variables are examined using the Cross-sectionally Augmented IPS (CIPS) unit root test 

developed by Pesaran (2007). As a second-generation panel unit root test, CIPS explicitly 

accounts for cross-sectional dependence and provides reliable results in heterogeneous panel 

settings. The results of the CIPS unit root test indicate that the variables are integrated of mixed 

orders, with GDP growth being stationary in levels, whereas ESG performance and regulatory 

quality become stationary after first differencing. This mixed integration structure justifies the 

use of the Cross-Sectionally Augmented Autoregressive Distributed Lag (CS-ARDL) estimator. 

Given the presence of cross-sectional dependence, heterogeneous slope coefficients, and 

mixed orders of integration, the long-run relationship between ESG performance and economic 

growth is estimated using the Cross-Sectionally Augmented Autoregressive Distributed Lag (CS-

ARDL) estimator proposed by Chudik and Pesaran (2015). Compared with conventional panel 

estimators, the CS-ARDL approach explicitly controls for unobserved common factors and cross-

sectional dependence, providing consistent and efficient long-run coefficient estimates even in 

heterogeneous panel structures. 

Accordingly, the CS-ARDL estimator is considered particularly appropriate for examining 

the long-run effects of ESG performance, regulatory quality, and IFRS adoption within the 

institutional and financial reporting environments of Türkiye and selected Turkic World 

economies. The empirical findings are interpreted based on the estimated long-run coefficients 

obtained from the CS-ARDL model. 

 

4. Empirical Results and Discussion 

This section presents the empirical findings of the study. It begins with descriptive 

statistics, followed by diagnostic tests examining cross-sectional dependence and stationarity. 

Subsequently, the long-run relationship between ESG performance and economic growth is 

estimated using the Cross-Sectionally Augmented Autoregressive Distributed Lag (CS-ARDL) 

approach. 

 

4.1. Descriptive Statistics 

Descriptive statistics are first examined to provide preliminary insights into the 

distributional properties and cross-country differences of the variables used in the analysis. 
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Table 2. Descriptive Statistics of IFRS Adoption by Country 

CCOD Median Max Min 

AZE 3.0000 5.0000 1.0000 

KAZ 3.0000 5.0000 0.0000 

KGZ 4.0000 5.0000 0.0000 

TUR 4.0000 5.0000 0.0000 

UZB 0.0000 4.0000 0.0000 

All 3.0000 5.0000 0.0000 

 

Table 2 reports the descriptive statistics of the IFRS adoption variable by country; as IFRS 

is an ordinal categorical indicator (0 = no adoption to 5 = full systematization), the median is used 

as the appropriate measure of central tendency, alongside the maximum and minimum. The 

Kyrgyz Republic (KGZ) and Türkiye (TUR) display the highest adoption, each with a median of 

4 and a maximum of 5, indicating relatively advanced and institutionalized alignment with 

international reporting standards, while Azerbaijan (AZE) and Kazakhstan (KAZ) occupy an 

intermediate position with a median of 3. Uzbekistan (UZB) stands clearly apart as the laggard, 

recording the lowest median (0) and a maximum of only 4—never reaching full systematization—

which reflects a markedly delayed and limited process of convergence. Overall (pooled median = 

3), the statistics reveal pronounced cross-country heterogeneity in IFRS adoption, with 

Uzbekistan exhibiting the weakest institutional alignment among the countries examined. 
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Figure 1. Time Path of IFRS Adoption Levels by Country 

 

Figure 1 illustrates the time dynamics of IFRS adoption across countries. The figure shows 

a gradual upward trend in most countries, indicating progressive alignment with international 

financial reporting standards. However, the pace of adoption differs significantly, with 

Uzbekistan lagging behind the other countries, reflecting structural and institutional constraints. 
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Table 3. Descriptive Statistics of Regulatory Quality by Country 

CCOD Mean Median Max Min Std. Deviation Skewness Kurtosis 

AZE -0.4084 -0.3864 -0.0651 -0.8599 0.2117 -0.3125 2.6315 

KAZ -0.2204 -0.2683 0.1549 -0.6937 0.2518 -0.1308 2.0539 

KGZ -0.4308 -0.3928 -0.1409 -1.0081 0.1876 -1.0988 4.7169 

TUR 0.1482 0.1935 0.4630 -0.2446 0.2128 -0.3024 2.0262 

UZB -1.3692 -1.5105 -0.5503 -2.2429 0.4328 0.5983 2.8818 

All -0.4561 -0.3708 0.4630 -2.2429 0.5712 -0.9320 3.4094 

 

Table 3 reports the descriptive statistics of regulatory quality. Türkiye is the only country 

with a positive average regulatory quality, indicating relatively stronger institutional performance. 

In contrast, Uzbekistan exhibits the lowest values, reflecting weaker governance structures. The 

dispersion of values, as indicated by standard deviations, suggests fluctuations in institutional 

quality over time. Furthermore, the skewness and kurtosis values imply that regulatory quality 

does not follow a normal distribution, highlighting structural asymmetries across countries. 
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Figure 2. Time Path of Regulatory Quality by Country 

 

Figure 2 shows the time path of regulatory quality across countries. The observed 

fluctuations indicate that institutional reforms and governance quality evolve over time rather 

than following a stable trajectory, particularly in transition economies. 

 

Table 4. Descriptive Statistics of ESG Scores by Country 

CCOD Mean Median Max Min Std. Deviation Skewness Kurtosis 

AZE 33.6013 28.7582 52.7300 13.5007 13.2395 0.0774 1.3588 

KAZ 30.1960 25.4941 51.5282 11.8383 12.9226 0.3175 1.6922 

KGZ 21.3023 21.8679 31.3584 10.9363 5.6954 -0.2102 2.5662 

TUR 81.8763 81.3055 100.0000 71.3178 7.5302 0.4719 2.5367 

UZB 15.3583 12.3276 33.8357 0.0000 10.9043 0.2126 1.6073 

All 36.4668 25.4561 100.0000 0.0000 25.8461 0.8911 2.5879 
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Table 4 presents the ESG performance of the countries. Türkiye clearly stands out with 

significantly higher ESG scores compared to other countries, indicating a stronger commitment 

to sustainability practices. In contrast, Uzbekistan and the Kyrgyz Republic display relatively low 

ESG performance, suggesting limited integration of environmental, social, and governance 

principles. The high standard deviation for the overall sample indicates substantial heterogeneity 

in ESG performance across countries. These findings suggest that sustainability practices are 

unevenly distributed and may be influenced by differences in institutional capacity and economic 

structure. 
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Figure 3. Time Path of ESG Scores by Country 

 

Figure 3 illustrates the evolution of ESG scores over time. While an overall upward trend 

can be observed, significant disparities between countries persist, indicating that convergence in 

sustainability performance has not yet been achieved. 

 

Table 5. Descriptive Statistics of GDP Growth by Country 

CCOD Mean Median Min Max Std. Deviation Skewness Kurtosis 

AZE 7.4196 4.7888 -4.1990 34.4662 9.4051 1.5080 4.8009 

KAZ 5.8240 5.0000 -2.5000 13.5000 3.7214 -0.0431 2.6135 

KGZ 4.5835 4.7399 -7.1490 10.9155 3.9819 -0.9400 4.2029 

TUR 5.1033 5.4412 -5.4594 11.8111 4.1996 -0.8933 3.8269 

UZB 6.3712 6.8738 1.5633 9.4730 1.8253 -0.7281 3.2677 

All 5.8603 5.5592 -7.1490 34.4662 5.2835 1.8680 12.1200 

 

Table 5 presents the descriptive statistics of GDP growth rates. Azerbaijan exhibits the 

highest average growth rate, reflecting periods of rapid economic expansion, while the Kyrgyz 

Republic records the lowest average growth. Türkiye maintains a relatively stable and moderate 

growth pattern. The high maximum value for Azerbaijan indicates the presence of growth spikes, 
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likely driven by resource-based economic dynamics. Moreover, the high kurtosis values suggest 

the presence of extreme observations, indicating volatility in growth performance across 

countries. 

 

 

Figure 4. Time Path of GDP Growth by Country 

 

Figure 4 illustrates the time path of GDP growth across countries. The sharp increase 

observed in Azerbaijan between 2005 and 2007 reflects a period of exceptional economic 

performance, whereas other countries exhibit relatively more stable and less volatile growth 

patterns. 

 

4.2. Cross-Sectional Dependence and Unit Root Results 

Before proceeding to the regression analysis, it is essential to examine the cross-sectional 

dependence and stationarity properties of the variables to ensure the validity and reliability of the 

panel data estimations. 

 

Table 6. Cross-Sectional Dependence Test Results 

Variable CD Test Stat. Prob. 

ESG 3.55*** 0.000 

GDPG 5.37*** 0.000 

REQE -0.51 0.612 

Note: ***, ** and * denote rejection of the null at the 1%, 5% and 10% levels. 
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The results of the Pesaran (2021) cross-sectional dependence (CD) test in Table 6 indicate 

that the null hypothesis of cross-sectional independence is strongly rejected at the 1% level for 

ESG and GDPG, confirming the presence of cross-sectional dependence in these series, whereas 

it cannot be rejected for REQE. Since cross-sectional dependence is evident for the majority of 

the variables, second-generation panel techniques that explicitly account for common shocks and 

cross-country spillovers are considered more appropriate for the subsequent analysis. Given the 

presence of cross-sectional dependence across the panel units, the order of integration of each 

series is examined using the second-generation CIPS test of Pesaran (2007), estimated here with 

an intercept and a linear trend to accommodate the trending behavior of the series; as reported in 

Table 7, the growth rate of output (GDPG) rejects the unit root null in levels at the 1% significance 

level and is thus level-stationary, I(0), whereas neither ESG nor REQE attains stationarity in 

levels, with both series becoming strongly stationary only upon first-differencing, and, therefore, 

classified as I(1).  

 

Table 7. Results of the Pesaran (2007) CIPS Panel Unit Root Test 

Variable Level First Difference Order of Integration 

GDPG -3.331*** - I(0) 

ESG -2.214 -2.730*** I(1) 

REQE -2.044 -4.809*** I(1) 

Notes: Entries are the cross-sectionally augmented IPS (CIPS) t-bar statistics. The test is conducted 

with an intercept and trend. The null hypothesis is that all series contain a unit root (non-stationarity). 

***, ** and * denote rejection of the null at the 1%, 5% and 10% levels. 

 

4.3. Regression Results 

Given the mixed integration properties of the variables and the presence of cross-sectional 

dependence across the panel, the long-run relationship between ESG performance and economic 

growth is estimated using the Cross-Sectionally Augmented Autoregressive Distributed Lag (CS-

ARDL) estimator developed by Chudik and Pesaran (2015). This estimator is robust to the mixed 

I(0)/I(1) integration profile of the regressors and removes the influence of unobserved common 

factors through the inclusion of cross-sectional averages, thereby delivering consistent estimates 

of both the short-run dynamics and the long-run relationship under cross-sectional dependence.  

Table 8 shows CS-ARDL estimation results. The validity of the specification is supported 

by the diagnostics. The error-correction (speed-of-adjustment) term is negative and highly 

significant (−0.864, p < 0.01), confirming the existence of a stable long-run equilibrium 

relationship among the variables and indicating that approximately 86% of any deviation from 

equilibrium is corrected within a single year. The post-estimation CD statistic (−1.88, p = 0.061) 

shows that the null of weak cross-sectional independence in the residuals cannot be rejected at 

the 5% level—although the rejection margin is narrow—suggesting that the cross-sectional 

augmentation has broadly purged the common factor structure from the data. The mean-group 

goodness of fit (R² = 0.74) further indicates that the model provides a satisfactory representation 

of the long-run relationship among the variables. 

Turning to the long-run estimates, ESG performance exerts a positive and statistically 

significant effect on economic growth (β = 12.935, p < 0.10), suggesting that stronger 

sustainability performance contributes to long-run economic development. This finding supports 

the view that ESG practices enhance economic outcomes by promoting transparency, 



Journal of Research in Economics, Politics & Finance, 2026, 11(2): 626-645 

 
640 

 

strengthening stakeholder confidence, and improving the overall quality of institutional and 

financial reporting environments. 

The long-run coefficients of regulatory quality (β = 7.926) and IFRS adoption (β = 4.120) 

are both positive but statistically insignificant. Although the estimated coefficients are positive, 

the absence of statistical significance indicates that their long-run effects cannot be confirmed 

within the sample period. The absence of statistical significance may reflect the relatively small 

sample size and the structural heterogeneity characterizing the selected Turkic World economies. 

None of the short-run coefficients are statistically significant, indicating that the effects of 

ESG performance, regulatory quality, and IFRS adoption emerge gradually rather than 

immediately. This finding is consistent with the notion that improvements in sustainability 

practices, financial reporting quality, and institutional environments generate long-term rather 

than short-term economic benefits. 

Overall, the findings support the existence of a stable long-run relationship between ESG 

performance and economic growth. Although the coefficients of regulatory quality and IFRS 

adoption are positive, their lack of statistical significance suggests that their direct contribution to 

long-run economic growth cannot be confirmed within the sample. 

 

Table 8. Cross-sectionally Augmented ARDL (CS-ARDL) Estimates (Dependent variable: GDPG) 

Variable Coefficient Std. Error 

Short-run Estimates 

GDPG (−1) 0.136 (0.091) 

ESG −2.817 (6.617) 

ESG (−1) 11.552 (9.331) 

REQE 12.159 (16.175) 

REQE (−1) −6.578 (6.338) 

IFRSA 2.501 (2.747) 

Error-correction term   

ECT (speed of adjustment) −0.864*** (0.091) 

Long-run Estimates 

ESG 12.935* (7.381) 

REQE 7.926 (16.609) 

IFRSA 4.120 (4.016) 

Notes: Mean-group coefficients are reported; standard errors are in parentheses. The error-correction 

term is the estimated speed of adjustment towards the long-run equilibrium. R-squared (MG) = 0.74. The 

post-estimation CD statistic is −1.88 (p = 0.061), so the null of weak cross-sectional independence in the 

residuals is not rejected at the 5% level, although the margin is narrow. ***, ** and * denote statistical 

significance at the 1%, 5% and 10% levels, respectively 

 

4.4. Discussion of Findings 

The empirical findings offer several insights when interpreted in light of the existing 

literature. The positive and statistically significant relationship between ESG performance and 

economic growth suggests that sustainability-oriented practices are not only normatively 

desirable but also economically relevant in the context of emerging and transition economies. 

This finding supports prior evidence indicating that ESG performance contributes to economic 

outcomes through channels such as improved investment efficiency, enhanced resource 

allocation, and increased investor confidence (Wang et al., 2023; Alharbi, 2024). 
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From a structural perspective, this result may reflect the growing importance of 

sustainability considerations in shaping economic behavior. In economies where institutional 

frameworks are still evolving, ESG-related improvements may directly influence market 

dynamics by reducing uncertainty and strengthening stakeholder trust. This interpretation is 

consistent with studies emphasizing the role of institutional and structural conditions in shaping 

the ESG–growth nexus. 

Although the coefficient of IFRS adoption is positive, it is not statistically significant in the 

long run. This finding suggests that convergence with international financial reporting standards 

alone may not be sufficient to generate measurable macroeconomic gains unless it is accompanied 

by effective institutional enforcement and high-quality reporting practices. Nevertheless, the 

positive coefficient is broadly consistent with the view that IFRS adoption is associated with 

greater transparency, comparability, and information quality, which are essential characteristics 

of sound financial reporting systems (Barth, Landsman, and Lang, 2008; Reddy and Anto, 2023). 

In this respect, the findings reinforce the accounting literature by indicating that the economic 

benefits of IFRS adoption depend not only on formal implementation but also on the broader 

institutional and regulatory environment in which reporting standards are applied. 

In contrast, the lack of statistical significance for regulatory quality suggests that broader 

institutional indicators may not translate into immediate economic outcomes. One possible 

explanation is that regulatory quality operates through indirect channels and requires stronger 

enforcement mechanisms and institutional capacity to produce measurable effects. This 

interpretation is consistent with studies emphasizing that institutional factors tend to exert their 

influence over longer time horizons rather than in the short run (Diaye et al., 2021; Ndukaji, 

2025). Overall, the findings indicate that more concrete and operational mechanisms—such as 

ESG practices and financial reporting standards—may have a more immediate and observable 

impact on economic growth compared to broader institutional measures. These findings further 

suggest that improvements in sustainability performance may be more effective when supported 

by transparent financial reporting frameworks and effective regulatory enforcement. From an 

accounting perspective, transparent reporting systems and internationally comparable financial 

reporting standards appear to complement ESG practices by strengthening information quality 

and institutional credibility, thereby creating a more supportive environment for long-run 

economic development. 

 

5. Conclusion and Policy Implications 

This study investigates the impact of ESG performance, regulatory quality, and IFRS 

adoption on economic growth in selected Turkic economies over the period 2000–2024. By 

integrating ESG performance, regulatory quality, and IFRS adoption within a unified empirical 

framework, the study provides new evidence on the relationship between sustainability 

performance, financial reporting environments, and economic growth in emerging and transition 

economies. 

The empirical results demonstrate that ESG performance exerts a positive and statistically 

significant effect on long-run economic growth, highlighting the economic relevance of 

sustainability practices. Although IFRS adoption and regulatory quality display positive 
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coefficients, their effects are not statistically significant. Therefore, their direct contribution to 

long-run economic growth cannot be confirmed within the present sample. 

These findings contribute to the literature by demonstrating that long-run growth dynamics 

in emerging economies are shaped not only by ESG performance but also by institutional and 

financial reporting environments. Although the direct effects of IFRS adoption and regulatory 

quality are not statistically significant, their positive coefficients indicate potential 

complementary roles that warrant further investigation. 

From a policy perspective, the results suggest that policymakers should prioritize 

actionable and measurable reforms. Strengthening ESG integration through disclosure 

requirements, regulatory incentives, and sustainability-oriented frameworks can support long-

term growth objectives. At the same time, enhancing the effective implementation of IFRS and 

strengthening financial reporting quality are essential for improving transparency, reducing 

information asymmetry, and facilitating integration into global capital markets. 

The findings also underline that improvements in regulatory quality require more than 

formal institutional reforms. Without consistent enforcement, institutional capacity, and 

governance effectiveness, regulatory advancements may not yield immediate economic benefits. 

Therefore, policy efforts should focus not only on institutional design but also on the quality of 

implementation. 

Despite these contributions, the study has certain limitations. The analysis is limited to a 

sample of five Turkic economies and a selected set of variables, which may limit the 

generalizability of the findings to other regional or institutional contexts. Moreover, economic 

growth remains a complex and multifaceted process influenced by broader structural factors. 

Future research may extend this framework by incorporating additional determinants such as 

human capital, innovation, and institutional sub-components, as well as by employing alternative 

econometric approaches. Overall, the findings suggest that sustainable economic growth in 

emerging economies depends not only on stronger ESG performance but also on transparent 

financial reporting systems and effective institutional implementation. Accordingly, policies that 

simultaneously promote sustainability, high-quality financial reporting, and regulatory 

effectiveness are more likely to foster resilient, transparent, and inclusive long-run economic 

development. 
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